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Foreword

This publicationisoneofa series of school finance policy studies
that the National Institute of Education (NIE/DHEW) 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
on 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 apprapr*at& that ECS undertake research of

this kind.

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

Denis P, Doyle
Chief, School Finance
and Organization
National Institute of Education
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Introduction

et year for schoel finanes reform, many
n 1977, making a zotal of 25 states that
their elementary and secondary education
finance siructures duiing the 1970s. The key feature of the new

h d programs is a revised general aid equalization formula
that distributes more state aid to school districts low in property
wealth. Indeed, the formulas in California, Minnesota, Montana and

Althongh 1976 was a qu
states enzicted new law
have enacled reforms

=

school

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

High-level foundation programs such as those in Arizona,
Florida. Indiana, lowa, Minnesota, New Mexico, North
Dakota, South Caroling, Tennessee, Utah and Washington,

1

(]

Foundation programs augmented by guaranteed tax base or
guaranteed yield programs for districts choosing to spend
above the foundation level, such as these in California,
Maine, Missouri, Montana, South Dakota and Texas.

3) District power equalization, guarantecd tax base, guaran-
teed yield or percentage equalization programs that provide
equal revenues from state and local sources for equal tax
rates such as those in Colorado, Connecticut. [llinois, Kan-
sas, Michigan, New Jersey, Ohio and Wisconsin.

Since many states are phasing in their new programs over a three-
Lo five-vear period, the full impact of the revised finunce structures
will not secur until the programs are funded fully.

A secand characteristic of the sciwol finance relorrus enacted in the
19708 is inereased attention to student popuiations requiring special
education, compensatory education or bilingual-bicultural education

vii 5
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services. Infact. large percentage increases in state aid have oceurred
niilionsof

in state special educalion uppropriations. At this time, th
dollars states are spending for these services dwarfs the half-billien-
de.lar federal role. However, the federal role should rise when I'.L.
94-142 (The Education for All Handicapped Children Actr is fullv
funded. Florida. Indiana. NewMexico, South Carolina, South Dakota
and Utah are states that have linked, by o pupil-weighted formula,
the distribution of state =special education aid to the general uid
tormula, thus equalizing the flow of categorical aid in the same

manner as general aid,

Nearly 20 states have enacted compensatory education programs for
economically or educationally disadvantaged students. Mllinois and
Minnesota, moreover, recognize that it is concentration of poverty
that produces the most severe educational disadvantage. These two
states allocate greater dollar amounts per pupil as the concentration
of puverly students increases in local school distriets.

Bilingual programs also are rapidly being enacted in states with

concentrations of students for whorm English is not the first language.
achusetts, New Mexico, New York ard

California, Colorado, Mas
Texas are states taking the lead in implementing these programs.

A third element in the new schooi finance reforms is recogniticn of
the fiscal plights of many central city school districts. as well as the
high costs incurred by school distriets in poor and isolated rural
areas. Both sparsity and density factors help finance some of the
higher costs incurred by these types of school distriets, Michigan,
in fact, recognizes the drain on the education budget, because of the
demand for non-education services, and allocates additional state aid

wide average by more than 25 percent.

A fourth factor that describes the shape of newly cuacled cducadion

income facto: . The new Missouri formula deereases 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 fiseal eapacity by a combination of
property wealth and taxable income, Connecticut and Rhode Island
weight the property wealth measure by & median: family income
ratio, the figures for which are taken from United Stutes Census
dati:. California, DNinois, Michigan, Nebraskn, Ohio and Wisconsin
are states studying the role of inecome and pussible ways of modify-

' viii
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ing theiraid nln\'mmﬁwlln incamue fivetors ;\thllgh current imncome
N L N

Paii e

Wi ka Now ‘xnrk ()n srom ard Wisconsin
cavhond dieteret alientirs.

data by wil oy
Marvland, Mizsouri, f\fv

are ztiates eollectine the data by

’i]\f!i‘?i

cittron o all State imeaime Lax returms

Antthnewoleiment of =cnoal finance reform i the inereising inleres=t

el OIe e 0 FTate ched Ploridi wses

e oritag

:
g factor, hul !h it adju=tment has been eriticized beeause cost-oft
are not the =nme a= cost-of~education difference=,

y o=t s

Hine diltvrene
Oregon and West Virginia al=o have investigated cost-of-living

adju.tments, Missourt has completed a two-vear study of cost-at™

education differences, and Californin has just begun o major stll(l}‘-
thait wiil produce vost-oteducation indices= tor each local =chool

di l

Tesis adao wili develop cost adjustnients during the nest
seir

At edemient 10 Ue revised Seneod aid progriims s tne growing
tse of tax and expenditure controls to stabilize property tax rotes,

from mcereazing too

5

education expenditure

therehy preventi
rapidly. Although the expenditure controls in some states hive
become outdated with the nation's past high ratesof intlation — and
aetually unpede the progress of low-spending districts in “eatehing

upwith highespending distriets — the us=c of expenditure controls
cncl s Tenitts continues, bothoin schood oid formiules as well o i

PITOUTIU - ni‘nlln-r stivte amd local services, School finance specialist-
and the general public should view the thrust for property tax stabili-
sation not s threat of aoproperty tax resolt but ina broader con-
teat us crhizen deouimnds tor Tinntitions on tases and spending evels
for ol sovernments Focal, <tade and tederal,

In addstion to charncteristios of the distribntion side of the schoal
finance reforms passed in the 19702 are the property tax relief and

I l W meastres that fuive .uu»m[.inm «f the reforms on the taxation

}‘\H L]!

o, Ctorada, Ranoe, Minne ot
I}nknl and Wiseonsin e states inowhich sl]]iml
programs absalutely reduced the property tax burden. New schiool
aud programs= not only reduce property taxes but make the burden
miore o on o school distriet hasia both by dieereasing tax mies

finance relorm

in poar schoal distreicts and by providing equal vevenne for eonal tag
rates. Muny ~tites complement the school aid formula with . Atate-
finaneed erreuit breaker program ol property tax reliol Soelha proe
votax pavments as o percent of ineome tor low-

gram lrmits proper
meome imilies and mdieidual= and thus ereates o property rax
structure that is equitiible for both senool distriets and imdividil s,

ix S
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Minnesotin Michigan and Wisconsin e 2Gites that faive eapimded
Gf sehne] (hcnee roefor

PR qeet- Boren Reer nipvserra = 10 !1\.“ ot

€% i;l‘uir‘g*t Al low-meonme hauscholds fram property tiax o M‘E‘IUI’\{!-HF:

Attt Bandhmark ob schood tinanee retorm his been o Lorge mcvease

i the =tate fizeal role. For the 18 stages that enacted new ohnl

ad bill= prior to 1975, the state vole imereased from 38910 51 per

R LN TS RN TT S PRI P U B R P A Lt

l!f\\.\'ti\,‘l'g’;

without increases in states siles pr ineome X miges,
Minnesati revised both corporate and individual meome tax riares
az part of s returm, cnd New Jersey enacted an imeome Gis o fund

1T= N progrian

[t 0= important to nete, morenver, that an increase inostace hinaneing

of elementary and secordary schoel- eign oveur without o inereas
Ative control over the schoals In both Flopida il

in =tate admint
Coltorra, tor example. the school wad changes have heen aecime
primiled Dy governanee changes that pol iy ehcoirigde, bt in =oniy
cases respzire, decentralization of hoth budget and adunnistrative

control ta the Tocal sehool <tie Tevel

The remainder of this booklet discuz=es mony of the recent event -
in editention fimnee and i= disided into three sectionz, The fiest
sortigh dpeevihes tho nes =chool fingtee refoengs enacted by o i
hoer ol stiles in 1977, 0= well as some taportant modifiein ons pissed
it other state= Thi=section alzo ineludes an esamination of recent

cotrt devi=inns 10 school fimnee and e changes that ave emetding
i ~choni Pinanee Brigaton strategies, Section 1T provides anovets
view of o number of public poliey isstes velated o school nanee

<sew the results of research conmiducted on those

reform angd di=eu
fartiee= Uher L=t =oction Gives })[’I['f'(|(’xl'!'iphtln ol .‘a(‘hlu)l Iinane,
achivites U.\;]J!'L‘U'(l o ocenr i 1973 for all S0 states, A plossry N

many =chnol Tinarec s tas Termes 1= @iven inan appendix,
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1. Evenis In school Finance: 1977

Legislation

In comparison to 1976, 1977 was a banner year fv: new school finance

v
veforms. In 1978, New dJersey was the only state to implement 2
major change in hool financing structures; during 1977, at least
seven states passed bills that overhauled their elementary and sec-
ondary education finance structures, and other states pass d impor-
tant modifications to programs already in place. In addition, many
other states were conducting intense study of their finance mecha-
nisms, with the object of muaking policy recommendations for the
1978 and 1979 legislative gessions. New court suits have also been
filed, and new litigation strategies are being tested,

In late 1977, one of the concluding chapters was written in New
Jersey concerning the numerous activities related to school finance
reform. The majcr obstacle to changing the financing structures in
New Jersey was the lack of state revenues available to impiement
any acceptable reform program. Though the legislature passed a new
funding plan in 1975, 1t was not implemented hecause the legislature
could not pass an income taX bill required to rarge the revenues to
finance the new plan. In July 1976 the Statg Supreme Court took
the unprecedented position of closing the public schgols until the
legislature decided on both an acceptable school finance program and
the necessary tax package to fund it. Shortly thereafter, the legisla-
ture passed a statewide income tax: 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
pxpire in December 1977 unless reauthorized Ly new legislation.

Subsequently. the New Jersey gubernutorial clections in 1977
turned into a referendum on the income tax — with the incumbent
Governor Brendon Byrne favoring the tax and his opponernt apposing
the tax. Byrne's chances for ro-election seemed very remote early in
1977: however, by poll time, it seemed that the New Jersey public
had come to accept the necessity of the tax — if for no other reason
than the lack of any reasonable alternative. When Byrne won the
November election, he asked the 1977 legislature, which was stillin

1 10
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ay have made the in-

¢ o factor that m
come tax more agreeable was that it accomplished, much to the sur-
prisze of muanyv, what it set out to accomplish: namely, substantial

property tax reliel in addition to funding school finance reform.

to these political fo

In the summer of 1977, California. responding to its Serrano court

ot only o

mundate, pussed the omnibus AB 65, which represen
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
ng the California system one of the highest founda-
ant 0f 5125 will be

fevel, thus mal
tion programs in the country. Although the flat gr

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 feundation
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

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 bill includes a declining enrollment provision, under which
75 percent of the enrollment decline may be counted for purposes of
state aid in the first year of the decline and 50 percent in the second
vear, Although the bill included a provision to compensate dis-
tricts for variable education costs, that section wias vetoed by Gov-

vrnor Jerry Brown pending a rigorous study ot education cost differ-
entials being conducted by the Education Commissicn of the States

riscussed belows,

(ne of the most intriguing aspects of California’s new bill is the
attempt to generate innovation and control of education at the loeal
ool districts are eligible for an
d on the
busie skills, that are developed by a school eounci] comprising par-
ents, teachers, the prineipal and, for high schools, students. Repre-
sentatives of this counei! must present the proposed programs orally

school site level, Schools within se

.2
13
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jutred te darmze

orat presenintions for regional panels are

sutside conselt;

ssibility of districts hiring ints Lo wvrite proposal

he olgective of this section of AR 65

o= o veperat o edoention ponovatrgn e e bosoen e b, e

the school site level and thus help counter the trerd, both wi
Cudifornin as well s aerosz the countey, for sentrsdizcton of somm anv

oi the w=ues reluted 1o education policy

incorperiited mosteftheschoolfin

Missonry eonated HE D3 10

cailr et L= e PR oy e = Cu e e

rebietinn .
cation. The new formula 1= o two-tiered plan, with o founds

ian

expenditure ger pupil equal to 75 percent of the statewide avera ge
expenditure per pupil. Above that 15 a guarantecd tax base that, in
1977-78, will cover 85 vercent of the students in the state but will
ineresse to cover 90 percent by 19581-82, For 1977274, the thundistion
expenditure support level 1= 85349 and the gpuaranteed tax base is
£24.238, The w n of property per
pupil, adjusted by an assessment-sales ratio. The bisic pupil count is
cheol

sed valua

alth measure 13

50 pereent ADA 516! 50 percent membuership, Enrolled pebl:
students from families receiving ADC assistance and orphans will
be weighted an additional 25 percent in the foundation part of the

formula.

Anincome factor isalso included in the new baw, The income facdor
is applicd to the deduction taz rate of the foundation part of the
program. Specifically, the deduction tax eate is increased (or de-
creiacds by bl the devintion of i district's average adjusted o3
meome per return from the statewide average for highs or low-
income districts. Thisadjustment notonly affectst he foundation tier,
but also affects the gunranteed tiax base tier sinee the te

e aid s equal tothe eun

to cileulate guaranteed tax e
site minas the modified deduction tax rite.

e
Lill

B 131 also increases state support for trans=portation and spe dal
sthan

cducation. State mid for i
=0 pereent of a district’s allowable transportation costs but carmot

wsportation is raised to equal notle:

eaceaed 125 percent of the statewide avervage transportation cost poy
pupil. The basic state program for special education was left intact
hut the dollar suppart per special education classroom that had
ranged from $:1.500to $6.000), depending on handicappi ngconditions,
wias inereased to range from 85,044 to $6,726. In futwre years, these
figrures will change automatienlly by the pereentage equal to the
percentiyre change of total appropriations fur the general aid formula,
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Thestitehopes top has ein the funding ofth enew Law aveza number
of years. Thebillliniitsstate aid inereazses i neach disticzio 26 per-
ceent of the diffe ren ce between thie caleulated aid per pupil and the

aidperpupil received i nthepreviousyear, Jlis projected thatabout

$:200 million wiflbeneededto fully fundthenew prograr; $52 mil:
licminnew fundswere sppropriated for distribu tioridu ringgth« 1977-
78 sehool year with funds available froma state swrplis genacerated
by niatural rowth in the stace's tax stzuet wre. The bill zpresents
thefirst major scheol fFinaxice change ia Missozri sinee 1 9692,

Penns=ylvanic passedan inpo rtarat taed £ fiea tior Lo its systemy of dis-
Ulndesr the new
e equalizing

tributings stzele -equ alization =id 1o school Gistricts.
law, AB 59, the stale will wnlirzue to wuse 2 percent

" re imbursement system bic the meastre of schoold gstraet vweaEth will

be molified 20 include income as well as ecualized propetty valua-
tion, Under the system .40 pereert ofa district”staxable i nco me per
weighted pupil ( highschoo Istude nts are we 2ghted 36 percent higrher
th an elernenzury students) is comebined witk2 60 percerilofits equal-
izedreal propertyvaluztionto determinea istrict”sre lati ve wea lth.
In order to prormote mare equalily of expenditures per pupil, the
le=ser of adistrict’'s zetwal £nst ruc tional expenses per wiig hted pupil
or the reinbursement base is incuded in the formulh. The reim-
e meni baise s the statewicle med fan instructionexperz diture per
weiglzted pupil For distrricts making ataxeffort in excess of 130 per-
cent of the statewvide average lax eflort. For districtss making e
thiam 130 pereenzof the statewide average tax eflort, the reimeburse-
ment haseis the statewide mediarinstrudionexpendi tureperpupil
recuced by upto $2Z00 depend ing on the actual taxeffort .

Scuth Canline alse movedinto the sch ol finznee redorencizcle in
1977 2y replacing its chssroom unit foundation prograrm weith an
ADM-weighted pupil foundation program =with inereaséd funding
from both thestale and lcal levels. The wezlth measure isassessed
va luaziorz of property adjusted by an assessruerat sales ratio =nd in-
cludes an im puted walue for the receipt of Federal im pacz aid Fhe
pupil* weightserzucted ave: 1.3 for K-3, 10 for grades 4-83,1.25 for
prades9- 12, 174 fo r educable mentally handicapped and learning
disabled, 204 for trainable mentally ha ndicapped and erroti onally
andortho ped Zcal Iy h andica pped, 2 57 for viszallw arzdheari ng harsdi-
cipped, 1.9 forspeech hand icapped, 2.10 for Jomeboun d, 1 .2 for pre-
vocationza lan d1.29 for v-oca tioral education. Studentscan becoun ted
in oniw 1 of 1 Acategaries Districtswill bere-qui red to speradatleast
85 percerstof the state aid in the category generating the aid. The
fouzndatio nprogram is tobe funded approximately 70 percent by zhe
stz te zand 30 percent by local school districts, whereas the previous
for-muJa b ad 20t requiredlary loeal contri buti on. Theprogram il be

4
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- e

implemented over a fivey«<ar period, beginning irn 1978-19, with
approx imately $20 milLion in add iiomal state aid ech yeur. Theis
roform billis the ressult of rore than t hre ¢ yeurs of sludy and Zegis
Tati ve debate with adivve support ofa broadl y based statewide citi-
Zen s ceali Lior.

#HB 868 was passed inSautF Dakotaireeazly March, aftertswo vears
of studyand legislative lebate, ard will replice the curre nt mirzi:
mu zn foun dation forenul 21th at allocilesiaidonthebasis ofclassroo m
cinits. The new plarais an AD M-wig hted pupil formu h, with the

. following weights 1 0 for kindagaite nstudents lor a half daw, 1.1

For grades 1 and 2, 10 for graades §to 12 20 for all categories of
special ed ueation, a spasity fictorof 1,01 to 1.04 lor sckhool dis

 ericts with less gham 1.25 pupil per square mileand 102to 1,36
. for small school distiiet swith less than 500 students. The formu la

alsoountseach one-reo mraralschool as aminirnumof 20 students.
“The formula is lwo ti<red, with a foundation expenditure per
svei ghted pupil ol $529 2nd above thal, a guaranteed tax biseat a
Tevel that covers 85 perten tof thes stiadents in the slate The $829
gigare will inretse cach wear at lhe rate the statew ide average
expend itu re per pup ilin<reases,witha limit of7 percent . Th ewealzh
measure in the formuh s asesed valuation ol property per
-vei ghted pupil, adjzsleciby an sssessrentsales ratio Expenditure
per-pupil incxreases at the district level are linzited to 15 percer;
add itio nal funds mu stbeused for prop ertwta xrelief. Thaenew act i
20 be irnpl emented July 1, 1980,

- Terznessee’s school a il form ula had rernai néd virtually zhe same for

Teatly 20 yezis and hadbeeomrae complica ted to understand-because
of the pumerous incremental changes thathadbeen enadled. SB400 -
rep Jacess the curtenttezcher unit bremula with an ADA-weighted
founda tionformula. The pupil weights are:1.2forK-3, 1 dforgrades
A6.11 forgrades7and 8 1. 2forgrale 9,1 3forgrades! O1Z.arange
of L84 to 262 for v aational education, and 2.07 for all categori e
of speeial education . Distriets will be required vospendat least 8
percent of the state'aid i the calegory geterating the aid. The
founda tion program furads ~will be allocted tolocal districzs on the

" as isofthetotalurmber-of weighte-dst udents andthedistrictieach er

experience and education Factor and; statewide. will be funded 90
aercenthy thestate and 10 persent Iy localschooldistricts. Thenew
measure of school di stri<t weeal™n isad justed property valuztionand

. xep laces the old coumnty -ecorwmic index, The prograrn will beimple .

mented i the 197718 ssthool wear and will befunded with an addi
tioraal 33 milliona. This bill Tepresents amajorstep forw-ard for Ten-
Tessce and is as mu ¢h &sckwol fin ance si mplicatiors bil 1as a schod

i
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firun ¢ reorm bill. A comapanioribillalso i nerensesszate fundiry for
trzns por-tation services,

The Zexas Legislature, in a special E977 fall Legislative session,
ereacted anew school finance billthat will inczease thie slat<'s sharze
of -the: found atio n program from 75 percent lo app rox imalel v 85 pe
cent. The power equalization conzporientof the forrmula,inadidition £o
the foundation program, will provide a rmaximum entitleme nt of
$3 10 per student for those districts whose av-erage pro perty valuae
is in ghe lowest quartile of wealth and willpxovide wp to SI185 per
ADA totherdistricts havinglesstion 110pe renf o fthee state wide
average “roperty value per student, A ll ddstricts will recefve $11 O
pex studont as an operstions cost allotment. This lsﬂg::latmn alsd
recliced pupi e ach er ratiosa nd red ucedth €sc oo lye ir by fE ve diys.
In addition, the legisla tion eslablisked two new conmiit teess orie to
supervise tax assessment practices ared t he other £o expl ore and
lewelop a revised method for fznazcirag state progranzs of public
sckao0] edsica tiore.

In responding to theearly 1977 court dec isio n leolding the Wash -
ingrtone sehool finanee invalid becawse of its Failure o provide an
‘arnple education” req ‘uired by the state wnstitution, the W.ash -
ingtory Le-gislature passed in Jurie T977a series of thweebills that
tredate 1 riew stzle aid distribution systeme, defin ¢ basic ed uca tior
aincse verely limit the loca luseof spacial excces s property lax levies .

Under thenew formula,districts wil lbe allocazed one cextifi ed staf
for cvery 20 students, one noncertified stall posi tiora fo.r ewery 60
siuderels, an amountequaling about $3,700 foreach certified slaff
pos ition for nonsalary costs arrd a ddi tioreal =id For remote and ne ces—-
sar7y schools, and smaall schools, Tramsportation will also be furedecd
00 percent by the state. The dolar arcvunt each distriet recedves
undder zhe basicformula willbedetermiraed By rmultipl vingthee naim-
ber of stafl pesitions by the average teacker salary in the schol
districe. The prograrm will be phased irzover the nexctthree yeurs
and is estimated tocost an additional$900 milJiora, TEe Localsheare
will contipue to be derived from: a statewide property tax of one
percentof the fair marketvalueof pro perdy. Aco mpanion bill defined
hisFc education by stipulating thee rumber of howrs of i nstuction
mrrrethan 10 prograrnareas, The third ball 1amits tke rmaghitade
«f special.excess local property tax leviesto 10 percerat of th € prior
Jear'sbasi ceduca tiornal Zocationand seve rel v limits the useof special

Jevies for raising teacher salaries.

Abill providing state finarxein g for schoal construction becare 1 aw
EnMuire, ending a two-year rmoratoriurnoma state role in sch ool

- 6
15



O

ERIC

Aruitoxt provided by Eic:

censtruction. The bill requires the district to contribute either five

percentof 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 building 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 itrequired nearly 13 percent of Maine school districts to pay
excess property tax revenues generated under Maine's foundation
program to the state for redistribution to property-poor school dis-
tricts. Thevote, however, did not fall alongrich-town/poor-town lines
since many towns receiving substantial state equalization aid voted
—~against the tax. The vote did not necessarily throw out the entire
Maine school finance system, butonly the “recapture” component of
it. An evaluation of the Maine school finance program, "Maine's
School Finance System: Is it Equitable?” (Callahan and Wilken,
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 increcses had been below the national average,andthatlocal
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 $5-510 million
received from the wealthier school districts.

Beginning with this school year, MZnnesota will recapture a portion
of the excess revenues collected by school districts when they tax
themselvesat the maximum levy allowed under the foundation pro-
gram, The procedure for such recapture specifies that the state will
deduct 20 percent of the aid that the district would otherwise have
received in 1977-78 under the state transportation, vocatienal and
special education aid programs to the extent that there are local
district excess revenues for the general aid program.

i

New York passed a bill that raises the expenditure level inits foun-
dation program from $1,200 to $1,400 per pupil. The billalsosetsa
Iimit of six percent on state daid increases, eitheron a per-pupilera
total basis. Although the bill still incorporates a number of hold-
harmless clauses, the new bill decreased the number of school Gis-
tricts affected by hold-harmless provisionsfrom nearly 700 to around
200, '

Wyoming has passed a law equalizingthe distribution of state aid for
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capital outlay and debt service, Under the law, the state will pay to
ench school district the difference between 83,200 multiplied by the
number of classrooms in the listrictand the yield ofafour-mill bevy
on the current assessed value of the district. Funds for the prograrm,
which is designed to encompassthe full carrent costs of construction,
including building costs and anticipated interest vosts, may be gen-
erated fromany state fund except the generalfundé. In its initial year
of operation, the program will not be funded fuljy.

The federal government again became involved in debateson a fed-
eral role in general. equalization aid. The U 8. House Cormmittee on
Education and Labor held two days of hearings on legislation that
would provide generalaid to school districts for the purpose of reduc-
ing spending gaps among school districts in a state. The bill, HR.
1138, introduced by Chairman Carl D. Perkins, would authorize
funds for two Lypes of grauts, basic grants and equalization grants,
both tobe apprapriated only when the funds for Title [ of the federal
Elementary and Secondary Ed ucation AcLequal or exceed §3billion.
In order to receive the equalization grants, a state would need to
submita planfor theapproval of the U.S;Commissioner of Education
to achieve equalization of resources among districts within a 10-
percent band. As a first step inimplementing a foderal 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 1D,

Nearly all states areengaged in studies of elementary and gecondary
education finance structures with the help of federal Section 842

“funds. The new state plansdeveloped asa result of these studies will

be available sometime 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 wasorganized to respond to the
Horton court mandate in the state. In North Carolina, a Governor's
Commission is using 842 funds to éngagé in a major study of that
state's education finance and tax structure, for the purpose of devel-
oping reform recommendations for the 1979 legislature. The West
Virginia Legislature hasjustcompleteda comprehensive studyofits
education finance and tax structure and will be debating recorn-
mended changes during the 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 sc hool
finance take a close look at the finandng of elementary and sec-
ondary education in that state.

Finally, in his January 1978 message to the legislature. Indiana
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Governor Otis Bowen agaim raised the issueofthe diminutionoflocal
control of zlementary 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 formula mustinclude a reckoning afltslung-run implications
for the educational decision-making process,” he stated, , eching an

ermerging theme increas ingly concerning many state policy makers.

School fimance Litigation

Althoughthere wereonly a few judicial decisions rendered inschool
finance court cases during 1977, litigation still rérmains a primary
means of generating school financereforms. Schoolfinance.litigation
strategies, however, are undergoi ng significant charnges. The major
arguments used inschoolfinance courtcases, aslittle as three years
ago, have become the minor arguments-used in many of the current
court caszs. State policy makers should take note of the new legal
argumentis, the facts on which they rest.and-the implications for
schoal financing policies should they be upheld in upcoming court
actions. Ewo summaries of the cerrent status of school finance liti-
gation and the developing new kegal strategies are those by the
Lawyers’ Committee (1978) and Levirz (1977).

Theinitialcourt cases were initiated onequal protection grounds, on
the basis of both state and the federal constitutions, Most cases
sought to persuade the court that education wasalundamental inter-
est of the state andjor that the state’s mmethaod 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 "compelling state purpoge.” In all cases, this was tooonerous a .
burden. Once the court accepted the furndam entalinterest or suspect
classificationargument, the school fimance struct urewasoverturned.

Thestate was then required to implementa fiscally neutral system,

i.e.,one that eliminated wealth asa factor in educationexpenditures,
On the other hand, if the court did not accept the fundamentality or
suspect class arguments, the "rationality” test was invoked, putting
the burdenon the plaintifftoshow that the structure was irrational
and without any reasonable basis. [i all instances in which the
rational ity test was used the constituti onality of the structure was
upheld, -

'

Thus far,two state supreme courtshave held educationtobe afunda-
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mental interest of the state. In both the 1976 decision of the C
nia Supreme Court in the Serrano v Privst case and the 197
netticut Supreme Court decision in the Hartort 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 fulfilled no compelling state interest
The courts ordered hoth states todevelop new laws that did not make
education epportunity a function of local weal th.

lon-

In the Lujan v. Colorado vase in Colorado, tiled on both equal protec-
tion grounds and the education clause in the eonstitution, a lower
di=trict court judge ruled in 1977, on & motion todisniss, that educa-
tion was @ fundamental right because it was explicitly mentioned in
the constitution. The judge went on, moreover, lo state that hecause
there is=uch a close relationship between education and other funda-
menta] rights that have been aceepted by tederal and state courts.
education would be a fundamental right even il itwere not mentioned
in the statesconstitution, This is probably the strongest statement on
the fundamentality of education that has resulted from any of the
school finance court suits, but the Colorado %uprgme Court has not
made a final ruling on this issue.

Fiscal neutrality court cases. however, are becoming more compli-
cated. Although both the Connecticut and California courts accepted
the traditional fiscal neutrality argument thal education opportu-
nity should not be a function of local wealth, thus implicitly accept-
ing a taxpayer equit) argumentb the New Jersey court in the 1973
Rnbmsun v, [Lnlu[l case and (he 1977 Ohio District Court in the Cin-
ninnatli v. Essex case. explicitly rejected the t taxpayer argument..

The Dhm eourt, thuutz,h 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 Ohio court said that such
a phenomenon also violates constitutional requirements under the

fiscal neutrality standard.

While the comprehensiveness of the thl[lltan"ll fiseal neutrality
argument is being expanded. additional courl standards, based pri-
marily on the educationclauses in state constitutions. are also being
duelnpt;d For example. in a case filed in 197 77 by the city of Seattle.
a district court overtur ned the Washington finance structure lem-
ing that the state program did not make an “ample provision™ for
education. Similarly. courtsin New Jersey and Ohio have overturned
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state education finance structures for not pro viding a “thorough and
efficient™ education, The case pending in West Virginia is also based
on a "thorough and efficient’ education constitutional clause, The
case filedin Colorado claimsthatthe current system does not provide
for a "thorough and uniform” system ofedu cation, and the case most
recently filed in South Dakota asserts the current system violates
the “thorough and eflicient” and “general and uniform” education

clauses,

These state constitutiona ! reguire ments must be defined; however,
clear definitions are not casy to produce. It is important to note,
though, that the definitions being given te these state clauses cur
rently are setting up standards for state school finance structures
that are more stringent than traditienal fiscal neu trality standards.

Both the Ohio and Colorado cases attack expenditure differences
per pupil, claiming that "thorough and efficient” and “thorough and
untform” clauses do notallow a school finance structure that permits
large expenditure per-pupildifferences, which are unrelated to pupil
need and education costs, across school districtsin a state. The plain-
tiffs in both cases argued that differ scesin expenditures implied
differences in the education services provided to children. In Ohio,
plaintiffs showed that many low-spending districts were not meeting
state minimum standards, thus cearly not providing a 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” ito make an "ample provision” for education)
meant that the state must provide a high-quality basic education,
defined by components of school inputs, wit hout lecally 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 Suprere court in the Serrano case adopted a
form of an input standard when it stated that differences in educa-
tional expenditures reflected differences in ed ucational quality. One
interpretation of the state constitution, noted the court, therefore
disallowed great expenditure differences per pupil.

New Jersey has gone bevond the student input standard and, in the
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process of defining “thorough and efficient” for that state, hasimplied
a student output standard. The court stated that "thorough and efli-
cient” 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
fevel of student achievement as one test of a "thorough and efficient™

school system.

Court arguments have gone beyond even these moare stringent gen-
eral standards in the development of special standards or considera-
tions for either specific types of school distriets or specific student
population subgroups. For example, the intervention by the big five
cities in the Levittown v. Nyquist case in New York raised the issue
that certain high-cost needs of city school districts would be ignort
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 raisedin
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 average in city schools.

A second example of special-needs litigation pertains 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 secrutinize
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 of predominately black school districtsin
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 schoels becoming predominately black. However, fiscal
control of the schools often remains in the hands of the local school
board. which many times is dominated by the white power struc-
21
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ture. Sherman (1977), in a study of this issue over a number of vears
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 segregated academies. 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  pether with lower property
wealth, produced lower education expenditures in many black dis-
tricts in comparizon to districts with higher proportions of white
students. Sherman is continuing his study in the states of Louisiana
and Mississippi. If the results are strong, a litigation strategy based
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,

stricter standards for the acceptubility of a state's education finance
structure. Probably the most important of the recent court cases are
those tn Ohio and Colorado (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 be met by
the structures, they are inconsistent with "thorough and efficient”
znd “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.

3
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I. Public Policy Issues in
School Finance Reform

The issues related to inequities in public school finance structures
no longer hinge mainly on relationships between expenditure per-
pupil levels and local school distriet wealth. The push for fiscal neu-
trality continues, including the use of legal strategies based on the
fiscal neutrality concept. However, it is recognized by both state
policy makers and school finance scholurs that the issues related to
school finance are much more complicated, must be analyzed within
the broader context of local, state and 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 pubiic education policy-

making process. This section discusses some ef these complex issues,
begmm ng with an attempt to identify different definitions and con-
cepts of school finanee equalization.

School Finance Equalization

There are at least four major issues related to school financeequaliza-
tion. The first concerns definitions of equalization, including differ-
ent concepts of equity in school finance. This issue alsg encompasses
the implications of 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 ofresearch that is showing that wealth equalization is more
complicated than previously considered. The third issue relates 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 pessibilities for modifying school-

- aid formulas 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,

LLJg;
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Definitions of Equity.  As discussed in the previous section on the

courts, there are numerous legal standards as well as other defini-
tions of equity in school finance. It is critically important for policy
makers to be aware of these different definitions because each re-
quires u different type of equalization formula for implementation,
and cach will have different fiscal results, will affect students differ-
ently and wiil impose different tax burdens on households. As the
reform states have begun to examine the results of their new pro-
rrams, one of the most perplexing phenomena has been the use of
inappropriate criteria to evaluate a particular program. The most
common example is the disappointment of many policy makers over
the ineffectiveness of power equalization or guaranteed yield pro-
arams in reducing large expenditure per-pupil gaps between high-
The fact is that such programs are not

and low-spending districts.
intended to reduce spending gaps.

There are basically two different definitions of 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 be adjusted for difTerences 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 requirement for
minimum of equal student outcomes,

The fiscal neutrality standard is not concerned with expenditure per-
pupil differences per se, but requires only that expenditure per-pupil
di:ferences not be related to differences in local school district fiscal
ahility. The objective of this standard is to eliminate the relationship
between local wealth and expenditure levels by equalizing the ability
of all school distriets to raise education revenues from loeal 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 eguity standard is focused more on taxpayers than
on students. Appropriate scheol finance programs for implementing
this equity standard include district power equalization, guaranteed
tax base. guaranteed vield 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, be equal across all school districts
in a state. This standard is concerned with the expenditure per-pupil

i:j -
15~



O

ERIC

Aruitoxt provided by Eic:

gape 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 fiscel 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 [llinois re-
source equalizer formula shows that, while progress has been made

- ineliminating 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),

7“. Michigan and Missouri (Odden, September 1977).

\The fact that fiscal neutrality programs do not reduce significantly
expenditure per-pupil differences i 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 have 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
Hawalii with its full-state assumption program) that qualifies under
the expenditure disparity clause for counting federal impact aid as
localrevenue. 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 be fiscally neutral because the
higher expenditures will occur in the higher wealth, higher tax-
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advantage of high-wealth districts, but wealth and expend itures
could still be related if high-wealth districts choose higher tax rales.
Policy makers should be aware of this distinction andstructare eval-
uations of the state's program with that distinction in mind. It would
not be unfair, however, to state that public poliey research in general
hasbeen primarily concerned with results and is therefore suspect of
a process that seems fair but produces inequitable resu its,

Until recently, schoo! finance analysts have given |4 e attention to
the statistical tests used to measure the dagrm; tgé. which a system
meets either equily standard. Yet there are a ;?F%?ét\\numbér of con -
ceptual issues related to the various stutistical cests (ha teanbe used .
There are manytests of equality: each has stren gths a ndhweak nesses |
A state could score high on onc eq uality test hut low on 4 nésther, Simi-
larly, there are many tests of fiscal neutrality that could contei-ak

rank a state differently. Berne (1977) presents the most comprehen-
sive discussion of these issues, discussing the following equality-
tests: ’ :

‘range, 5th to 95th percentile funge. Federal expenditure s
parity measure under impact aid regulations,” McLoone i ndes,
relative mean deviation, variance, coefficient of variation,
standard deviation of logarit hms and Gini index

and the following fiscal neutrality measures:

“simpie correlation of expenditure with wealth and incorne;
regression slope at mean wealth and income with dependent
variabie being expenditures per pupil and independent vari-
ablesbeing: wealth: 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 sample of district data.
The objective of this cooperative venture is to prodiuce a set of statis-
tical tests to be used to assess how each state’s schoo! finance strae-
ture meets either the expenditure per-pupil equality or fiscal neu-
trality equity standard. By the end of 1978, it is antici pated that a
“state of the states”, with respect toschool finance equalization und er
both equity standards, can he reported for all states for both the
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1475-76 and 1976-77 fiscal years. This information should be useful
fur states individually, as they assess the effectiveness of their cur-
cont structures, and for the federal government, should it enact o
federal program to encourage schaol finance equalization.

[1 surmmary, there are four important elements related to definitions
of equity in school finance equalization:

1+ Choice of a particular equity standard.

2, Design of an appropriate school finance program to imple-
ment it

4, Determination of point in time at which to evaluate the pro-
pram.

1+ Seleetion of measures on which to make evaluation judg-

ments.

Wealth equalization.  Moststates continue to assess local school dis-
.ssed valuation of property per pupil. Many
valuation figures by assessment-sales

trict fiseal capacity by ass
states modify the assessed
ratios to adjust for the varying levels of assessment across assessing
jurisdictions. This simple fiscal capacity measure has come under
attack in recent vears for @ number of reasons. First, it has been
hown that income is an important determinant of school district
fiseal decisions in addition to property wealth (Hickrod, 1971; Yang
and Chaudri. 19761, Second, as inditated 1n Table 1, there is little

Table 1
Correlation Coefficients Between Property Wealth Per Pupil
and Income Measures in Selected States for Selected Years

Correlation Between Property

Year Wealth Per Pupll and
Property Income Income
State © Wealth Income  Per Pupil  Per Household
Colarado 1975 1975 . 0.38 ~-0.15
Connacticut 1975-6 1970 — 0.14
Florida 1975-6 . 1970 - 0.24
Kansas 1973-4 1973-4 .0.57 -
Minnesola 1975-6 1875 = 0.20
Missouri 1975-6 1976 0.39 0.19
New Jersey - 1975-6 1970 — -0.20
New York 1975-6 1970 — 0.01
Cregon . 1975-6 1970 - — -0.09
Texas ) 1975-6 1970 — -0.03 °

Source: State data files, Education Finance Canter, Education Commission of the Siates.
Kansas: Darwin Daicoff, “An Evaluation of the Kan;.asScth;ml District Equalization Act

of 1873," Selected Papers in School Finance, 1976. (Washington, D.C.: U.S. Office ol
Education, 1977), pp. 1-40. . -
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correlation between property wealth per pupil and income per pupil
or household income in many states* Third. cconomic resenrch has
demonstrited that wealth equalization is a function not only of ¢ 1
total property wealth and 120 houschold income, but also of (3 the
cotnposition of the property tax base and b the structure of the
cqualization formula itzelf (Grubb and Michelson, 1974 Feldstein,
Pridnand Ladd, 10750 The effect of these fuctors on the Jocal "eco-

Mients=;

The Basic argument that all four factors influence local school dis-
trict decisions is s follows: first, without any <tate equalization-aid
iterrey.

enues at aogiven tax rate than low-property-wealth districts. This
argument has led to the developmient and use of the current set of
equaliztion programs, based primarily on property wealth per pupil.
Seeond, even with such equalization formulas that neutralize wealth
differences, however, districts with higher-income residents bear a
lower pereentage burden in providing a given level of edueation than
districts with lower income, i.e., the wealthier group of residents
spend i smaller portion of their income. Third, even holding total
property wealth and household income constant, districts with a

»l

greater proportion of the property tax base comprising nonresiden-
tial property ti.e., commereial and industrial property) are able to
shift some of the property tax burden to nonresidential property own-
ers. Thus to rinse an additional $100 per pupil, for example, the
greater the nonrestdential property tax base, the lower the price for
resident homeowners, Finally, the strue-
important hecituse, for foundation types

the extra expenditure for
ture of the aid formulis i

of systems, the state aid s fixed so long as the district levies the

minimum required loeal tax rate, while for percentage cqualizing 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-
tnetaicreases it= tas rate, but it should be kept in mind that the addi-
tional state aid must be matehed by increases in loeal dollars,

An expanding liternture on poliey analysis treats in detail both the
tssues of how state aid formulas with o "price” variable and how local

ely corre-
agricul-

Although income and residential property tend to be positiv
lated, total property wealth includes commereial, industrial and
tural property as well as residential property. The existence of many poor
families inareas with large proportions of nonresidential property is a
major reison income and total property wealth may not be highly corre-

Patend.
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fiscal capacity measures, other than tot:l assessed vaiue v. property
per pupil, affect locz1 district expenditure decisions. Barro (1972) and
Inman (1977) have developed Lhy 1+ 0 cumprehensive theoretical
models for investigating the:: issues. The Grubb and Michelson
(1974), Feldstein (1975) and Laud (187 %) 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-
coming). 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 fitiance 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 commercial, industrial
and agricultural property in the tax base,

The Carroll results based on data from Michigan, which passed a
basically unrestricted guaranteed tax base formulain 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, dndicate that additional .+
empirical work is needed to sort out all*the factors influencing
school district rﬁ'apémsg to a school findnce 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 definifive, they do show that effecting wealth
equalization and wealth neutrality in a state schoal finance struc-
ture requires investigation of at least four factors: property wealth,
composition of .the property tax base, household income and the
“price” componcnt of an equalization formula:

ks S
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Land Value Capitalization.  An issue that is new in the school f‘1=
nance debate is capitalization. Capitalization refers to the long-ry
effect that loeal taxes or expenditures can have on the pricesofl iand
and homes, In general, if taxes increase in one schoo! district or if
Lhe guality of education services decrease, the prices of homes may
increase. with other things held constant including taxes and spend-

ing levels in neighboring districts, Likewise, if taxes decrease or
Ohviousiy, in the

eiucational services increase, prices may increa
real world “other things” are seldom constant. Nonetheless, eapitali-
zation remains as a spin-off effect of school finance 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 of land
and homes.

The phenomenon of capitalization has long been discussed by econo-
mists. Jensen (19311, as early as 1920, found evidence of lund-value
capitalization for farm land. In a study in the 1960s, Woodard and
Brady (1965) 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.

Diieoff 1196 1) conducted one of the first studies of capitalization 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 positively associated, i.e.. higher taxes
were accompanied by higher p.,ce levels, His suggested explanation
wits that 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 classieal eapitalization. Wicks, Little and Beck
( 1‘)631 Fuund a caplt-nlwutmn eﬂcu in a Munt;md munty Lh.jt mmlcf

l;,l,r rc;,suth f'm i mahsuhsmgnt prng aIm in .‘tmn Pmnu&-u)i

In one of the most sophisticated studies of this 1ssue. Qates (1969)
used regression analysis in a study of eapitalization in New Jersey.
He found that, although differentially high local property tax rates
were pegatively associated with land values, the effect was more
than offset 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 capitalizatior 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 ir 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 nolicy
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,
wl:ile a zecond-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-
English is not the dominant language 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, lacal, state and federal revenues for these high-costs serv-
ices should be as much a part of comprehensive education finance
structures
formula.

Categorical programs are funded in numerous ways. But, just asg
many school finance general-aid formulas have been shown to be
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 iz some information that sug-
gests that such inequities occur most noticeably in states in which
the overall atate role in funding education is low. For example, in
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Massachusetts (Wilken and Porter, 1976), Connecticut, Oregon
(Vescera, forthcoming), and Coloradoe (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 districts 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 littl. 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 aid

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 noét occur. :

f

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 f‘)r not uaing’ équaliﬁtiﬂﬂ §LhémE§ unless the %Lété‘ fully Funds
fnrmulaa are not usu;li there is a pﬂ?Slblhty (and in some states a
reality) that the unequalizing distribution of categerical 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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‘costs, higher-wealth districts are more e

eifect. These results were also found in the NIE study of the distribu-
t:on of Title [ aid (Troch, 19771,

{.l
{t 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 fuily fund 100 perrent of excess
ily able to raise their shave

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 equali-

zation are that;

I Edueation finance policy includes more than the general-aid
formula, and scrutiny should be given to the distribution of
categorical-aid dollars as well as general-aid dollars.

2 The fiscal equity issue with respect to eategorical-aid funds
iz especially acute for states in which the state role in finane-
ing clementary and secondary education is low,

4 Equalization objectives of a state should be assessed both
tn and of themselves as well as the degree to which they are
affected by the alloeation of cateporical-aid dollars.

Cost {'qualization, Policy makers in all states know that the pur-
chsing 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 inereased 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 o number of different attempts to develop such
indices, suome more substantively grounded than others,

The most erude attempts to develop costs indices have been those
that simply make comparisons of expenditure dif ACTOSY
school districts, Such attempts are seriously flawed, however, he-
ferences are dramatically different from cost

se exnenditure dif

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

£, 0 -
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within the control of local school districts. i.e., exeept where explieitly
limited by state law, local districts are akle to choose the level of

eduention services they v to previde. Differences in education

costs, however, are outside the control of loeal districts and are
ical loeation, characteristics of the
¢ of the school

caused by factors such as geogr:
student body and ether demographic churacteristi
district.

The development of indices that indicate the differences i education
costs requires a rigorous economic model and sophisticiited 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 tlie 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. Therefere,
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
(19761 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 Goffman (1976) for
Florida. These 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 11976) and, more recently, Chambers

samples of individual teachers, rather than districl averages, to pro-
duce cost indices for the state of Missouri. Such a methodology
allows one to pick up both inter- and intra-district factors that may
account for salary differences and is based on the fairly well-devel-
oped hedonic price methodologdy 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 analysis 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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_indices and, although the economic methadoloy

In short. much work has been done on develop.ing cost-of-education
*that has been used

few =tates is somewhat complicated. it is al=n probahly the most

bv a
defensible and aceurate.

The effect of using cost indices. however, is not a neutral one. Metro-
politan districts in gencral have above-average indices while rural
districts have belowﬂverage iﬂdicgs; Thus, 1H other things being
cgual, the 3 2t in relatively
greater amounts Df;ild ﬂm-. ing tn me ggépfxllt an districts as compared
to ﬁuﬂm?tr’npﬂhtan dxstrmts In aln}é’; every research report. more-
: g beeh found to occur in the central-
éity .s(:hﬂoi districts Lhus hmth substadtiating the fact that costs are
} ' g the; use Df co st mdlcea LD

theu !unds_

Intra-distrivt Equalization. School finance has for the most part
s issues. Never-

concerned itself with inter-district resource allocat
theless there have been both litigation and policy research related to
intra-district resource distribution issues. The most well-known dis-
trict struggling with these issues is the Washingten, D.C., district,
which came under court-order to allocate dollars per pupil so the
differences amony the schools within the district were within a five-
percent band about the aver, age school. Both court briefs and sube

.chh h 1fi ehnwn th: at \‘hf‘ ine qualztv nf resource dlstrlbw

quent r

.%Lh()ulb. w Jth the pzcgommnmlgz bid(}k. low-income ?Lh(j()lh rf;ceiving
the lowest amounts per pupil tHobson v. Hansen, 1971,

Other research on intra-distriet resource allocation has been scant,
Attempts were made to conduct such analyses for the New York City
Eﬁ(h()(ll distriﬂ hut tho if;‘sl]hs‘- h e nat hgg’-n wicl(lv di%%‘(‘miﬂ.ﬂ*i‘d
\f

the Las An;f“‘(!% unified =chnol diutru,—l. A]thnngh f‘,ndmg Slgﬂiﬁl}ﬂﬂt
differences in expenditures per pupil among schools, the differences
were not eystematically related to achievement levels, economie
differences nor racial differences.

The issue of intra-district resource distribution is one that, while not
the top agenda item in any state, is being raised by a number of
policy makers at the state and local leveis. Although predictions are

hazardous in the public policy arena, one could expect that this issue
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will be given more attention i the near future, espectadly for Lge

urban districts
The Politics of Education

Although many of the substuntive issues surrounding school Dnance
are eeonomie, education finance policy 1= made by state legislntors
ciarce resotrees of the states among numerous

who must allocate the =

pariant o note the RSTLTIE

t':”?‘cl'u“:' areits, .’n L} 1= lrght, ot

:f puhln,, hd uci

education luhb\' for ;1d\1w isn the pulxu Lhdhg_’;(‘% the 11 m‘cd tu hv
enacted each year. The politics of education is becoming increasingly
complicated and fragmented with competition both within the edu-

tion cirele and between educstors and noneducation groups that

are demanding other governmental servives,

The new complexities in the palities of education can be viewed ina
number of different ways (Kelly, 1978, tirst, there is greater fiseal
conflict between loeal school distriets and other local sovernments
concerning scarce local revenues and intergovernmental aid, See-
ond. there is a declining percentape of taxpavers willing to pay hich
educntion taxex, Third, teacher groups and parent groups are no
longer aligned as closely as they used to be, Both the second and
third fuctors result inan erosion of political support for public edu-
cation. Fourth, courts, fegishitures and governors increasinglv in-
volve themselves in the problems of school finanecing. Fifth, the
urhan suburban cleavages have broadened, causing additional frag-
mentation in the general support for education. Six, two competitive
elements exist within the education sector: first, a horizontal compe-
tition between general aid and the host of eategorieal, targeted-aid
programs, iind second, @ vertica! competition hetween elementary

and secondary education and the postsecondary sector,

\\'ithin ll'\is; l;rug”m!nlud and complex vortex of political pressures,
are enacted ili}; slite l(!;;ial;um‘ﬁ. Yot theve -
l!Ltl(’: FL‘HE;!TC}'] ul' i suhsl;mtivu political science, public policy-
making niature conducted that <heds much light on the polities of
school finance reform. Numerous desceriptive accounts of the school
finance reform events in a number of states hive been reported. Al-
though informative, these case history stories do not allow for rigor-
ous cnnip'lrimn-s: across states, l:’.url{v %‘h!l];il’l ;md \Vi“i'lnlea (1976
h:

ACross mcfthuds [m uHuttmg ,rvlnmL Ilu:y 5111)\\’(;(1 t}mt n;fuz m .,1L=

g
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tive attempts and dentitied the ollowing eharacteristics of suceess-
g rles:

TroA twos to four-vear tne perod of anals =i and Leaislative
dubite .

i Qeeurrence ol external events =uch as a guurt ciase, o gover-
Nors commmi==ion or juint lvg ative study

31 Stronyg political Jeadership from either the Jegrslabive or
executive hranch,

O Areform package, including none acational aid, of Mleveling
up” o which wll district= receve amething.

S Funds= to finanee the reform ettt o trom o revenue surplus

CEoany ineren=e 11 Lines,

‘!‘\’}li;t’ ihi_‘?sl,‘ l‘,;('[ll’!;!;l;’..l:!“ll."« RS Uﬁi‘(‘lll, ‘!\ilili iﬁ l’H,'(,fLiL‘(i. L'Bs}@f(ii!‘l;e‘v i,‘%
the polities of school finanee reform that is set within some pubhe
policy-making and ur political seienee conztruets so the results would
mikers i nonretorm stuates, ©2) helptulin ex-

he 111 asetul to policy
plaiming the elements of reform apart from individual state charvac-
< and ¢ a contribution to the developing constructs of the
of education As o st cat ot this task KOS will he publi

{ i hooklet on the politios of school finance reform in seven

Terist
H L
ingin 197

;h;!

shates
Changing Societal Demographics

Impartant demographie changes in the Ameriean society are ocear-
ring that have important inplications for school financing policies.
expected to persist through

The first isdeclining enrollinents that are
the early 1980< The impact of such deelines, however, will he felt
through the 1990< in the nation's high schools and postsecondary
sing suburbganization across

institutions, A second factor iz the incre:
the country, accompanicd both by increasing racial and economic
segregation ineluding the decline of many core cities, Related to this
sunbelt” and dechne

phenomenon 1= the growth and affluence of the
ol the Northeist. Another factor, and one that has received fittle

2
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1= meew o et urban-rural populaton <het o Another factor = the
Vitanainyg cse compositoen of the popndations with greater pereent.

= of pereon= e e B3 creating tereieesd denmands for serviees for

e o dder]s

g 1 R
I't sonith o popthntion

Bee ddropin

detnnid= tor ey ee= Tor —enor citiaens and relatively Tess coneern

Vv vedyerran Comtoened =nbrhanreation andd nterrectonal vienal

P eeconiniie b e ntation have herghtened elass=, cthnne and eeo-

Pt contioad e anade e senool management o1 these problenns
Cdrtents Woehnn the educntion secter, the tact that the man-

oy 0 .
SRR AR T H

petteinehioent o reguiires orealer kil and allows far o

ctrvlber tren o error has not really been acknowledged. Inetfi-

vt rrientider=tandmes ol low teacher mornle have oceurred

In =hort. although mueh has been written on the impacts the changes
are having on education policy

i the conntry’s demographics
miaking., there =till exists prg;:;i{pu% littie subs
of what the tmpacts actualiy are and what policy makers
them. although the previous section indicates some of the impacts

antive policy analysis

. L1
ndoabout

on the politics of education. The most comprehensive set of rescarch
projects on the unpacts of declining enronments were conducted
under N{E sponsorslp and have been compiled in a book entitled,
Declining Everollments: The Challenge of the Coming Decade, Susan
Abramowitz and Stuart Rosenield. editors. The studies in this book
cover auch topics a= theeatentand nature of changing demographies
and the impact on cities, the fiseal and programmatic impacts of
|

declining enrollments=. the types of legisiation used to ease fis
hurdens caused by Cecline, und theoretical and Jocal sehool distriet
concerns reluted to the management of deehine, including the impaet
of 1etrenchment on the employment of women and minorities. As a
primer on many i=:ues related to declining enrollments, this hook

is invaiuable

One of the other growing coneerns surrounding the economic inm-

paret= ol enroliment deciines =t teacher-ag g |-;‘ui‘-'lt,*mi L, the

vreifer nume-

teaching force that 1~ older, more expensive beea
bers of teachers are in the “lower right hand corner™ of the salary
schedule. and, breeause of seniority and tenure laws, more constrain-
ing for achoul distriets with respeet to personnel allocation, These
facts are in no way meant as a eriticisniof teachers or teacher groups.
They are 2imply o result of o decrease in demand for teachers and

.
(2
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effvct= ceononne e well as politieall on Local

Cremtie e Benwvesver bt e et ot ot bentian 1o N fipteemnsl o by
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Imipacis of School Finance Zeforms
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sebeol fininee - hike many other public policy tssue= in that, while
snuch reacarch s conductd deseribing the nature of the probilens,
Betle attention 1= given to assessing the vesults of o poliey change,
untl problems ot aree ot some future date. Although some aten-
schuol finance re-

Bon hos been mven to determinimg the impaets of
furms= that have been implomented, muach more s noeeded, At this
tme, the Nationel Conference of State Legislatures” legislative
handbool rCalladbvan and Wilken, 19767 is <l the most extensive

e, Carioll

coartnendiom on the S5 oea] pact= of - chool finono el
tortheomingt i= currently working on o study of the (Tsenl results of
Alichigun and New Mexico

reform m California, Florida, Kians
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ical work on the fiscal impacts of reform in Michigan and Kansas,
And Leppert and Routh (fortheoming) are studving the effects of the
stems in Florida, Mew Mexico

implementation of pupil-weighting sy
and Utah,
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Although based on the stratefied sample school district data from the
v (ELSEGIS

Elementary and Sceondary General Informution Sury
for 1475-76 conducted by the National Center fur Education Statis-
tics, which gives biused results for individual states, the September
1977 Interim Report of the Assistant Secretary for Poliey and Evalu-
ation at HEW entitled “School Finance in th seventies: Achieve-
=" concludes that few wnee reforms have
cpenditure-per-pupil gaps amonyg dis-
and fron, 19770,
h findings

scho

been eifective In reducing e
tricts within a state (Brown, Ginsherg, Killolea
e decreased

For those cxpeeting spending gaps to he
are a disappointment. As mentioned carlier, however, fiseal neutral-

al-

Yy Dirvdr T :
theugh many policy makers believed that such would be the case.
Since the deta sample on which this study is based gives biased
resuits for individual states, the conclusions of the study must be
treated with caution until the study is replicated with an unbiased

dnti set.

Hlinois has made the strongest state commitment to evaluating its
inance reform by mandating that a fiscal evaluation be con-
the Center for the Study of Educational Finance
ty (Hickrod, et.al., 19761, Such evaluations
ts of a

school
ducted each year by
at MHineis State Unive

state's school finance structure would not only be helpful for policy
makers within an individual state, but the results could be compiled
and generalized to provide useful information for policy makers in
all states, as well as the federal government.

A second issue related to the results of school finance reforms con-
cerns the programmatic changes that oceur as a result of reform. In
other words, how have new dollars been used at the local level? The
initi-! studies on this topic found that about 80 percent of each new
stute dollar was used to provide additional services for students; al-
though about 20 percent of cach new dollar was used to raise teach-
ers salaries, the ralses were in general less than those of other dis-
trict= in the region (Kirst, 1976; Barro and Carroll, 19751,

A mmultistate atudy conducted by the Stantord Research Institute
investigated the use of school finance reform dollars in a number
of districts in four states: California, Florida, Kans
The findings, to be published by the end of the summer. will include

the following:

11 The extent to which new dollars have been used, in the main,
to hire additional teachers and administrators, or to raise

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 educ;%tian grant pn‘)\g.{ramsi shifted items from the school
budget to the municipal 'tsudget 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
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 many people,

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 effects of school site budgeting
tNational Urban Coalition, 197% funded by NIE and conducted
through the National Urban Coalition, found that:

Az an attempt to counter this shift, Florida and California enacted

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

1
H

Roles and functions of administrators 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 fléxibility in staffing and programming.

[E

Successful implementation of school site budzeting re-
quired careful planning and preparation, extensive in-
service training and ¢ number of yveuars for phasing in the

[

entire =hift in responzibilities.

.
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A Tast jssue that can be discussed under this section is a second-
order effect, like lund-value capitalization, and concerns the imnact
of reforms on the residential locational decisions of households. Fami-
lies choose to live in localities for a number of reasons including the
focal tax burden, the general cost of living in the area and the set of
logal governmient services provided, including education services.
Sabstantial changes in these variables, which could result from a ,
ance reform, could produce changes in the residential loca-
ti:n 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 cireles,

The Children’s Time Study Project, being conducted by Charles Ben-
son at the University of California at Berkeley, is inve tigating some
aspects of thix issue in the Oakland metropolitan area: a book based
on the study’s results entitled The Serious Business of Growing Up

i America will be available by the end of 1978, The study is unique

. in many ways becausc a sample of over 700 individual children is

being followed. The study is looking at how home conditions, such
as parental aspirations, expecetations and locational decisions, family
structure in terms of one or two parent, student experiences and
activities, and quality of education services 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 be 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 gencrate much discussion but not
much analysis. A description of collective bargaining structures in
edudation is available in an ECS booklet, 76 Update: Collective Bar-
Ratmung 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 cellective bargaining to have small effects on school
budgets, causing less than a five-percent increase, other things held
constant { Baird and Landor, 1972; Lipsky and Droting, 1973: Thorn-
ton, 19711, Chambers (Decemb r 1976), however, uging individual
teachers as the unit of analysis rather than district averages, has
antially larger, on the order of 15 per-

shown the impact to he subst
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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 ex-
ceeding 12,000) across the country.In 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 finance
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 organizali ns, 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 duybbed "financial time bombs™
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
retirement svstems 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 publicemployee 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-
yies 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 retiremént. In the remaining 13 states, the combination
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. N

The third issue concerning teacher retirement systems relates to how
d, Since there are no com-
imonly accepted standards in actuarial seience, 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 esarnings on
investments’ The former requires 20-30-vear salary projections,
which must be done on the basis of a series of assumptions on infla-

~—tionand 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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“n

[}
W
¥ [t

i

35



O

ERIC

Aruitoxt provided by Eic:

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-

actuarial, aspects of teacher retirement systems on their agendas.
States need neither pension fund bombshells nor the need to break
promisesto the retired; attention to the structures and cost of retire-
ment programs could save a state from facing either of these two
undesirable alternatives.

Taxpayer Revolt: Fantasy or Fact

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,
Maine 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 on 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 security taxes. Any testing of the nation indicates
clearly that the country\is experiencing a fiscally conservative mood,
brought about largely by 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

asgessed 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

— 3673 &
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controlling government expenditures at all levels — local, state and
federal. For example, in the November 1976 elections, there were

‘ballots in-numerous 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 gov-
-ernment expenditure increases arve capped at five percent in New

Jersey. Wisconsin recently al:o 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 Chattanbach, et.al,, (1975
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-

. erty tax imposes a greater percentage burden on low-income house-

"McLure 11977), moreover. has written that whether property tax

burdens tend to be shifted and regressive in incidence (the “conven-
tional” view) or borne mainly by property owners and progressive
in incidence ithe "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

cactually used in this country.

State policy makers continue to view the property tax as regressive
in nature by enacting and expanding state-financed circuit breaker
programs of property tax relief that protect low-income households.
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‘have dropped. the remaining population is character

especially those in wealthy school districts, from property tax over-
burdens. The policy question that links school finance to expanded

' mru,ut breaker pmgrams hnweveri is how :ﬁuch pmgrams mtem(,t

ertyt,z:& rates heg,m:-u H zﬁlgmm.ml numhu ul huusuhn!da face llmlLL‘d
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 shouid w;el\ ¢ some attention in the next
few yean

Finally. the equity and incidence piattern of all state taxes is of con-
cern for school finance poliey makers concerned with the taxation
side as well as the distribution side of school finance structures. In
this light, Phares (1973 i in the process of updating his study of
the tax svstem in each of the 50 states. His revised book should
provide a wealth of new information for state 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 1976 fiscal vear.

Low-Income and Minority Students and Urban
School Finance

iV

“Simple school finance reform laws providing equalization based only

on assessed valuation of property per pupil ¢iin offset gains madein
providing needed education services to low-income and or minority
students as well as worsen the fiscal plight of many central-city
school districts, Althvugh 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 NCSL study 1 Callahan, et.al.. September 1977
has shnwn th*lt partimlar’lv for c’:itieé in thc ‘Jm*thm<t and \Iidwést

city rx‘,(’;hm)l dlstngt:: \uth i 5tude thud} Lh;l,t I lﬂL!Gdblngl} mmrmt}.
lower income and with concentrations of students from Spanish-
speaking familiés. At the same time the property tax bases h._ueheen
stagrnant or declining. The result has been to increase the fisea
squeeze on ity districts because, although total numbers u['-s[;udcnts
ed by concen-

trautions of students needing-higher-cost edueation services such as
bilingual edueation. compensatory education or education for the
handicapped.

i

b,

[

38



O

ERIC

Aruitoxt provided by Eic:

Not all minority and low-income students are found in city school
districts, however. And the residence of low-income and minority
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{ocational 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 NIE 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 be 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 NIE study also shows for 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 begrt written in the past on the municipal overburden
issue (i.e., the drkin 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 (TRED) Conference delineates these education
overburden elements:

1) Declining or stagnant fiscal capacity to fund services.
2) High concentration of low-income students.

3) Declining enrocllments causing high persornel costs and
excess physical capacity.

4) Higher concentration of speciai-need students.

"
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51 Diseconomies of scale, i.e., a very large number of students.
] g

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’ edugation 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 de!nermg adequate dnd relmbla fundmg for lndmn h(‘l‘\flLL‘

1ndlan Pallcy Rc:vu;w Commlsalun, 1977). In a soon-to- bbpubhsﬂhed
report of the inequalities in financing BIA schools over the past four
yesr’: Ddden (farthmming» ﬁndf-; ‘%Ub%tﬂﬂtidl unjustiﬁed inequaiitv

of edugaimn services f'm‘ Indmﬁ atudents a,t.tend,mg pubh& 5.ch(mlhg
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 are 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
be redressed.

The Federal Role in School Finance

In the very short run, the general nature of the federal role in school
finance will not change: it will remain as primarily support of (1)
special student populations, including the handicapped, the econom-
ically disadvantaged, the bilingual and the voeational student, as
well as (21 hasic and applied research on many of the unsolved issues
related to education finance,

Although many would like to see the federal government appropriate
the funds for the current federal edueation 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 augment 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 | — eligible students who were unserved with federal
dollars because of underfunding of Title I by the Congress.

One of the brightest pictures on the national scene appears to be 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. of federal and state programs designed for ti.. 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 inthereauthor-
ization of ESEA. especially Title |, and the attempts to work with
the states in implementing P.L. 94-142(The Education for all Hundi-
capped Children Act) will be the most obvious tests of the degree to

which a new federalstate relationship can be implemented.

A= noted in Section . there may also be inereased 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 Seetion 842 funds to assist
states in the research and development of better equalization sys-
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tems. In September of 1977, two days of hearings were held on H.R.
LIS, aobill introduced by the Honorable Carl D. Perkins, chairman
of the U8, House Committee on Fdueation and Labor, which wis
desipgned to help states in equalizing edueational appurtunities. 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
mplement an equalization role but that, before u specific law or pro-
gram was enacted, some hard policy analysis would need to be made
to map out the stacus of equalization among and within the states
a= the basiz on which any federal program would be developed. At
this time it appears that such a study may bhe conducted. If such a
study begina, the research agenda that is set will, for the mast part.
proseribe what issues will be investigated and therefore what issues
will be constdered in developing o foderad cyuslizition role. States
are encouraged to make their federal representatives aware of what
they feel shoul be on such a research agenda.

State Analvtic Tools and Research Capabilitios
in School Finance

school finance computer snnulations have received much attention
i the past few vears. Numerous states and many organizations
hiave developed the capacity to simulbate and test o variety of diffor-
ent school finance structures. o deseription and  midterm” evilua-
tion ef aonumber of computer stmulations s available in a recent
ECS publication entitled, Computer Simulations in School Finanee
Reporm 19750 The zimulitions discus==ed in this haoklet include the
one developed by the National Bducation Finance Project: the School
Finance Equalizaticn Management System model developed by the
Education Policy Fesearch Institute of the Education Testing Serv-
rees the simulations desrgned by the ECS Education Finance Coen-
ters the simulution= developed by Professor Walter Garms for the
stite= ot Oregon and Floridi: and a number of simulations developed
by individual states, including Floridi and Calitornia,

Afterasses=ing =omve of the technical aspect= and uzes of simulations,

the hooklet comes to two conclusions, First, it is difficult to tel! at
this point how simulations have affected cither zpecific school finance
policies or the pohiev-making proces< itsell. Second. the utility of
simulations depends Largely on the research knowledge on which the
stmulation 1= developed, For example, though it is simple to design
ability of usine o eostaofoeducetion index,

stmulation with the ¢
such an option 1~ useless unless the hard research of developing

district cost indices i< undertaken by a state

42 g7
ot
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In this light, it is worthwhile noting a recent article by Sally Pan-
critzio (19780, the Hineis Office of Education, concerning state
sducation agencies as reswarch arenas, The author argues convine-
ingly that a berter nexus must be developed between the university-
hused educational research community and the reseuarch sections of
stute departments of education, acknowledging that one difference
in perspective i< the hasic research orientation of the former and the
applied orientation of the latter. Especially in terms of accessible
data bases and the opportunity both to re: sond to and help influence
the cducation policy coneerna raised by state poliey makers, state
departments of education are ideally situated, In spite of the author's
strong arguments, however, it would not be unfair to suggest.that
tioned the ability of state departments to respond to the research
pussibilities with which they are presented. As a way to resolve this
debate, one can hope that a rigorous evaluation will be undertaken
on the use of the almost 15 million in federal Seetion 842 funds that
hive been allocated, exeept 11 a few instances, to state departments
of education. That amount of money 1= one of the largest ever appro-
priated for apphied edueation finance research: hy the end of 1978,
after the ~tate plans have been presented, the results of the use of

thos¢ funds= =hould be known,

Legislative <taft <hould af-o be encouradged to o the substantial
resources that exist at state aeademic institutions. By forging
stronger links boetwoeen policy makers and academics we might in-

cren=c the practicality af academic work while zimultaneous]

expanding the information base that serves as the foundation of

poliey decistons.
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ilif. Prospects For 1978

ALABAMA — The legislature is

looking at the use of the state's
educational fund. Repeal of
the utility tax, one of the three

‘major revenue sources for
funding the education fund is
expected to come up. The 842

study is attempting to define
adeguate, as opposed to mini-
mum, cducation,

ALASKA — Three studies were
~condueted in 1977 one on i

=tate role for school construe-
tion, one on bilingual educa-
tion and one a pupil-weighted
svstem for state aid for special
education, Two bills based on
the results of the first two
studies will be placed on the
legislature’s calendar.

ARIZONA — Property tax relief’is

still o priority issue. The legis-
lature will debate a bill de-
signed to spread or shift the
burden «f property tax to help
reduce the burden of tax on
homeowners. An 842 study is
updating and researching 4
state equalization plan that
includes reassessing the ele-
ments of basic education, de-
veloping information to define
the present and future equali-
zation factors, developing
simulation models to eolleet

and assess characteristies of

student populations. and
merging cconomic factors
with student characteristics.

45

ARKANSAS — The legislature

does not meet in 1978, but an
interim committee on school
finance, with Section 842
fur 's, is analyzing the school
finance and education tax
structure in Arkansas. The In-
stitute for Eddceatidnal Fi-
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
cither 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 of
school distriets, land-value
capitalization and the burden
by income.class of the educa-
tion tax structure should be
available by midsummer.

COLORADOQO — Colorado is con-

ducting a school finance
that will examine alterna
mensures of school district
level of support, alternative
means for determining state
and local sharing of the level
of support, and alternative
state revenue sources fur sup-
port of education. Expectation
is that the Lujan case will go
to trial late in the yvear.

52
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CONNECTICUT — New legisla-

tion, responding to Horton,
but will be based on the ro-
sults of the Section 842 study
that is lvoking at the following
issues: 11 school finanee and
equal educational opportunity

needs: 20 the fiscal impact of

the present GTB grant pro-
gram: 3 the timingofthe GTR
grant pavments and its rela-
tion to the loeal district bud-
getary process; 4) assessment
of the present proper.y tax
assessment techniques: 59
dssessment of inequity in the
mitjor calegorical state grants:

6 assessment of the impact of

the mujor federal grants, The
study also hopes to investigate

the possibility of using a pupil-
weighting system, to investi-
gate the possibility of building
i cost-ol~edueation index, to
investigate the problem of
municipal overburden, to gen-
erate long-range plans to in-
credse the state's share of edu-
cational expenditures, to
rescarch cost/quality and cost
benefit relationships, und to
develop a more effective infor-
mation dissemination pro-
grim. A-mmp}utef‘i cd system
for further planning and re-
search in the areas of school
finance und equal opportunity
will also be developed.

DELAWARE — This state is not

expecting any major school fi-
nanee legislation this year,
The University of Delaware is

conducting the 842 study and

allv looking at equali-
zition of property assessments
throughout the state.

Y.
e
Lot
=

FLORIDA — The legisluture

does net meet until April. but

I

=]

Ew‘

at that time they expect to
consider a bill to increase the
number of exceptional chil-
dren programs and a bill to
chunge the pupil weightings
for exceptional education.
Florida has an 842 study that
covers the following issues:
1y growth and stability char-
daeteristies ol selected revenue

approaches for the equitable
disribution of funds to school
districts; 4) implications of
changes in funding pattern
and program influences for
the governance und control of
educational enterprises; 5
preliminary forecasts for
1977-78 of FTEs at K-12 in
the public schools; 6) evolu-
tion of the equalization of
educational opportunity in
Florida, 1926-1976: 71 costs
and effectiveness of technolog-
ical applications in edueation;
8) methodology and data
sources for analysis ol educa-
tional benefits: 9) computer
simulation: 10) long-range
development of the computer
simulation; 11y evaluation of
education enrollment projec-
tion methods currently used
in Florida: 12) summary of
duta and methodology used in
preparing enrollment projec-
tions: 13 ecopometric models
for educational planning: 1.4

- alternative populition pro-

Jections in school-age cate-
gories for the state” of Flor-
ida, 1975-1990: 15 ¢
ment projection
earning t s
selection of states to”which
Florida’s education system i
to be compared: 185 an inven-
tory of the tax policy in Flor-

idai. o

[
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The next phase of the <tady
will snvolve re—eiirch snoa
variety ol a=peets of I’
schenmie of school fonedimg, e

sulting i o0 propa
school finunce pslare There il
be o =econd round o public
heiring= to m reaclior: to
Lhwe propased

The Dinmr= Officee
i Foslren i = cornl e ting e
42ost HET TN
<1 Ut fiimes suipnost the
wark ol the Cifrzen= O ormmi=-
sion amd Techiniea I'Tas=k furec
Numernsis stuedies are bi-ing
undertuken meluding: e oai-
ternat ve method= of reent ifv-
ing vonmon e iy disadvan-
taged puptls 20 variations in
per-puptl expenditures for

ualizatinn

current operstian. 197576, 50
development of an elticieney-
nriented transportation fund-
g formulin - boanalyeis of the
t=e of lorg-term debt for <up-

port uf current operition: 5
study of the unpact of prop-
ery el xaslflt llnn. For =semss-

e

hn .!«' ‘il :
vrpiliar hnmul\ G afrerna-
tive mieascres of wenlth for
Ithirmers sehool districts:
yrtvsix of the mmpact of

u=e of ineornc in the measure
of weilth used o distribute
pencral state auds Soanalvas
of progran cost s and services
provided Jor=pecal education
trun=portation: h analyvsies of
fictors reluted to tax effort in
Hnois =chool districts: 10
identiticdtion of the impaet of
noncontraltalsle costs for cur-
rent operat inrton lecad =ehonl
bradiret = 111 dentiliestion of
the cost conmponents of the
veenmized sttt progriun aoned
desterminationofthe per-pupil
cost: 12 deternvmatiory ol che:
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= he n=eof the local prop-
Pt b - the n

the peene-rel

mary foend

.
AR I PRAEY m‘(x'.,mfhm dppro-
prterie== Gf =ltewrde tases
on ol tesahles. Additonal
tudte= that muy also he
cndert ke aciuddel the of-

Chal m= g enerdy costs on
=chool bucget=, costoind priee
differentral s and whether
funds= e really ilowing to
proprarms sor handieipped and

. o
vaciatigaal pup =

- Nr muajor changes are
expectedthisvearinthe legis-
fature, lowea is currently con-
arm =12 g 1

et

i

study, Sewen majo :
are planned that include: D
investization ot what levels of
educational programs, =up-
purt services and facilities
currently exist across the
state and inoturn to deter-
mine adegua sy (e insure edu-
catnal oaportunity for all
pupils eneolled 10 loea] edu-
eattona} adencies; 2 deter-
mingtinnosthe relative finan-
cral neerd of Tocal educationad
agencies with respect to tho=e
prpil=s with varving educa-
tongl nevids snd ty take into
ecount s varitiens amony
suchloe o me neie= it he costs
of providmgequivalenteduca-

Bromsal prooga i, =Upport serve
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CNTUCKY

ice= and fcilities that might
hegssoriated with =uch factor=

as=parsiy or density ot pop
fatton =, o= ol resources an

ovioeceiemic character
He populations 3 analy:
0=l viri:
cims, s=pectal education

rerams, vocational educa-
tionas progriamz=,. edueation-

atly dsnd v ntaeed pupil pro-
. ~ I {
m=. vuidanee and counsel-

10 prac s e tranaparbeinm
cipiti=] outliy and debt serve
e bostudy of equrtable me s
wre=clreletove fimanaal albal-
ie=o loes] educai o biegen-
tiv= Lo provide ecdiieintional
prodriaiis, ~upport serviees
and Gwshtie= and tooproved-
boncin cral
Unon the woealth of the =tte

d==lstance hilsed
a=iow hode and not the wealth
of the lovad educational gen-
ew: o anvestigation of the
couy ob the tax svstern witl
reaprect tooa Cinancial asset
anwee plans B gissessnent ot
coducitor attitudes and vitizen
mitere =t and participatien in

the educat wna l deciston-mak-
b 1

ey povv=a vl i}li' |
plang 70 study of the effects of
sehonl dist rict size and ormen-
atina with respect to effi-
crerevn the delivery of edue
citional programs and other
school services.

N=ASE - The legistature =
Proeet T s VeIV genieril

conges o the state oqualizi-
tion-ad tormula. An N12
stuedv 1= not being conducted.
v an NF-funded legishidive
study s heen completed,

Recommend a-
tions havee bheep nuacde to the
<t e gs\,ifl»‘l;ﬁ!l}‘&' thot yeesitliod

e

LOUISTANA — Nomyjor e

!

MASSACHUSETTS —

i

froam a governor's study of the
finance and education pro-
vroun of the state’sent ire eclu -
cation structure, from kinder-
garten through higher valieea-
ticn. An =12 cqualization
study was also condueted and

re=0its are fortheoming,

tion has been propozed forthi=
se=sion. The Lonisianag Staote
Deprortment of Kducat on huis
tndertaken the 8342 eoualiza-
tien stuay, Financisl dispori-
He= i di=tribution te loeat
schwal districts a= 2 pesult of
tnvgual federal. =tate and

fncal expenditures wiil he

Studed. Cost vivsaten=

anmwng loeal districts dew to
1= geographic
focation, size, ditfering edu-

necds of Atudents.

snceh fuctors

sitionil
and varving socleetonamic
ch:wneteristios of the pppula-
tinn= will be studied. (ther
=trdies include examination
of the equity of the tax sys-
tign and methods that mgshs
b ernloved to modifv pad
improve the tax structure.

AINE — The gocernor has=
proposed o bill for alternative
funiding of the foundation pro-

LIt

A bill
ha= heen proposed thit would
rephice the separite Chapter
70, =pecial edueation. voca-
tionateducation and bilingaal
cdueation aid programs=switha
=ingle comprehensive state-
i statute that would utiliae
e equstlizing feundation for-
razlis including g =2y=tem of
il weight= to deterinin

$11E:

19}
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MARYLAND — The Governors

Comiaissiortonthe Funding ot

the amount of stiate aid t he
recetved By each comnmunity.
Two studics were conducied
in 1977, with the use of 842

menies. Ome was a study of

Chapter 70, scheol aid and
sthool finarce: the ot herstudy

tosked at the problems of de-
clining enrollment= in this

=tate.

Public Education, which was
created Janwary 1977, was
chirged with the responsibil-
ity of examining the applica-
tion of state and local
resources (o the support of
pubslic edncation to previele
reasonable equality of oppor.
tunity among all staden ty
without placing too heavy o
Lrurden on the taxpavers, The
eammission hasrecomimerided
that major changes in the
forrmula be the prime goal
during the second and final
vear of the eommission’s
deliberation, The comunsis
ham recommended the follow-
i lor study: 17 review and
determine the feasibilifv of
conselidating one or more
citlegoriond proarams with the
hasye current xpense foun-
dation program: 21 anal vee
the cost variations in
armeny programs: horeview
the staite and focal tiax hewie

Al

MICHIGAN - The depsrtmoent

of educutionisiexiing fur g =is.
pereent mcrease in the hawie
membership furmul safar 1972-
T4 f1seal year [tisconduet ing
ary 842 egjuali zi tion stod v that
will louk ot the relationship
botween expenditures, pro-
grams and student acieve-
Mo

"' i

MINNESOTA — No maj:r school

finance legi=lation this vear.
The Minnesota Stute Depart-
ment ol Education has pro-
pused twomajor goitls fortheir
832 schowl finunce study,
which are to develop a com-
prehensive schoul finance
plan and to establish o in-
formation data hase thiat per-
mits evialuation af the total
school finance program. sup-
porl= the =Lite manzgement
system for oducation and
enhirnce= th - =tate's palicy-
matk ing capanility,

MISSISSIPPL — The state de-

artment of eduention ]
presented the following ree-
ommendations to the 1974
fegislature: 1 adequate fi-
nancing of an "upward” revi-
sipn of the minimum founda-
tion education program to
el it least the minimum
regquirements for "A" secredi-
tation: 20 equalized 2 :
ment of property and a mill-
e rate, which will bring
about o more equadized loeai
contribution to education; 3
minimum foundation pro-
gram funds allocated on an
averape diily membership
bagis rather than an average
daily sttendance: b liseal
indepenndence for all school
district=: D adequate fends to
wicel the requirements of PUL.
9-i- L2 amd other lawsdealing
with special education and
handicapped children; 61 ap-
propriations for transporta-
trann for all publiec sehool

58

st uclents,

MISSGURE — The lepgisluture

will hedebating bills relating
e property tax assessnienl



procedurss. The governor
has recornme nded inerens-
ing the appropriation for the
new formuli by about $50 mil-

NEW JERSEY —Thelegislature

is looking at how the tax rev-
erzues will be allecated to the
seheols, Alse under study are

adjustments to the special
educationlaws and aid to non-
publie schools,

lion. Resports on geographic
cost-of-cducation indices, spe-
cial eduzeation finance and
state rote in cupital constnze-
tionn will be debated.

NEW MEXICO — The depart-
ment of finance and adminis-
fration has proposed to the
legri=lature that it addruess
the 1s2ue of declining enrofl-
ments andchange the funding
formula for special education,
Under the 842 L‘L]lell!d[mn
%tudv NEW i\’TL

MONTANA — There 1x ne g
lative session in 1878, The
state denartment is gonduct-
ing an 842 equalization study
but has not yet made a defi-
nite foeus for study, & firat

cemponent, though. is:

sis of expendilure dlﬁ(‘“‘(‘ﬂ(e‘s

from 10 vious vears

rment; a report wi!] ,hf:
readd v in Februere

NEBRASKA — The legislature

pazsed a now schesl finance

bill last session that will be

on the bazllot for a referendurn

in Novernber 1978, The state

department is eonducting an

8412 equalization studsy on the

following topics: 1 tax equi-

ty: 2) trends in énr’nihﬂenm

b opattern of expenditures: £

expenditureprojections; 5 pro-

grams offered by school dis-

: tricts; and 6 schools of varv-
lng pupu stze.

NEW YORK — Governor Carey
ha= pm}msed a $152-million
increase in slate aid to educa-
tion for the 197879 school
Yeur, using ooriew strategy
designed to shift funds from
the wealthier suburbs to
harder-pressed cities, Under
this plan, New York City
would recpive zit least $31
million more in operating
aid from the state, along with
a substantial portion of 8517
miilion intended to assist

NEVADA ,;:F;N"’ legislat e ses + schopl districls that teach
slon an 1*)’7‘38“:”‘3”‘“ ‘lt”d'“ large numbers of children
are being conducted inc udmg with handicaps and learning

_ihé: E’(!(f(l =0 I‘(‘i_nJlf\ thestaze's d lHSl)illilL"ﬁ \‘s,lth the uze of
education laws, the federal 842 equalization

- monies, New York State b

NEW HAMPSHIRE —- The cen- nyraber of areas they a
ter for Ed ucattonal Field Sery- studying, inv:luding' 1) analy-

ices.at the University of Now sis of the impsce bl state aid

: Hampshire, in cooperation on loenl school districts

' with the state departrment of staffing: 3) educa tionzl n
education, i= conducting 41 the provision of education
majer study of ‘New Hamp- services by regional bounds of

shire's education {inanc covpperative cdutztion services:
Sischool dist rictorganization;

structure. '
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& financing of nonpublic
=chool elementary and second-
ary educatiorn: 7y projections
of the pupil population: =
projections of United States
and New York Stote revesues
and expenditures: 9 analysi:
of possible formulas: and 1012
study of expenditure limita-

tion=. A court decision in the

Leviftown case is expected
snmetime during the vear,

NORTH CAROLINA — The

Giovernor' = Commissien on
Prublic school Finanee 5s di-
rectingaicomprehens=ive study
of public school finance with
federal 5342 funds. The study
hia= three specific nbjeetives:
1ty ~tudy the linanciai dil-
ferences amonyg local sehool
distriets resulting frem un-
equal federal. state and local

expenditures: and 20 to rece-
ommend an adesquate aid cal-
culiition =yv=tem so that it j=
muore flexible,

SOUTH CAROLINA — The

~tute hias o number of Jepis-
lative initiatives, including a

_bill that would reduce the

teacher-pupil ratio and @ bill
to require all members of
boards of trustees of school
diztricts to be elected. South
Carolinag 1= using its 812
equalization monmes tar Lhe
funding of developmental
vlemuents necessary for (he
implementation of the Edu-
cation Finanee Act of 1977,

SOUTH DAKOTA - Majme de-

hate in this state 15 centerod
on repeitt ol the personal prop-
erty by

TENNESSEE — Nomajor legis-

latton onschool finance issues
i= expected this vear. though
there may hesame fine tuning

-of the =chool lingnee bill of

last veur, The =state depart-
ment of education has just

bepun an equalization study

with its 842 monies.

A cams < T,
TEXAS — The legislature does

LT

not meetthi=yvear. Aninterim
legishitive vcom mittee i= inves-
tigating thes tmpacts of the
stiate’s =chool finance etforts
uver the pust five yvears, in-
cluding the impact of new
dotlars on equalization, the
use of new dolliars. the cost-
ing-out of g basie eduecation
program and the costs of fed-
eral and state education man-
dates. A revised =chonl-aid
formuly mayv be proposed by
the committee. The state de-
partmentufpublicinstruction
will use 842 dollars to sup-
port palicy analysex for the
committee.

AH — The major legislation
will he in the cren of special
education. A study of =pecial
education ha= been completed
with the recommendations
that the legislature appro-
priate funds for the approved
direct costs estimated for all
special edugtion pupils and
that the legisiature appro-
printe $3.5 million for chil
dren with special neceds.

VERMONT —'[egislation is ex-

pected Lo be presented to the
stite copeernipg changes in
the stiate's school finanee for-
mula, The Educational Policy
Research Institute was con-
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tracted o ennduct the =32
cqualization =tudy, and it
tindmes will be included 1n oo
hell v b presented 1o the
leci-lature Included 1n thi-
brib will be o new percentige
equithizimg formuls with the
<iith r"u-;p—urv for the new

formula beang o combanation
o adjusted g,ru:es HCTe, non-
resident propertv owner-tap

and property viduaion,

A bovernor =’
Fovee ha= been ztudying <pe-
cinl vdueation P wi iy
andd =eseral b= e v piected

to beonteod eed,

WASHINGTON -2 There o= 00

legislative se=ston this vear
Legislators are looking at al-
ternative measures of wealth
and guasranteed vields in their
242 study,

WEST VIRG !‘\l A~ The legia

Fature had a0 <chool tinangee
study L'i-mjalu'tv[i for them by

the Tasctitgre fire

Ption
Finanee. Reform recommen-
dations made are the tollow-
g o West Virgingm <hould

irclude ali 1he Tgor cost= oof

education including tri =
poartation, =alaries and all
other 'nnnc:upit'xl items cur-
rvnt' cdiztributed through
wfunul grant= in the
sie foundation program: 2
the formula should recognize
students with exceptional and
high-costs edvicationul needs
ghting pupils aceord-

by we

WISCONSIN

ing to relative program cost
differentiats: 30 A further
study of cost-of-living varia-
tions should be conducted:; 4
pupil tran=portation should b
tlocated on the hasiz of
density cost eftictency for-
mula: «and 5 West Virginia
}muld put fortha higherfe

tax effort for education
wdulv burdening the
< of the state.

o]

without
taxpaye

= The Jepiziatwre
requested that a=tudy ho con-
ducted that would investigage
the exvess voxt Qarmula the
=Gite use= for special cdues-
ton ad. Completion - ox-
Deeted i Tt 14

WYOMING — The staie depivet -

ment of educntion i= conduet -
ingi school finance study with
Sechion 842 muonies, The objec-
tives of the study ineludie
the tollowing: 1 to develop
and promote a philosophy of
financial equalization: 2 e
define current aned emerging
nancial rlllHL Voissbes reiated
to the adequiey of programs
and =ervices: 3 to study liti-
zation :,md ]egiﬁlfumn that
i ot Wroming's cur-
x'vnt md future financial sup-
portofschonls: 4ito determine
what sources of revenue are
v be avinlable to Wyao.
;o todevelop a perspee
tivee on the ramifivations of
federal programs: and 6 to
construct a4 svstem to deters
mine zchool building ife
replacement forecasting.
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Appendix

Glossary of School Finance and Tax Terms

"~

i=tical terim

g number of Tas,
chand pobiey s

HEEI S TRT and =ta

Thi= ;,’lu:—- iHry
used in schaal fi s In order toma ke comparis

of tux and expenditure data among =chool di=trict= adjust ments must be made ma
number of measures. The purposc of the=e adiustments 12 1o vrente 120t of com-
parablenumbersand a=et ofcommuntt whiard procedu resare uzed to make
the=e adivstment= and the ol ity v s o the adjustment = are

[EEHESIAN

ATICE: Fitsee1y

Bhrevint e for atuslent a

i reodativ attersd-
AN i

ADA, ADM

<anabbresntion fur student
DA aned ADM are the oft

{=lile= = Lo represent the number of students

i 2UT e

pose ot ealealitimg state aid,

ina=chool diztrct forthe p

AUA = gl = desa than ALINL

The assessed vitluation af property i most stiates = usually
Jos= than the muarket vielue of the propert v Tn ather words,
vwners are able to soll preperty for o price higher than
the a=seszed valuation of that property. Al hough most
=tates have o legal standird ot which wli p rty should

Do ctmzes=ed, 2

=ed vidlusition= are usoa ks b
fevad Tesel and may sary wideldy tnsong ju
~tite The actual ment loeved or -
determmed by comparing sretual a=ses=qd viahntions 1o

nuirket values

Assiessed The a=se=sed vidduation = the totad value of property,
Valuation Jeet to thee property tas moa school di=triet. Usuall

eatabl-hed by o Tocal government ofticer and 15 only &
pescentage of the market value o the property.

Assossed Bevan=e tocal aases=ing rorisdietinns m oo state usually
Valuation, Lave different actual assessment mitios, the reported

Adjusted damessed Viluation= need tabe adpered norde= o campare
Prrern merny <enoal distppets The st we wo~ueh
ardjustiments 1= ta convert the asse==al vi Tt
thev ssuuld be if Al countios iaees=ed o LTl 0

nuirket value and then adju=t them to the andard,
Yor u\':un;xh!_ A1 8 pereent The mathenuine o i
nke the adjustment 1= to divide the assessed valuition
by thee pmsencinent matio anid malviply the resal by 0310
Thes peesttht 1= cadled the adpestod seeessed saluation, The

bodlowsne - an exmplhe

Con-ieder teo wchoal deoniet=0 A and B

chid

192
-

iz



Assessed
Valuation Per
Pupil, Adjusted

Correliation

Correlation
Covfficient

District A has an assessed valuation of
District B has an a== «d valuation of

Focusing just on asseszed valuations, District
appedr to be poorer in property w I
Huwever, a=sume that the actunl ¢
trict A 1 tle it s

.\ wuuld
Ith than District B
esament ratio in Dis
7 percent in District B

200 percent o

uming that the legal ratio i= 33 13 percent, the com-
sed valuation fur District A

putiation of the adjusted asses
1= a= fullows:

acdjusted assesaed

valineten

Tibeaisdiia

Buth senool districts have the same adiu=ted assessed
vitlwatton. That i~ bath senonl distets etfectively have
1 1wes 1 the ree

o7

~ame total tas bose, despite the diffore

1

' -
[R5 PR RS T I T 5

vl

RIals

2 be used to compire
hould be the
wilisted,

Adpi=ted gemes=ed valuations m

property wealth amonyg =chool districts and
bisis on which =tate equalization aid is cale

The adjusted assessed valuation per pupil is the adiusted
s d valuadion for o =chool district divided by the dis-
trist’= fotal ADA or ADM.

Categorical programs refer to state aid that is designated
s apeethe proprame. Esanples would be transportation
ady =pecrad ediation ad and aid for veeational educa-
Vo, raqualizition formula aud = not an example of eite-
gerwal ad. Formula fund= jorovide goneral id that can be

tisetd o any purpose,

ationship

d-tot=tical term H‘.»(!IL‘:IUH;YHL' T
bt et ables. When two variables are suid to be
po=ttively corn cd. as one variable increases the other
varithle al=o tends to nerense. When two variables e
vihle inereases,

Carrelntion =

1iwio vy

—nid tohe negatively correlnted, s one v
the other varible tends tod

LS

The correlution coetlicient 15 o nember mdicating the
ol relationship between twa variables, Because of

el ey
the wiv o correlation coetlicwent - ealeabited, it alwivs
withhove avalue between EOand - 100 When the corre-
Fton coetticient o= around < 05 1o« i the two viri-
ables have o pu=itive relation=hip or are sositively corre-
Euted o when one varable get= Lrger the other tend= to
wet Lirger When the correlation covfficient s around 2o,
the two varibles do not appeear to have any relationshop,
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When the correlation coefficient i araund 0510 1.0,
! datnon=hp or oare Oe
i rteneds

Voo ity

the variables b
tivelveorrelated —

HEREHIERUSHEE HE SRS

=maller.

Current Current uperat:
s Operating Jditures e the dadly speration of the school progrom =och

T, alle
Ctran=portation. operation o

Expenditures res tor admmisteiacion, ins

fined hiarpge

iTuzriet Power e gt b

Eaaalization

FIct prow il el

Hiv of wizch

el e
foreduieation. Inoa pure DPE
-poor ad
_mM foethye

Sl rate I shert, equad taxs rates produce

ail progran
ol district tora

schoal distroet= the =ame dollia

e Prags
vaual per-pupil expenditures= In the propertv-poor =chool
the <tats

muikes ups the ditforenee b

di=n Pty whoggt

criverich =chool di=tricts, exe and= may e oy nol be
“recaptored” by the =tate and distributed to the propsrty.
frmr thi=trivt=. Mu=t DI'E -

]

1ol inchsde revop-
tth and Wisem=:n

ie Liws do

tare proviaons= However, Montana, |

Bave both recapture mechabesms o ther new schond

ince laws DPE p; A e Fend Hantes i
muny states neludi v ra it eved Progriams

o :
1hitue eoqusil-

COTR guaranteed vield progrion= and pere
iziny progrioms. DPE programs focu= on the abilite 1o =up-
port cducatwon and thos, enhince the local fiseal role in

gl

cducation decisron imaking, DPE would satisty the "fiscal
ridity” standond without sichieving Tundornigy” oo

feet]

\’fs;)tflhi!l‘lf'r? oI sehoo! distrivts

Elasticits of Tax The elusticity of tax revenues pefers to the resposive e
Kevenmues vthe revenues frotm oty to chatiges in various ceonainig
Vbl e a b b e N D FIRTIP A
izaib ot g baed’ Sheail da, gizikg- + i H ET B S N LR

: S
mdy win:t to know whother tax revenues will nerea-e
more rapidly, as rapidly, or less rapdly than chamges s
persanal income, The revenues from an elaste Gy wilj
THCT = h}‘ more than one peceent for viich tiee e it

change in personal income. Tneoine taxes are usually
all elastic tax sourees have

elastic tax sources, In gen
progres=ive patterns of incidence and inelastic Gix =oirees
have regressive potterns of incidence, Expenditare elas.
Doty oy b defined simeiiry

Egualization Equalization termula aid e el aesi=tance given by o
Formula Aid higher-level government the =tiate b g lowerleve
poverniment ~chool districts to equalize the faeal

sttuation of the lowerdevel government, Becaise school
t= vary an therr abilities to rodse property tas dol-

distric

lization farmula and = alloeated to msike the

|.lr.‘~_ l‘(ill
.'|hl]|l}‘ to s =ueh boeal tunds e nearly H[H;\I. In g
cral, equaloztom tarmula oid e renzes as the per-pupil
property wealth ol o school distriet decreases,

£ 4
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Expenditure

o

‘Aiformity

cad Neutralin

Fuli-sture

A=~imiption

Gunranteed Tas
Hiser Program
(GTHD

Gunranteed Yield
Progiram

Median Family
Ineome

e b oeae ks =bicebend, begt Ther s 0Th g o

it esneh scheed diateret et Lo fe

= e it e Betueer

oD raremes b i PRIRINNN thaw v The o whinn

=tirte aad T the past soundae

cvpendituse o ude up

oot referred too- o togeadition

provecs auid the mundaton ovel of expenditnre wos

idaticn programs

oy rnpho

Sernady oo o enpemdifure peer pugped ot o abenes the

ai = sinde averaee Foacadation prog

H

vel andd thor-

expenditere |

S ITH I

overtiine it s Dacal rale i ediention

Fal” care be=umption - FSA - g

iowhie borhe atate pavs for o4

vi=t= ]

cyuiat perpnl expiensd =ebonl distrcr= \
worhil ot l the Tundermite” standard of egnite Onivan
A= the=iite govermment Db as-timmecd o=t ot the

ii.|\\_1‘1 i
b eddueation

e g prabieation

= [Y: ¢ Flesin oo peabiog
foon bernde ncome ety - that repeated o the 1970
U et vt ineame or TOG 15 he isieoie 0ot gl

Lol oo el dicton b were tank ordered, the fed e
treae sl Be the mneome of the fnndy mrdw oy betw een

thie fove et o the highe-tneome tannloe -

- i
=7 4



Percentage
Equalizing
Progrums=

Progressive Tay

Property Tax
Circuit Breaker
Frogram

Property Tux
Incidence or
Burden—-
*Traditional and
New Views
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1t that refer= 1o the
i1 citi==. Munreipal overburden in-

al positien of i
cludes the Inrge burden ot nopeducation service= that cen-
s must provide and that mest other jurisdictions

thave to privide or at lenst doonet heve to arovide in

sosnme quantity. Thess noncducation =ervices niay in-

clude uhove-averave wiblire, health and hospitali

e hoy
h noneducation

ng, police, re and sanitation servces,
il burdens mepn that ed
ol areuas=

ity sehon] districts to
S Ae ciu=ed L_'; the s
the concentration of the
children '

=chonis

cH

v

Canbahe an supparbiu ool services.

=ere Dstrict Poswer Fgualization,

RN EH

ANprodier =ive Ui
more than income
i

< proportionate}y
Xpityer in-

- the mmeoame b

e

P

i HE .
will pay o larger percent of their
than low-ineome taxpayers,

e

cuit breaker progran s tax refiel pro-
pram, u=ually finarced by the state, that focuses praperty
tiix reliet on purticular households presumed to be over-
burdined hy prencrty vaxes, That is, it i= intended o re-
duce presumed regressivity of the property tax, A tvpicsl
ciremt breaker attempt= to limit the property tax burden
toa percent of honseheld income and applies oniy to resi-
dentid properiy tuacs The percent usually = Income
rises in an attempt to make the averall burden progres-
=ives Muoststates enacted erreunt breaker programs imtally
sennr citizens, but o fuw states have extended cir-

Aoproperty i

) e patied o
dentiai g tvoared wenerally takes the form of a eredit
] A A

an tate ineome taxes

e

Fi

denee divided

The traditional view of nrperie 1o
Lo tax ity two compotients: that wineh feli on land and
that which fell on improvement= e, structures, Property
tuxes on land were assumed to fall on landoewners, The
paart un improvements wis dssumed ta fall on honeowners
i the ca=eotfowned homes, to be sbifted forward to tenants
in the o se of repted residencees gnd to be <hifted forward
L wnne gners an e case of faxe- on busiess property,
sl =tuchiv= based oo the tradhitimal view

Nearly all empirs
lonmed the inerdenee pattern toy reault in o regressive
hurden distribution, murkedly regressive in the ineome




rieportional Tax

Pupil-Weighted
Sasteims 6
Weighted-Pupild
PProgriims

Regrossine Tax

Revepue Gap
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vleds, =10 0HiY i

L4 e ] E‘}'s‘{)‘y‘['i'.

11 Ly oy

consrdors the tax to bee ba=ieally,
1 the country. Such ot
o], thus, the burden dis
Ilnm ah [}1! [ATRRCAR TR ;Ii 1P
vntlinds Livrnss the
th

g ounifur
i= horne by own-
ribution patlern
i

for mod s

tal evenwii!

L=t plitlern

¢oew view b

e tax would exhabar

wplfie=

el ol the rang

W e

A m«rgmi'hun,x} tas 1= 00 tax thav consn
veat b ncone heveels

el saninly

H hited
= are oiven clnlu‘ i
sosirnived costs of therr edue

e (i on1 thesbost=of the toiad nuarher ot
[ EERTERST FETERE LTS PR I S

HION prodan: ard s allo-

tho o nftheodbaeatinn o

uunﬂ«ivr'ml this =tandard progrinm and werghited 100 Far

ptes, ek o= Florida, shist choose toomve=t mare dolhiar-

Sl

Sibie '»«\:'hv-iu MelUo, i geii= i ;‘,f‘;uit"« Fasor dfnr;
ban s tyvpistlle proand 1.3 I other
e sthour e
| herng elimi-

Tysidie!

=iudent
v werghting

the ngh f‘lg' =i

vicatronal educiition \Vwighlé.'d»—px,mil programs, therefore,
rize that it co=t= mare to pf‘n‘;i(!e- an educalion pro-
v for some studect= than tor others and ineludes the
CXUF co=LE VD hgher weigh g, Stade wid o2 then ealeu-
Fateed siped ddistribanted on the bas=iz of the total namber of
i diatrict, etermining

A stiedent= 0 oeacl, achood

werinle
1 appropriate weicht i o diffivalt piatter.
o o that e e proportions tely

thant income o= the mmeome ey el of the taxpayer in-

NTETANY Ld\ B -inouine IERNIRAE NI ‘wii;
toward this tax than

Prdier o

A revenue vap exi-ts when projected vxpenditures excend
projocted tix revenues, Although revenue gaps usually are
not allowed to exist in fact for current fiscn ot -
portance are the projected vilues, W revenue gaps= are pro-
Jected, iy rate inereises or v\pvm]illn‘(-— cuts, hoth politi-
valfvdiftrenty, 'HII he required. Kest livoceur
when the clasticity of expenditures exces I]’* thv l} asticity
of reventes, This often happens at the state and Tocal Tevel
b apse stote and Deal taxes are, 1nomost instances, less
clitic than expenditures. T states want to eliminate the
veetrrence of rovenae gaps and the constant need to in
cresse i rates or deeresi-e projected expenditure levels,
attenton mu=t hegven te ways to inereise the clastivity
T TETR RN u=uanlly by inereaz=ing relinnee onon-
cotes s S Tas Hevenness,




wose ta i

Fate iz the term stats
rﬂtriv l;’{ rule, Th; tax rutef ut

Schonl District
Tax Rate

‘Ialé() oer hundrwd
3 : lt'fm means trmL it Lufmw: pays
3 Odufhl: oy her tULil sy i

State Aid for is the sum of the

rreft eperating expsn:

Current ationtormule sidund eategorical aid ocational
Operating tion, special education, bi
Expenses portation and other catag

gorical F’m_gr.;

Tax Bapdrnior
sometimes Tax

s meome that is Urmsumed by a tax or by a tax

Incidence) et Usaaily, one wants to know whether a cax or tax
LIS QN B progressive, propus
or In the United Stites, a tax

ive ayverall seems to be the most
ntabis to a4 may of people. Tax burden ¢
tizkess tnty wecopnt the extent of tax shifting.

Tax Incidernice Sue Tax Shifting and Tax Burden.

Tax Shifting or Tax shifting refers to the phenomenon wherein the p

at must fegally pay a tax, for example, a store
< not in fact bear the buzdi:ﬁ of the tax but shifts tHL
to another party, for example, the consumer of item
is sold ik the s’;mrg Taxes can be shifted i;‘i,"( i
wardorbackward, Forex i
shift thieirproperty ta
higher rents, and a blxs.mr,ss nig 'Ht he dblL‘ to s?
! ar corpiarate income taxes backward to emy
the ferm of lower salaries. The ability to shift taxes de-
piendds  noa variety of economic factor- . d there s great
dehate among economists over th exter to which seme
taxes are shifted. 1£ i= usually aprELd however, that indi-
sdual incorme h d and rest on the indi-
vidual ¢ : srally isagreed thatsales tas
are =lni fo tlw eonnsumer, There is argument over the
extent to which corporate income taxe to con-
siimérs in the form of lnght ices or to employees in the
fo=m of lowesr Wi g alling on the stockholders in

Tax Incidence

exar anes how viarious tin

O
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