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Abstract

After a decade of dormancy, there is suddenly great interest among educators and
policy-makers in public school finance, spawned by successful court decisions in several
states overturning existing state public school finance formulas, and implementing extremely
unpopular legisiative solutions; a popular book afleging more severe education segregation
than in 1954; congresslonal proposals for school finance studies; national education goals
adopted by the President and state govemors; and the financial exigencies of a prolonged
recesslon. Thtspaperexplgfesﬂwdtspwnybaweenmetypesdschodﬁnanmqwsmns
thathavebeenmcenﬂymlsedbyﬂmedevdopmm,andmabﬂuydanymﬂm data
cdbdbnbasﬁuponeﬂsﬂngsweadmmmmaddmssﬂmsequesﬂms. The
papermmlnesapmposalformwmﬁecﬁmmmmmecd!ecﬂmdmm—
ofdimwﬂsca!damomnparedwﬂhmmcouecﬂmam”sessesmehnmmmmme
abliiity to answer policy-analytic questions.

I. The origins of a renewed Interest In school finance

In the 1980s, school finance research and data seemed to have matured into an arcane and obscure
academic discipline, with public Interest dormant. Public attention in school finance rose briefly in 1978 with
the tax limitation movement, Proposition 13 in California, which limited local property taxes, including those
for public school districts. Public attention sporadically focused upon school finance litigation alleging
unequitable school district per-pupll expendiiures within a state, but with little real concemn: New York,
Maryland, and Ohio all had thelr state school funding systems ruled constitutional, while only states of iow
per capita income, such as Arkansas and West Virginia, had state courts overtum the state funding systems
for public education (CCSSO, 1990: 8). Adding to public apathy, some court cases took almost a decade
to proceed through the courts to the state supreme court. In addition to the lack of interest of the public,
two primary sponsors of school finance studies, the Ford Foundation and the National institute of Education,
declined to continue funding fiscal research after 1981 (Barro, 1987, p. 2).

In stark contrast to this picture of little interest in school finance, by 1992 iive events have coalesced
to renew public and private interest in school finance: successful cour challenges in 1989 and 1990 in
several states 1o existing state public school finance formulas, using a strategy of new types of evidentiary
data; a popular book alleging more severe racial segregation with concomitant financial deprivation in public
education than existed in the nation In 1954; congressional proposals for public school financlal studies;
the announcement by the President and state governors of national public education goals ; and the
financial exigencles of a prolonged recession that began in 1990. Each of these events contributed to a
renewed Interest in school finance, and are explored below.

A. State court decisions overturning state public school funding formulas.

Presently, 23 states find their public school financing formulas under legal attack (Hickrod, 1991).
Ordinarily, such challenges wers, in the past, not considered formidable by state policy analysts, as they
often took at least a decade before being heard by the state supreme court, and, about half the time,
resulted in the affirmation of the existing system. However, the finding of the New Jersey Supreme Court
in 1990 that that state's school finance formula violated the state constitution heralded a new era of school
finance cases, in which formulas specifically created to remedy a prior court declision of Inequity might be
overturned within a few years, if the new formula proved modestly unsuccessful. The New Jersey decision
was preceded by courts in Texas (1889) and Kentucky (1990) declaring their systems Invalid. These new
precedent-setting cases made defeat of formulas thought to be challenge-proof much more probable by the
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highest state court declaring the formula's operation in violation of the state constitution, and requiring a far
more school finance data than ever before requested. The curent status of challenges to state schoo!
finance formulas appears in Figure 1.

Figure 1
Results of School Finance Litigation

SOURCE: Hiokrad, GA., Center For The Saudy
Of Educstional Finance, May. 1991

New Jersey ls a very wealthy state, with the second highest per capita personal income In 1989, and
a 1986 gross state product per school-age child that ranks sixth highest (CCSSO, 1990). New Jersey's state
average per pupll current expenditure of $7,891 is only below that of Alaska, D.C., and New York (NCES,
1992). In the Abbott v._Burke state supreme court decislon, plaintiffs' allegations were that certain urban
school districts (Camden, East Orange, Irvington, and Jersey City) did not provide equal educational
opportunity for students in their school districts as a resuit of insdequate state funding. In 1975, the New
Jersey Supreme Court had overtumed the state's funding system (Robinson v. Cahlll), only to have the
plaintiffs return to court in 1981, again alleging insufficlency.

The breadth of the evidentlary data presented to the court In 1989 and 1990 is impressive,
particularly in comparison to challenges brought only a few years before. The plaintiffs’ interrogatories in
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}_mmforexample.smgmwonmtbnabmnsdnddhmctsﬂmmwwbeymdmmdnbnalbasis
deounmmﬁmﬂymh@dtod&mﬂﬁeahednddhﬂctmﬂmﬂkweperpwﬂandproperty
wealth per pupll. Evidence presented in the court case included school district: education and municipal
tax rates; fiscal capacity, Le..ﬂnabﬁnytomisenmmyforedmionﬂnsodaslmd;theageand
condition of the facilities and schoo! site; the costs of providing educational services, including teachers'
salaries and benefits; addkwmtemfwmmwuhspeddeducathmlneeds;mmof
educational programs offered by school districts; socloeconomic status (SES); and student demographics
and outcomes.

To provide much of this evidentiary data, the New Jersey state department of education had to
supplement its routine administrative data base with specla! studies undertaken by consuitants hired from
outside the state.' The litigants emphasized disparate school district tax rates, expenditures, school
programs and faciiities, and student outcomes, accompanied by differences In school district SES. The state
defendants challenged the plaintiff claims of & nexus between school district spending anc. student
outcomes, but were unsuccessful. The court ruled that the state had to provide the financing for the lowest
SES school districts to spend, on average, what the highest SES schodl districts spend.

in enacting the Quality Education Act (QEA) of 1990, New Jersey had to budget an additional one
billion dollars to provide for the court decision. The enactment of state taxes sufficient to fund the QEA
created one of the more memorable tax revoits in New Jersey history (WSJ, 1990). As a result of a radio
call-in show, citizens opposing the new taxes formed a antiHax group called "Hands across New Jersey" and
obtained more than 400,0G0 signatures demanding repeal of the new taxes. A Democratic majority in both
houses of the state legislature was replaced by a Republican majority. No longer was the public in a state
unaware and indifferent to school financs.

Unilike the school finance cases of the 1880s, which passed almost without public notice, the Texas,
Kentucky and Texas court decisions overtuming the state public school financing system became very
visible to the public of each state through increased taxes. The legisiatively derived solutions for each of
these court decisions have been almost uniformly unpopular with the public of each state.

B. A popular book alleges racial discrimination In financing public schools.

The success and speedy nature of these court challenges to state school financing systems has
spurred the interest of educational reform authors. A nonfiction book was written in 1991 by a nationally
renowned author and commentator on American education, Jonathan Kozol, and is attracting a wide,
sympathetic audience. Savage Inequalities quotes students, staff and parents from school districts that
Kozol asserts maintain the worst school bulidings and conduct the worst educational programs in the nation
(Kozol, 1991). Most of the districts have high concentrations of minority students and low expenditures per
pupl (East St. Louls, New York City, San Antonlo, Chicago, Camden). Since interviews In similarly situated
school districts which maintain adequate or laudatory facllities and educational programs are not presented,
the reader cannot fail to assume that the description applies throughout the nation. Indeed, Kozol contends
the public schools In America are not only segregated and unequal, but °... In many cases, are more
segregated and less equal than in 1954" (emphasis his). No one can read the book and fall to be
emotionally moved to remedy the conditions described.

School {in East St. Louls] is resumed the following morning at the high
school, but a few days later the [sewage] overflow recurs. This time the
entire system Is affected, since the meals distributed to every student in the
city are prepared in the two schools that have been flooded. School is

1
The author was Supervisor of Schoo! Finance Ressarch in the New Jersey Department of Education from 1886-1887,
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called off for all 16,500 students in the district (p.23). ... In the same week,
the schools announce the layoff of 280 teachers, 166 cooks and cafeteria
workers, 25 teacher aldes, 16 custodians and 18 painters, electriclans,
engineers and plumbers... teachers are running out of chalk and paper,
and their paychecks are arriving two weeks late (p.24).

C. Congressional proposais for school finance studies.

Wa&mmmmmmﬂmmm@wmmmmNMe
court decisions. mmmmmmmmmmwmmmammm
raised in the Texas, Kentucky, and New Jersey court decisions. Accompanying the “Fair Chance Act” was
a Congressional Research Study (Riddle, 1990) that assessed school district expenditure equity within each
state, kdentifying those states that are inequitable on two measures (see Table 1). The “Falr Chance Act”
proposed denying federal education funds to states determined to have inequitable financing of expenditures
until the states remedied the expenditure inequity found. In addition, the hearings for the legislation provided
a media forum in which to alert the nation to tise problem.

Table 1
m

Statss with Inequitable School District Expenditures
(on two equity measures, by organizational type)

{linols
Montana

Missouri
New York

(on one equity measure, by organizational type)

Alaska

Michigan

Ohio

Pennsyivania

Yexas

Wyoming
Source: Wayne Riddle, "Elementary and Secondary Education Expenditure
Dispartties Within the States®, Congressional Research Service, The Library of
Congress, May 8, 1990, p. 13.

m
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Recently, Mr. Kiidee, D-Mich., proposed an amendment to H.R. 3320, the Neighborhood Schools
improvement Act (See Table 2). In addition to the provisions In H.R. 3320, the amendment provides for a
detalied description of each state's school finance program; for NCES to review these data to determine
wh«mmmmmmemMmsmwmammmymm
data; and to submit these data to the National Academy of Sciences for policy analysls, particularly
regarding the disparities in educational expenditures, and the reasons for such disparities among LEAS both
within and among states.’

TheRHdieequhystwyandMFaertanceAetmprmwnadnw.oﬂenunsuwessm!schod
ﬁnanceevidenﬂarydatapmserﬁedhcmMmsaspmnoAmmMmemecmsﬁnmnyofasme
school funding system. However, the data requested in the amendment to H.R. 3320 represents the
expansion of evidentiary data first introduced with success in the New Jersey school finance challenge.

Table 2
S S

The amendment mandates that each state which receives funds under HR. 3320:

“shafi submit to the Secretary a blenniaireport on revenues
available to0, and expenditures by, each focal educational
agency in the state during the second preceding year. This
report shali be deveioped in accordance with data
definitions developed and published by the National Center
for Education Statistics, and shafl include at least the
following information for each focal educational agency
within the State -

(A) sources of revenues, identified by level of Government
and type in the case of taxes;

(B) tax assessment rates, policies, and practices;

(C) types of educational services offered;

(D) pupil enroiment, average dally attendance, and average
dally membership;

(E) demographic information on student population;

(F) type and responsibiities of each LEA, Including a
description of grade levels served;

(G) age and condition of facifities, inciuding the percent of
budget expended for mainienance and operation;

(N) ability of the LEA to raise additionsl revenues, and
(1) costs of providing elementary and secondary education
services.”

m

D. The adoption of America’s Education Goals.

On September 27 and 28, 1989, at the University of Virginia in Charlottesville, the President held an
education summit with the nation's governors, and agreed to:

2 0n2/26/82, Mr. Kiidee and Mr. Ford (aiso of Michigan) introduced a replacement bill, H.R. 4323, with some modifications
to the financial variables to be collected in a nationwide study.
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establish a process for setting national education goals; seek greater
flexibiiity and enhanced accountabliity in the use of federal resources to
meet the goals, through both regulatory and legisiative changes;
undertake a major state-by state effort to restructure our education system,
and repoﬂann@lyonprogremhadﬁevhgmgodsmmeﬁcazooo-
73). .

On April 18, 1991, the President outlined a national education strategy which announced six
ambitious education goals (See Table 3).

Table 3

(50—
America’'s Education Goals

1. Byunyeerm.ddidthManﬁmmol
ready to leam.

2. By the yewr 2000, the high school graduation rate will
increase to & least 80 percent.

3. By tha yaar 2000, American students will leave grades
four, eight, ard twelve having demonstrated compstency in
chafienging subject matter including English, mathematics,
science, history, and geography; and every school in
America will ensure that aff students leam to use their minds

wall, so they may be prepared for responsible employment
in our modemn aconomy.

4. By the yaar 2000, U.S. Students will be first in the world
in sclence and mathematics achievement.

8. By the year 2000, every adull American will be literate
and wiil possess the knowledge and skifls necessary to
compete in & global economy and exercise the rights and
responsibiliies of citizenship.

6. By the ysar 2000, every school in America will be free of
drugs and violence and wiil offer a discipined environment
conducive fo learming.

m

The adoption by the President and govemnors of America's Education Goals to be achieved by the
year 2000 has created media and public interest in progress toward these goals. Since the announcement
of America's Education Goals, a commission has been formed 10 devise a means to measure progress
toward each goal.

To date there has been no public discussion of what the current level of spending for teaching, for
example, geography, or maintaining a drug-free and violence-free school environment. If, however,
satisfactory progress toward a goal is not achieved, there may arise public Interest in the levels of spending
for each goal, and the level of increases over time.
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E. The effects of a prolonged recession on school finance

AocordlngtotheNatlonale'eaudEmnicﬂesearch,mwondkppedknorecessionmey,
19m,mmmmmmmmmmmmmmnmmmmman
12 and 18 months (NBER, 1991). As of February, 1992, the number of unemployed remained at 7.1%, and
the number of jobs declined by 91,000 in January, suggesting that a tumaround was not yet apparent (BLS,
1992). TheprdmgedmcessbnhmhadanadvmdfeaupmmabﬂkydmmSmmNvamuefrom
thelr state sales and income taxes, and upon local government revenues collected from ad valorem property
taxes. These losses of revenue have led to reductions in the amounts of state money used to compensate
prommsmdmmmmmmﬂwmm"mymmmmMm& In addition,
" the lower valus of commercial and residential property has led to the collection of lower revenues at the
local level. Thus school districts faced simultaneous reductions in revenue from their own loca! tax base,
and reductions In state revenue. These revenue reductions have led school districts to adopt various
strategies for reducing school district expenditures. Some school districts have expanded the use of student
user fees for axtracurricudar activities, while others have reduced teaching and support staff.

The dramatic economic downturn in 1990, with its concomitant losses of revenue for school districts
and calls for Increased local and state taxes, helped focus renewed public attention on school finance. In
many school districts, reduced local and state revenues are causing reductions in staff and services,
exacerbating inequalities between poor and wealthy school districts. School district responses 1o financia!
adverslty are especlally important because they demonstrate the choices made by school boards and
administrators regarding essential educational services that must be maintained, rather than discretionary
educational activities.

il What Dont We Know About School Finance?

The dramatic developments in American soclety described above certainly make obsolete the kinds
of school finance knowledge acquired by academics and policy analysts prior to the nineties.

[Prior to the 1990's] school finance researchers inthe U.S. have spent very
large fractions of their time and energy studying distributions of funds
among local school districts within Statss, with heavy emphasis on the
equity of those distributions. in comparison, other important aspscts of
resource and fund distribution have recsived iittle attention (Barro, 1988,
p. 3).

The New Jersey school finance court case tumed on presenting a stark picture of inequity to the
coun, alleging that the student outcome, programmatic, and fachiities’ deficlencles described were the
product of Insufficlent state funding and locally overburdened fiscal capacity. Kozol's book Is the logical
extension of the successes of the Texas, Kentucky, and New Jersey court cases, maintalning that such
inequity should be broadly viewed as part of a national pattern of educational deficlencles for a racial
minority. Congressional calls for nationwide studies containing the information In the court cases are
justifiable, considering the nature and severity of the allegations. A rational next step is to understand if a
national recession has worsened the conditions described, and i America's Education Goals are
unobtainable In some school districts as a result of insufficient funding.

Unfortunately, the court cases described above, based on school district data from state
administrative systems supplemented by special studles, have created the impression that the types of
information requested in H.R, 3320 are readly avallable in a natlona! data base for assassing fiscal
adequacy. The comparison of those elements that are routinely avaflable versus those that are not appear
in Table 4. Despite an extensive expansion in 1989 and 1990 of fiscal data collection at both the state and
school district leve! by the National Center for Education Statistics (NCES), no such national duta base
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exlsts, nor can one be derived from extant state administrative data basss and collection procedures.

Table 4
{5100

Avaliability of Financial Data Requested by HR. 3320
(by achool district)
Avallable:

{A) sources of revenues, identified by level of Govamnmment
and type in the case of taxes;
(D) pupil envoliment,
{E) mmMnonmmPopuIﬁm @in
16893);
(F) type and responsibiiies of each LEA, including &
desaription of grade levels served,

Unavallable:
(B) tax assessment rates, policies, and practioes;
(C) types of educational services cffered;

(D) average dally attendance, and aversge daily
membership;

(Q) ageandmndﬁondmm.mmmmof
budget expended for maintenance and operation;

(H) abitity of the LEA to raise additional revenues; and

(1) costs of providing elementary and secondary education

Sev.Ces.

m

Perhaps most important of the fiscal data requested by the Neighborhood Schools Improvement
Act (H.R. 3320) but not avafiable in a national data bass is the abllity of the LEA to raise additional revenues.
This refers to school district fiscal capacity. In most states, school district fiscal capacity Is reflected in the
state's school aid act by per pup? property wealth. The property wealth per child often Is a blend of
residential, commerclal and Industrial wealth, with farms and utlities being particularly difficult assessments
within commercial properties. States differ in regard to using assessed waealth (often 256% to 50% of full
valus) versus using equalized wealth. One study suggested only 29 states use equalized value (Schwartz
& Moskowitz, 1988). in addition, the value of the school district is depsndent upon how recently the
property was assessed, and the number of exemptions (See Garms, Guthrie, Plerce, 1978). These problems
extend not only to per pupll property wealth, but also to tax assessment rates, policies, and practices, which
were data also specified in H.R. 3320, but not avalable in a national data base.

The noncomparabllity of the per pupll property wealth of school districts, both within states and
between states has caused school finance researchers to turn to other, more comparable surrogate
measures, such as school district per capita income. Recently, some economists have created a wealth
measure simiar to the representational tax system (RTS) that the Advisory Commission on intergovernmental
Relations (ACIR) uses to assess state wealth (Green, 1990). Considerable theoretical work in this area is
still required, however.

Beyond the fiscal data requirements for school finance equity court challanges, what is the extent
of our lack of knowledge In school finance? A summary appears in table 5. The natlon's school finance

data base Is so rudimentary that the U.S. is the only country in the world that cannot report public education
expenditures by level, that is, for elsmentary education separately from secondary education. In addition,
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most policy analysts wish to know what Is spent for educational programs, such as special education.

Fewstm"dmmmwepmgmmcanmpoﬂm\dmmbyabhdmaner.mam,fortheregmar
wmmmmmwwm(dmmmwmmmm).wmmmw
education (of chiidren with below-grade achievement), for subjects identified in America's Education Goals
(English, history, geography, sclence, mathematics). For example, imagine the school system's
expenditures for teaching special education. The minimum fiscal data required to report expenditures for
mwwmmmmmmmwumﬁmmmsmmmmmme
special education supplies and equipment purchased. Aside from those teachers exclusively devoted to
teaching onlyspeclaleducatim.thedepammlrpemmoﬂen teaches several ciasses, and the portion
ofhissalawardbemﬂtsdevc&edmspechledumﬁmmmnmmpmmted.therestbelngattributed

Table 5
ﬂ”

What Don't We Know About School Finance?

. The U.S. is one of the fuw countries in the world that cannot repost expencfitures by level
{elementary, secondary).

hd MMmMMmﬂmﬂmbrmm.m&ngmm

require restricted use. Possible categories of reporting might be regular educational program;
special education; compensatory; preschool, science; math; vocational.

L ExpendmfasmteducaﬂonMcanmtbemmﬁnmoﬂanma

* No standard financial measures exist to use in studies of student achievement, efficiency, of

productivity. Each study uses unique and non-comparable Enancial surmogate measures,
and some OERI studies, (NELS, HS8) do not have any school or school district financial
meastsres.

. No measure exists for assessing school district fiscal capacity (wealth).
L Differentiation cannot be made batween day care and instructional preschoo! expenditures.

U anghmﬂmbyeemmm‘mmsbymmdscManmmpomd,m
mix of employee benefits offered by employers cannot. No one knows which siates or
mmttsp;owdemwmnm.maoddmmywm,mmmm
contributions, or tultion reimbursement, or unempioyment compensation, or workmen$
compensation, of unused sick leave payments.

. mmmM,MMnWWMMMMNmmm
secondary education are unknown.

e The condition of empioyee retirement systams.

to school administration. More complex fiscal program reporting systems determine the number of children
in the special education program, and thelr cost in operation and maintenance and school transportation.
Surprisingly, some school systems maintain such detalled programmatic expenditure information for their
own purposes, such as reporting to the school board, or to the public.

The education program often cited to achleve the first of America’s Education Goals, all children will

11



start school ready to learn, is Head Start The Head Start program provides preschool education for
students, particularty those in poverty. Like subject matter expenditures, most state administrative record
mmmmmdmmnmmmmmmmmmmmmm
preschool education programs, including Head Start. One probiem Is that expenditures for day care, which
memmmmwmmm.ﬂmmmasm
problem, however. Most often (about two-thirds of the time) the Head Start educational program is not
mmmwmmammmwammmmmmmmmms.
from the Department of Heaith and Human Services. The President has proposed a dramatic expansion
in the Head Start program in fiscal year 1982. Little of these moneys, howsver, will appear as preschool
education expenditures under the current fiscal data reporting systems.

Not only are expenditures for programs unknown. Educational reforms implemented by some
states, such as minimum teacher salaries and teacher merit pay plans cannot be differentiated from other
expenditures, either at the state level or at the school district ievel.

SWy,M!@WWWMWWsWWdManm
reported, the mix of employee benefits offered by employers cannot. The Employment Cost Index (CCi)
frommeBumudmmm&mﬂyauetomponamunedmexmwaﬂesammbenems
at the national level for local government education workers, but not at the state level. No one knows which
mtesmsdwddmﬂmspmﬁegmupmmm.msowmkymﬁmnbnsmmﬂmmem
contributions, or tuition reimbursement, or unused sick leave payments for local school district employees,
and whether or not such benefits extend to all school district employees.

This list, Is not exhaustive, but serves to demonstrate that much of the raw fiscal data for
sophisticated statistical analyses about school districts simply does not exist at a national leve!, nor, unless
supplemented by additional special studies, in most state administrative financlal record systems.

iil. What Do We Now Know that We Didn! Before in School Finance?

The foregoing discusslon has only briefly mentioned the extensive redesign of the elementary and
secondary finance data collection by the dational Center for Education Statistics, and the funding of an
*Education Finance and Productivity Cenier” by the Office of Research. None of tne above should be
construed as lessening the reform efforts of the Department of Education’s principal components,
nevertheless, the data problems enumerated above have become more apparent and more troublesome as
the quality and comparability of the current data coilection improves. In order to understand how rapidly
progress can be achieved In obtaining new financlal data, i is usefu! to briefly mention NCES
accomplishments since 1887.

The new NCES redesign of the State-level school finance data collection yields more detaf regarding
state expenditures for elementary and secondary education. Specifically, NCES can now report State-ievel
expenditures for instruction, student support services, administration, operation and maintenance, and
student transportation, with detall on salaries, benefits, purchased services, suppiies and egquipment.
Additional detall permits a knowledge of the expenditures for school renovation and constructicn.

NCES has jointly conducted a school district financlal susvey (F-33) with the U.S. Bureau of the
Census (Govemments Division) for all regular school districts In the country for the school year 1989-1990.
[NCES had not conducted a school district financlal collection since the early 1980's]. These financial data
shouid be released by Census in early 1992. These data permit the assessment of revenue and expenditure
equity for types of school districts within states, as well as inter-state revenue and expenditure equity.

In 1992, NCES, together with the U.S. Bureau of the Census (Governments Division) will conduct
another school district universe collection. This 1992 collection will proceed with a greatly expanded
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financial survey form, cdlecthwgmeschodd&strictfhmwcialdehﬂﬂnnmbefore. Nevertheless, the
surveyfofmwmnoteomammmmatcanmpmdtomhmnmnmquestedhnues.

Inisea,maNCESSc!mdmsmctMapplnngjectwﬂbecompleted.wmchwalpefmit1990
decenmalWmmrommzomxmmdmmmmmwmdmm
in the nation. Thesedaﬂwﬂlpemhldeﬁﬁcaﬂmdnwnbersddﬁdmhwmﬁand'mmk'chsdren
in each school district.

NCES state financial data have always been obtained from audited state administrative records,
causing approximately a years delay. NCES has instituted an *aarly estimates® system that reports current
year state education revenues and expenditures, and estimates the next two years.

All but nine states are currently reporting financia! statistics in a uniform manner, elther having
adopted the NCES accounting handbook, or using an NCES procedure termed a “crosswalk”. NCES
published in 1990 a new chart of accounts, to assist standardizing state reporting. Financlal Accounting for

o tate School Systems, 1990 has been widely distributed to state data respondernts, and to school
districts throughout the nation. NCES has developed a “technical assistance plan® for the original nine
suncrosswalkable® states, who were not using the NCES 1890 accounting handbook, or crosswalk
mechanism. The origina! nine "uncrosswalkable" states were: Alaska; Arizona; Connecticut; Delaware; D.C.;
New Jersay; New Mexico; Tennesses; Vermont. By 1992, only Delaware and New Mexico have not adopted
the NCES accounting standard, or are "crosswalked".

IV. Why Are We Uninformed About School Finance?

The foregoing makes clear that a prodigious attempt has been made by NCES to expand the school
finance data collection and to assure the accuracy and comparability of the data collected from state
administrative record systems. The myriad questions that remain unanswered in the face of the largest and
most comprehensive school finance data collection undertaken at the national level is troubling. Two
aspects of the current data collection effort explain the inability to address the things we don know about
school finance. First and foremost, the current system of accounting is a major impediment to
understanding school spending. Until a new system of collecting and reporting education
expenditures is devised, policy analysts wiil not have access to the type of relevant information they
desire.

Table 6
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spending, a brief description Is necessary. The NCES financial accounting handbook, Financial Accounting
or Local and State School Systems, 1990, which is the fifth to gvoive from the 1957 version, breaks
expenditures into subfunctions and objects. Subfunctions are (see Table 6) categories such s instruction,

district in their state.

in orde: to report expenditures for elementary education, one would have to be able to identify those
school districts which teach only elementary students (prekirdergarten to grade 5, of 6), and decide how
1o treat those school districts which were unified (k-12), or serve intermediate grade students (grades 6-8).
Tomponexpmdnumsforhlstmykmmmmde&Mngebmamm supplies of full-time history
teachers In each school district wouid have to be totaled. History teachers that also teach anocther subject
would have to have their salaries and other costs prorated according to the time they devoted to history.
The history department chalrperson would also have to be treated in this way. Those that utilize this
approach, often called program cost accounting, would typicaily also aggregate operations and
maintenance and student transportation costs, and divide them by the number of children being taught
history. Program cost accounting was popular two decades ago, but was slowly abandoned because of
the enormity of the data base required {0 determine program COStSs.

A second obstacle to answering questions of interest in school finance is that current daia
collection methodologles rely upon the data already housed in state or iocal administrative record
systems. Curent federal data collections, based upon state administrative records, often experience a
delay in order to aliow for independent audits of school district financial records, typically up toa year after
the school year. Even assuming that no delay occurred, the financial detall collected by states simply is
aggregated at a level that removes financial detall that Is of policy interest. Most school districts report their
financial condition either on state-prescribed reporting forms, or use & reporting standard from the
Government Finance Officers Assoclation (GFOA), termed a comprehensive annual financlal report (CAFR).
The CAFR uses fund types and presents balance sheets, much in the style of a corporate annual financial
report, which has the virtue of obscuring, rather than elucidating the financial operation of the school district
(GFOA, 1388).

V. What Should We Do?

it Is apparent from the foregoing discussion that a new approach Is necessary to obtain policy
analytic school finance data at the level of detall required to be informative. First, the national data collection
will have to gather data from something other than state-level financlal administrative record systems,
because of thelr high level of aggregation and the time delay In creating them. Second, a new method of
collecting and reporting education expenditures ls needed. The characteristics of such a new system
are shown in Table 7. Not only would the new collection be freed of the present accounting structure, it
would take place at the school district level, where all the financial detall resides. The frequency of collection
and the level of detall obtained would depend upon the nature of the policy questions that are being asked.
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Table 7
M

Characteristics of a new achool finance collection strategy

. The method should not be tied to existing ascounting
mechsnisms, rather ft shoukd be associated with the policy
questions that it seeks o answer.

. The approach should be independent from existing
scministrative record systems, and should seek to be more
cument than prasent repoiting, even if R oconstitutes an

approximation, rather than audited expendiures.

. The new method collection should take place at the school
district fevel, where the financial information resides.

. The frequency of the coflection should depend upon
whether a ime-series enhances the policy-analytic nature
of the fiscal dala.

. The method can empioy representative sampiing.
R e

The new method Is supericr in timeliness, in the level of detal, and in the ability to provide program
and other information of a § Jlicy analytic nature. Let us examine how this might be accompilished.

No national education finance survey from the federal government now surveys school business
officlals. However, these are the professionals who have the accounting acumen and the financial data to
respond intelfligently to a financlal survey with the kinds of questions raised above. At most, 15,000
respondents are involved, which compares favorably to NCES School and Staffing Surveys (SASS) of 9,317
public schoo! principals and 56,242 public school teachers, which are samples, rather than universes
(Hammer and Gerald, 1990). Many school districts have computerized financial reporting systems, some
of which contain flexible reporting, including program reporting. Some, as Ir California, are able to transmit
financlal information electronically, or via mafied floppy disk. The Center Is encouraging the transmission
of financla! data electronically, so that in five years, all states will report via these means, unless they decline
to do so.

Even in California, which is on the cutting edge of elsctronic financial reporting systems, small
school districts (under 400 pupils) do not use computerized financial accounting systems, and may not even "
be in accord with Generally Accepted Accounting Principles (GAAP). An alternative possibility Is to have
school finance enumerators visit school business offictals, particularly in small school districts, where
reporting systems may not be electronically manipulable.

Table 8 compares the resuits of this new collection methodology with current school finance
information. The power of the new collection strategy enumerated in Table 7 becomes apparent in table
8. .

Virtually all of missing information in “What Don't We Know About School Finance?” (Table 5) may
be fashioned at the school district level, either through the use of their own financlal information system, or
through a trained enumerator, who might walk school district personnel through the desired steps to create
the information. Certainly, as a first step, NCES might simply inventory the financlal reporting systems and
their ability to report in all regular school alstricts in the nation. Similar work has already been conducted
at the stats lavel, and has resulted in improved reporting systems and greater uniformity in reporting financial
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statistics. Included In this Inventory must be the ability of the schrol district to use electronic reporting, sO
that the burden of data collection remains tolerable.

Vl. Policy Implications of the New School District Financial Data.

O vl load to more demands for knowlege and  probable Increase in state Iigation regarding school
finance equity. School finance researchers and education policy-makers need to know much more about
school district finance than simple per-pupll expenditure equity. Rather, there is a neec to know program

Table 8

M

mﬂwmmwm

Curvont Collection Fropozed Colection
1. Schoof distnict financial data only 1. Schoo! destrict financia! data of interest, created at
{from present accounting and administratve school-district leve! {0.g. siementary level sxpenditures.
records,
2. Not available, 2. School district program expenditures for national goals
(English, math, solence, history Qeography, and school
secunity)

3. Not avaiiable.
3. Schoa! district preschool expendituras (differentistod
trom chiid care) and Head Start expenditures.

4, Not available. 4. School district axpenditures for compensatory education
(Chapter {) and handicapped sducation (federal and local).

5, Notavallabie. S. School district expenditures for sducation reform (e.0.
minimum teacher salary)

8. Notavailable 8. Averags schoo! dstnct principal, teacher, guidance
counselor salsry.

7. Notavailable 7. School district sxpenditures by type of empioyes banefit:

group insurance, soclal secunty, retinment, heaith benefits,
tultion reimbdursemant, unamployment, workmen's
oompensation, sther (unused sick iaave payments)

8. Notavaslabie 8. Equaksed property weaith and educational tax rate and
fiscal capacity maasures.

8. Notsvailable 8. Age and condition of faciiitis, as well a8 repair and
renovation sxpenditures.

10. Not availadie 10. Standard financial measurss for usa in studiss of student
hisvement, sfliciency, or productivity.
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expenditures for the national goais, for preschool education, for students with special needs (either
intellectual o7 physical), and for educational reform (such as merit pay for teachers), and standardized
financial measures for use In studies of student achieverment, efficlency, or productivity.

Even the most recent school finance litigation suggests that extant financial reporting systems are
insufficient for the needs of the courts in assessing expenditure equity alone. The courts in Texas, New
me,ammmmmmmmmemnymmmmtemmnWrm
systems. Hmm.memwmdﬂmmamthgsyﬂmmnnGpmwdememquested
information.

mgmmwknmmschodﬁmncemsaarwmmmmemuemesddmemsm
expenditures for the student, rather than the measurement of expenditure equity. Do inequities in program
expenditures lead to inequitable student outcomes, or are most program characteristics independent of
expenditure equity? To what extent are the variations in expenditure per pupl simply a reflection of cost-of-
iiving differences between school districts? To what extent are the Intolerable conditions described by Kozol
the result, not of Insufficlent funds, but of mismanagement? Obtaining answers to these questions requires
schoo! finance researchers to move far beyond the current accounting and financlal reporting systems
currently in use.

School finance researchers should be closely examining many of the unintended consequences of
overturning the current system of financing schools in a state, including the loss of public support for new
state funding formulas. Such questions as why a modification in the state school finance formula produces
public enmity requires Information that goes beyond school district financial data, which was the focus of
this paper. But certainly those who undertake to challenge state funding formulas must come to understand
public opposition, and how school district residents cometo percelve the effects of formula changes. Were
the Texas, New Jersey, and Kentucky legislatures too literal in interpreting the court’s decision? Why were
the remedies percelived by the public as so much ‘vorse than the status quo? These are policy questions
that demand answers, and suggest that we are only nibbling at the edges of future data needs in this area
of inquiry.
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