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- THhis pubh(;atmn is one Df a series Eif schml finance policy stud_les that
-\_/Ahe National Institute of Education (NIE/DHEW) is supporting at the
Y ECS Education Finance Center, It draws upon the center’s'technical -

jassistance activities with state legislatures and governors, as well as
its demonstrated knowledge in this ¥mportant field. NIE's sponsor-
shlp of this work is based on our conviction that the ma_]nr burdeén for: .
=:..8chool. finance reform now falls on the nation's legislators and -

governors and that “goal orientéd” research of this kind will lead to a

more mforfned and productive debate on the subject of schcml finance

reform T . P

=

“The emergence af thla key rnle for state leg1slatnrs and governnra i8
"the product of a series of important and far reaching court decisions,

- Beginning with the Sefrana decision in California, a number of state
-=courts have directed state legislators and governors to reconstruct -
-the ways in which education resources are raised and distributed; In_
light of this state focus, it is partmular]y appmprlate that ECS under-

- »,; take res earch of this kmd

‘We at NIE hnpe this publlcatmn w111 serve the needs nf le tors,
. _governors, state andlocal education officials and mterested z, ns
" and thereby assist in the development and 1mplementatm r mo

equitable and ef?eetwe systems of s«;:hcml finance. ~ +*

.o : Dems P. DEylE
C‘hlef’_ School Finance’'and Organization

Natmnal Instltute of Educatmn
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- The 19705 have been one of the mﬂst active permds of fundamental
school finance.reform durmg the 20th century, Catalyzed by a series
of court cases in which state school finance structures were found to

. be unconstitutional and driven by state legislatures committed tp . -

pmmdmg equal educational opportunity for all children, over 20

-states enacted basjc changes in their fundmg schemes for public ele- . ; _

" ‘'mentary and seco dary schools between 1970 and 1976. These

v

o

Durmg 1976 exf:ept for New Jersey’s passage of an income tax that

" issues that are now shaping school finance policy concerns.

reforms sought to repove local school district property wealth’as a
determinant of education spending, to reduce expenditure per pupil

_disparities among school districts, to provide appropriate state aid for .

chlldren W1th speclal needs and to reduce local property taxes.

funded its 1975 school finance law, no major school finance reform
laws were passed Faced with a recession in the national economyand
cﬂmmensu:ately limited revenues af the state and local level, state
legislatures were reluctant to enact educatmn finance reforms, whlch
tend to be costly. Nevertheless, numerous school finance activities
-oceurred on a number of fronts in 1976 and it is anticipated that 1977

‘will produce a number of important changes in the education ﬁnance,g i
‘mechanisms of a vanety of states. In addition, 1977 may be a year in-
- which a numbeérof new 1551,125 in education finance w111 be debated in

state legislatures.

-

This bgﬂklet discusses past and anticipated leglslatlve activitiés mb '

school finance, court actions and research issues and is divided into
- three major sections. The first section covers the major school finance
. events of 1976 for selected states, the anticipated major events of
1977 and court actions. The second séction covers: the dominant
[he third

section consists of brief summaries of school finance issues and

! - activitiesin all 50 states. The appendlx cﬂnt.ams a glossary of school

‘finance and tax terms.. -
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o stlf,utmnal requlrement that the state provlde a "thorough and ‘

1See, fnr EXEmp]E, Lucile Musmanﬂu and Alsn Stguf‘fer Major. fhunge*

L]
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I EVENTS IN SCHOOL FiﬁANEE 1976 AND 1977

. ! 4 { A g

The Péﬂod from 1970 to 1975 pmduced fundamental school ﬁnaﬁce

reform in 20 states.! During that time, the most popular way to .

refori a state’s aid system Was to implement a guaranteed yield or -
power-equalizing type of formula under which the state guaranteed a

‘rado, Connecticut, Illinois, Kansas, Michigan, New Jersey, Ohio an
Wiscimsm dre examples of states whose newfinance structur
"included a type of guaranteed yield®equalization formula. Other
states — for example, Minnesota, Montana, Utah and New Mexico —
adopted high foundation-level pregrams. Florida and Maine enacted .
two-tiered equalization aid programs that, at the first step, guar-
anteed a foundation level of expenditure per pupil with a minimum"

. certain dollar yield per pupil for each level of local tax effort. Coz T

- required local effort and, at the second step, ggaranteed an equal

yield per plrpll per unit of tax effort for those districts deciding to tak £ o
above the minimum required tax rate. In"addition to those pro- . - -

} v1smns, Msdine, Montana and Utah also “recaptured” locally raised

Yevenues above the guaranteed yields from theu' very weslthlest
school districts. ~ * ‘
- The néw aid programs g’reatly mcreased the state rale in suppgrtmg
public education, Yrom an average of 39 percent to .an estimated
.average of 51 perc for 18 of the reform states. Loca¥property tax

" relief occusred in nearly‘ all of the reform state$ with'property tax

réductmns on average exceeding 10 percent in Colorado, Florida and
Wisconsin. Cost-based pupil-weighting programs were deve]gpéd ina "¢
number of states and categorical programs were expanded in other
states to provide supplemental assistance for students with special
educatmnal ngeds Lsstly, expendlture cdntmls budget restrmtmnsi e

1976 ; | @,; L

*The ‘major succéssful Everﬂ: in Schtml finance refnrm durmg 1976 . S
occurred in New Jersey. New Jersey had been under pressure from
the 1973 Robinson v. Cahill state supreme court. decision, which
found the state’s education finance structure in violation of a con-

in School Finance: Statehouse Si‘()ﬁ‘:gu d (DEﬁVEl" Colo.; Edur;atmn Com:
mission of the States, 1974) and John'J. Callahan and Wllhgm H. Wilken,: s
. eds., ‘?qhnal Finance Refarm A Legzslm‘urs? Handbook (Washington, D. C.:5
Natmﬁal Cnnference of State Leglglatufes 1976y " ¥ee E
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efﬁclen » pubhc scho@l system Thesleglglature Enacted a new Eld
pmgi'am in 1975, but, betause no school diatrict would have ahy state

: aid taken away, the 1975 reform required substantial increases in: -
e state funds for full funding. Without a state income tax, the state
simply had no means for raising the needed revenues. ‘Between the -

first state supreme court rulmg in April 1973, and 1976, the legis-

" lature had been unsuccessful in its attempts to enatt a state income

tax. In July 1976, the state supreme court clas%d all public schools

until the legislature fully funded an acceptable school,aid program.

With the court forcing the issue, a two-year graduated income tax .-

~«+ . was passed in mid-July and the ‘schools were reopened. The new
- 'income tax, 2 percent of incomads- under $20,000 and 2.5 percent of
incomes over $20,000, is expected to raise about $375 million for the

-school aid formula and $250 million for property tax relief,

" Even with the new fnrmula fully funded, DbEEI‘VEfS Gf the New
Jersey scene feel that the new program may not meet state constitu-
tional requirements. The néw formula is not expected, to reduce
‘expenditure per pupil dxsparltxes between the lowest and the highest .
spending districts; it maintains a hold harmleas provision and mini-""
.mum aid provisions. Suifs against the new program may be filed in
late 1977 if the analysis of‘the fiscal data for the 1976-77 school year
indicates that the 1975.reform program does not substantially elimi-
nate the mequltles on which the Grlgmal lltlgatmn was based

_ In othér states, reforms enacted in prevmus years continued tl:n be '
phased in. Gmlnectmut increased its state aid in the second year of
its new guaranteed tax base program, but state aid increases were
limited to 7.3 percent above the flat grant of $250 per student. At
that low funding level, the ‘guaranteed tax base (GTB) provides an
additmhal flat grant ‘of $18.25 per student in most districts. Ohio,-
also in its second year ‘of reform, increased state appropriations for
the new formula, but ihcreases in aid to a given district still are -
climited to 26 ércent of the differencé between the previous year’s

ald and entltl ments under the new fnrmula Iﬂwa continued to -

‘é;to over 50 percent )

for 1976-77; sc:hm:xl year

TWD ché‘g states, South Carolina and South Dakota, attempted to
enact basic school finance reforms during 1976 but failed to do so by
slimwmargins. With technical assistance from the National Con-
ference. of State Legislatures (NCSL), namerous groups in Squth
Carolina, including the legislature, the governor’s office, the Urban
Coalition and a broad-based citizen’s coalition formed by an educa-
‘tion project of‘the State League of Women Voters, had been working
toward changes‘in the school*finance structure for over three years.
"An extensive .study of school finance inequities documented below-
minimal expenditure levels in many rural areas as well as very low
* levels of local property taxation. However, property agsessment, with
most property assessed at the state level, was found to be fairly
! equltable The reform bill would have revxsed the foundation plan by

:V = ) ‘4, ) 3 . 5
- . + I 8
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. lni:ressmg the fnundatlon guarantee and addlng a WEIghtEd pupll
_-system with a minimum required tax effort that wolild increase local
“property taxes. The bill did.not pass in 1976, but it will be remtrﬂ-

. duced during the 1977 session; passage is expected .

_S(mth Dakota’s school ﬁnanee reform attempt in’ 1976 was the out-

.- come of a- study by an interim legislative committee. The South .

. Dakota school finance system, with one of the lowest proportiens of

~ state government support for public St;hcmlg in the nation, was found

. to have severe property wealth-related -per pupil Expendlt’ure dis-
.parities. The proposed reform was a two-tiered equalization program:

a high-level foundation program, $775 per pupil, and a guaranteed

tax base for those districts deciding to spend more than the founda-
tion level. The GTB was sgt at the property wealth per pupil of the

school district at-the 75th_percentile. ‘The reform program also

- ircluded pupil weightings for special education and students in the

first two grades. The school finance packsge hnwever, was tied to a -

tax refbrm package that in¢luded a new state income tax that was
needed, gs in New Jersey, to provide the funding both for the school
' ﬁrmnce reform and a property tax rollback. Primarily, it was opposi-

" tion to the income tax that caused the defeat of the combiried reform .
bill. However, South Dakota did .increase from $10,000 to $11 250

7 the classroom. unit-support for its current formula.

T’here were minor schoel funding changes passed or attempted in
n,umernus other states. For example, Illinois. passed a bill that
‘nodified its resource equahzer formulaby increasing the guaranteed
_. assessed valuation from$64, 615 to $66,300 in elementary districts,

and from $42,000 to $43,000 in K-12 districts. Kentucky movedback :

to a classroom-unit furmula that guarantees teacher salary support
.according to a statewide salary schedule, from $8,313 to $11,363 per

: classroom of 27 pupils, plus an additional $2,189 per classroom unit '

- for other current expenses. New Mexico passed a bill that changed,
the pupil-weighting factors in its equalization formula from 1.5.to

1.3 for bilingual education and to a uniform 1.25 for grades 7-12.
Colorado passed a bill that redefined its methods of determining the
assessed value of property and required all assessing jurisdictions to
increase valuations to between.22 and 24 percent of market value.

Washington passed a bill to change the nature of the required local -

property tax'rate under its foundatioh program'from a local to a state
. tax. California increased its foundation-suppert level from $909 to
$1,012 per elementary pupil and from $1,094 to $1,198 per high

school pupil. Indiana also raised its foundation-support level by $65 ]

per pupil to $755. Louisiana, Maine, Minnesota, Montana, Nevada,
- New Mexico, North Dakota, Oklahoma, Utah, Vlrglma and Wash-
- ington are other states that raised Fﬁuﬂaatian-pmgram expenditure
levels. Michigafi and New Jersey increased the guaranteed yield
portions of their formulas. Most of these changes only marginally

"affected reforms that already had been enacted. Only the states.

mentioned in the precedmg paragraphs passed or attempted to pass
fundamental changes in their basic funding structures

!'g -
£

[
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. Althﬂugh 1976 was a sparse yéﬂl‘ for educatlon finance changes

' numerous school-funding studies conducted during 1976, together '

* with the recent court decision in Califernia and an imminent cogt '
dePsmn in Connecticut, suggest that 1977 rnay be an activé yea

The major school finance court action in 1976 was the December...
* 31 decision of the California Supreme Court irf the Serrano case,
~ which upheld the trial court’s finding that the system of. school

- finance was in violation of the state constitution’s equal protection

- clause Aﬁ.er a serles of unsucgessful challenges t.ci ﬁnaﬂcm arrange-

Cahfnrma Supreme Courtis expected to have natmnal repercussmns
TTne cnu:t gave the Callfnrma Leglslature untll 1980 to establish a

- tmnal uilitumty and lacal school dlStrli;t wealth e

£

i-

At the p nt time there is considerable expendituré equity w1th1n
the California school finance system. Ovér 80 percent of the students
attend schools that, spend within $200 per pupil of the statewide
average; it is pl‘édl!‘;ﬁd that within two more years, over 90 percerit of
‘the students could bé in school districts spending within that mar- -
gin. In addltxtfl ‘the state has, through a uniform tax, to.tally
_‘equalized the teacher retlrement prﬂg‘rarn and the school luﬂ\:‘h pro-
gram. , \

However, the currentz gyatem does have ﬂaws that may cause

{

mcreasmg disparities among school districts. First, no equallzatlon ;
aid is provided above the foundation level. While lm;s.l referenda for -
spending ahove current levels have been defeated in the past few . .

years, the current trend in California, as well as across the nation, is
for increasing numbers of such referenda to pass. Unless the founda-
"tion program is expanded to include a guaranteed yield program,
wealth-related expenditure disparities will creep into the system as
the voter- approved extra.expenditutes become a larger prupﬂrtmn of
the total pmg’ram . e N

. ! - : ! :
Second, there is pmperty taxpayer mequlty in the current_school
ﬁnam:e structure with tax rates varying s bstantlally among dis-
tricts. Thus, taxpayers make different efforts.ip raising similar funds
for education. With the rapidly increasing \values of residential
property, edpecially in concert with the slower }pcreases in the value
of commercial and industrial property, the property tax inequities

., may loom as a large obstacle to reform in the n‘gar future

- .

Third, except for the categorical programs mentloneﬂ above the wide
“variety, of categorical programs in the California system remain al-
most’'completely ‘unequalized, although there is mg\giment on more
than one front to push reform of the categorical programs onto the
State’s Echmﬂ finafiee reform agenda Flnally, the'fact that neither

* : 3 e
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" 1977 moves to

meﬁrlty nor low=mcome students are ﬂoncentrated 1nlaw,propefty e

;. wealth school dxstnt:ts means that an overall reform that isequitable = -
. to these groups an be difficult to design. In short, as California in
kle reform of its- complicated school fundmg 8ys- - .

v tem, it wxll need to come to gﬁps mth a wlde raﬂge of issues that -

/a‘

. :Shartly aﬁ:er the most ;eaent Serranﬂ declsmn, a;lnwer court;in

that Washihgton’s school finance structure was in violation of the ’
state’s constitutional mandate to provide an “ample” education. for .

~.all school children; since it deferred to local choice via voter-approved -

special levies. Fnllowmg a two-year-old state supreme court decision

- upholding the Washington school finance structure; this decision i is -

rekindling school finance reform activity in that-state, both throu
.the courts ‘and in the leg islature. Also in the aftermath of Serrano,

litigation activities begah, for. example in Arkansas; Idahcr MISSDUH :

and Sgutl’i Dakota

Eﬂﬁnal;th:ut is the anly state in the ccnuntry now ﬁaltmg a state
aupreme court school finance decision. In December 1974, a district
court in the Horton case found the flat-grant school &id system’ to be
unconstitufional on equal%mtectmn grounds. Partially in response

 to that'decision, the legislature enacted a new school aid formula in '
~.early 1975. The pew formula, a guaratiteed tax base program that

- measures school district wealth by an assessed valuation per capita
figure -modified by the ratio.of the median family income of thé

- school district to the median family income of the state, received very

littlé new funding: Confecticut, like South Dakota and New Jersey,
did not have an:irncome tax and, even with a sales tax at a very high-
level, did not.have sufficient state funds to finance a major school
ﬁnance reform program. If the supreme court upholds the Horton .-
decision, the struggle in Connecticut probably will center more on the
way in which the state raises revenues than the way lt dlstrlbutes
them in a schcml "aid formula.

New ank ‘alsur may. enact changes in schml finance durmg= 1977,
Currently, the vast majority of the state’s 705 school districts are off
the formula because of a variety of hold harmless clauses that have
been enacted during the past few years. Of course, the major obstacle
toreformin New York is the financial crisis that has gripped the state
as well as New York City for the last three years. In order to balance
its budget this year, the state will have to reduce spending overall
and probably will cut back on school aid. At this time the challenge to
" Néw York may wdll be how to design an equitable mechanism for *
reducmg state aid for public schools as well as for putting a rein on
thé cost mcreases m pub]lc‘éducatmn at the local level Cnmphcatmg ‘
basw. the clty appears wealthy but 15, 1rrespe::twg of any wealth
.measure, in severe financial straits and can ill afford to lose state
- education aid dollars. Finally, the trial in the Levittown court case is .

“Washington.ruled in a case’brought by the ‘Seattle school district. B



A mmlng ta’ an end and may. produce, sometime m‘§977 a lgwer z:ourt‘ -
.. - decigion o ierthrowing the entire fuhding structure. In theLeauiaw"
» - case many poor sublirban districts claim a state constitutional viela="". :
. - tion because of property wealth-related expenditure disparities; five ~ - -
of the state’s largest cities have intervened claiming the.current: -
- . education aid formula disadvantages urban areas. As with Cali- = -
s fnrﬁla, New York is.a state to watch betause of the variety of school _ .. -
= ce msuesgat must be solved if the: Eystem istobe made ratlonal T
@_ eqmtable Emd afférdgble N ‘. . . L
. Texas enacted school finam:e changeg dunng 1975 and at the same T
“;*7 time; initiated a $5 million two-year study to revalue all property
- during the biennium. The 1975 law replaced the old economic index,
which used to measure school district wealth, with assessed
valuat%nn Ccfiitmversy over the 1975 assessed valuations pre-
cipitated the two-year study, which has just been coinpleted, buit ..
controversy abounds over the new valuations as well. In‘addition,;an 4 .
interim legislative committee has approved a plan tg. establish a :
single appraisal office for each county, replacing the several offices
that currently certify wuiely varying assessed value ﬁgures for the '

same set.s Df property. - A
. -

- Witha slzabl budget surplus again, schc‘ml ﬁnan\:e reform will be a
top agendd item for the 1977 Texas Legislature. One recently sug-
gested proposal is for the state to assume 90 percent of the cost of the ™~
state’s current foundation program. Because state support in wealthy
districts is below the 90-percent level, the result of that proposal is to ,
directgtate aid increases into predcmmat&ly wealthy school districts. T
Although it is difficult to predict exactly what Texas will enact,
important fducation finance changes should be debated by the 1977 -
legislature, . ) L -

o Missouri will be atternptmg to enact the school finance reform
recommendations tha emerged from the lhtest Governor's Con- .
" ference on Education. Over the years, Missouri has developed a tradi-
tionof having periodic citizen conferepces, convened by the governor,
on important education issues. In FE‘EPEI‘EMOH for the conference,
citizen committees study various education policy issues and make
recommendations for change. Thise recommendations are then - o
"debated and voted on by a conference of the state citizenry ('700 in ~
1976) _]ust prior to the legislative session. The 1968 governor’s con-
ferem:e prnduced MISSOUH 5. EEhQDI ﬁnance reforrﬁ of 1969 and the

merxdatl_pns to the 1977 leglslature mclud;pg vast changes in’ the
administration of the property tax, especially the assessment pro--
cess, o ) v o

An ECS: cc:nducted study for the Educatlonal F inance Cﬂmrmttee of

the Governor's Conference showed that the clirrent schdol .finance
§ system has produced a consistent relationship betwéeen per pupil
R _property wealth and per pupl,L expenditures. ’I'ﬁ% recommended

g"é' i 8
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reform is a two- tieré{gg&pgsal similar to that pmposed in South
Dakota: a basicfoundaiion program with a guaranteed tax base for

+ those districts deciding to spend above the foundation level. With fed-
- “eral funds frem Section 842 of the Education Amendments of 1974,

further study’ of an income factor and refinement of district- by-

- distFict cost-of-education indices will be completed in early 1977 for

pgssﬂ:le mclusmﬁ inthe sc}mol finam:e chan ves that may be enacted.
South Dakgts also Utilized federal Section 842 funds to further its
school finance reform efforts. A.task force of the state board of educa-
- tion has completed a major study of both school financé and state/local
tax policy. The school finance study was an updating of the work done

- ~by the legislature during 1975. The recomimended school finance

changes are very similar to those proposed last year. A major focus of

. the 1976 study was qn tax policy, specifically the &asticity’of the

current state/local tax structure, the distribution of the tax burden
.and the net effects ¢f enacting®a state income tax to be used for both

property tax relief ‘and school-funding changes. The board sent a

¥,

series of recommended changes to the legislatute. ~ . o]

=

_ The Novemberelections, however, pmduged legislative majorities inf”
-both the house and senate that may be opposed to the enactment of a

~ - state income tax. A serious drought that willicause school-funding,*

problems at the local levél together with continued unrest over the
low state role in supporting public elemetitary'and secondary schools,
and state support for school finance-reform by many of the newly

elected legislators may produce 1mparta‘ht ;chng -funding changes for
thls’state during 1977. -

Tennessee has a Echmjl-a'--i:d formula that virtually has been
untouched for years. With the help of state funds and a National

’ Instltute ofEducatlon (NIE) cost- sharmg award granted thmugh the -

ﬁnancé in many _years The refnrm pacl{sge suggeated by that E:tudy

includes a high-level foundation equalization aid program with pupil

-wenghtmgs for special education and the replacement of an old
ecnnnmlc mdgx w1th assessed \faluatmn Df pmpérty as the measure nf

backmg and an excellent change of being pasEEd

There also w111 be major school finance activity in Colorado where

the 1973 reform officially expiresin 1977 and must be renewed and/or ~

changed. As in many other states in the West, the assessment of

property is as much the focus of attention as the particular structure .

of school financing. Durmg the 1976 session: the legislature passed
bills that set the state in the direction of makmg assessments more
equitable across and within counties and slowly’ requiring counties to
bring assessments up -to the 30-percent legal level. On the school
finance side, the state currently uses a guarﬂntead yield type of state,
aid formula. To help control expénditure i increases, the legislature

enacted a set of expenditure-increase hmltatlonr-. in 1973. The maxi-
. ¢

9 13 -



O

ERIC

Aruitoxt provided by Eic:

f\,,«,,,_g__j"'{ : -

mum allowable iricrease was seven percent on a total budget basis
unless higher increases weré approved by a state budget review board
-or a local referendum. With double digit inflatién and changing stu-
dent enrollments,there is growing demand to'modify the expenditure

"control ‘mechanism. Most members of the newly elected legislative
. leadership place school finance as one of the top-priority items for the
1977 session..  ~ ~ ~ - L

Of course, there will & school finance-related legislation innearly all
of the 50 states. The abdve states have been selected as most prom-
ising for major reform attempts. Many other states, moreover, will
become involved in ¢omprehensive studies of school financing funded
« by federal 842 dollars. A short summary of anticipated school finance

activities in all 50 states is presented in Section IIL.

e , 1% The Coufts

As discussed earlier, the major legal event in school finance in 1976

Aas the decision of the California Supreme Court that found the C

ifornia system of school financing in violation of the state constitu-

. tion’s equal protection clause. This definitive court decision joins the

April 1973 state supreme court decision in New Jersey as the

response of two state supreme courts to the property wealth-related,

-/ expenditure per pupil disparities existing in public systems of school
financing.

K e

But not all state court decisians have followed the leads of New Jersey
and California. The Oregon Supreme Court in 1976 found the Oregon
school finance structure not in violation of the state constitution.
However, in language reminiscent of the U.S. Supreme Court in the
Rodriguez decision, the Oregon courtstated that the constitutionality
of the system does not mean that it is an equitable system. Supreme

courts in Washington and Idaho in the past few years also have found .

their state school funding schemes, both of which are characterized

by property wealth-related expenditure disparities, not in violation

<of the states’ constitutions. The state supreme court in Connecticut

has the lower district court’s Horton decision on appeal, and it is

anticipated that a decision on that case will be handed down later this
.« year? ‘ ’ '

al- -

- The aftermath of the most recentSerrano decision has already begun; o

however. A lower court in Washingten has renewed schaal finance
litigation in that state by ruling that the existence of local special

.- school levies is not compatible with the state’s requirement to provide
an “ample” education, A fiscal neutrality school finance suit was filed

in Arkansas in January 1977." The Missouri Education Association
also filed a-suit in January. Background work for other court suits is

. *For a summary of school finance litigation as of January 1976% see Update

on Statewidy School Finance Cases (Washington, D: C.: Lawyer's Com-
mittee for Civil Rights Under Law, January-1976). )
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being conducted in (“nlumdu Iddh[l ,;md South Dakuta In short, 1977

pmmlseg to be an active year for education finance lltlg;i,tluﬂ,

\;
These new legal activities are utilizing. four different. legal strategws '
in basic cha]lengea to school finance structures: The first is the
standard ﬁs;dl neutrahty 3tmtegv used:in thk b«-;rrarm dEClElOﬂ mx
pantles that are relia”ted to local achugl district prupert’y WEa]th aredin
viokation of the state constitution. This strategy will be used in the |

- Thomas v. Stewart case in Georgia brought by the Whitfield County

school district and in Massachusettd in the case ufxn ilty v. Sargent
brnught by\gastan plaintiffs. It is also the primary’legal strategy

" ,being ‘used by the poor suburban school districts in the Levittown-v. .

Nyquist case in New York State. If a case is f'led in South Dakota, a
possible means for speeding*along reform-momentum in that state,
this strategy will be one basis on which that cashwould be brought.

‘A second type of legal strategy centars onstate constltutmnal phr‘ases
stich as thm’ough and efficient,” "general and uniform” or "equal
education.” Cases brought on thxs legal basis have not only a fiscal

. neutrality component but also a concern with outputsof the schooling
. process. The Robinson case in New Jersey hinged primarily on New
Jersey's“"thorough and efficient” clause. The Pauley v. Kelly suit in

West Virginia isbased on that state’s “thorough andefficient” clawse.
And if the South Dakota suit is brought, a secqhd component of the
legal basis will be the state's “general and uniform” edueation clause.

LI 13

A third legal strategy that is now emerging, which in many respects
was the ofiginal intent of the first lawyers involved in school finance -
litigation, focuses on expenditure per pupil disparities per se, irre-
spective of their relationships to pfoperty wealth. The argument is
simpl_y that unequal expenditures per pupil deny students in low:

,,,,, ng districts equal education epportunity and, thus, equal pro-
tectlcm under the law. This strategy was at least a partlal strategy

« used in the Serrano case in California. [t also might form the major

fgundatmn of cases that may be brought durmé_ 1977 in Colorado'and,
Missouri. , N
The f(mrth type of legal atrategy might be termed a puah for a higher
level of education adequacy. This strategy was put into use in 1976 in
two cases brought by central city séhool dl"'}trlLtS Seattlein Washing-
ton gnd Cincinnati in Ohio. In Wasl ngtoni as indicated abmve, local
school districts must _pass a special schy evy each year for any por-
tion of the school budget that exceeds the foundation level of expendi-
ture guaranteed by the state aid prograp. Seattle, which derives a
substantial percentage of its school by ,get from a special levy, was .
not able to pass its special levy—agt year. The city brought suit

- challenging the state's delegatlon of responsibility to provide the -

constitutionally required “ample” education to local voter choice.’

‘Implicit in the argument was the evaluation of the fmundatmn level of

£
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also ch llengmg, ‘under th;., thumugh and efﬁcxent clause the
state’s delegation to local voter choice of a state respnnﬁlblllty to pro-
vide a tlmruugh and efficient education.

Cases directly arguing for special consideration of central city sehool
district’s education overburden problems are those in New York, filed
by five large cities, including New York City, as interveners in the.
Levittown case, and in Missouri filed by the St. Louis Board of Educa-

" tion. The New York case is undoubtedly the most significant. The

large c;txes are assertmg that ghe current New ank state Equahza—
does not cumpensste them for Enncentratmns of students needxng
apercial and compen sakory education services, for higher costs in pro-

~viding all kinds of education services or for thé strain on the cities’
budgets caused by high demands for noneducation services; espe:
cially welfare. The final outcome of the cases brought by central city
districts is of critical importance to those who are concerned that

¥school finance reform.treat fairly school distriets in all types of
jurisdictions — city, suburban or rural — and not cgntnbute to fur- -
ther decline of the older cure cities.

Anpther set of potential legal actions in school finance hinges on the
outcome of the underfunding debate regarding many Black school
districts in numerous Southern states. Underfunding is being
researched by the Lawyer’s Committee. If there is sufficient evidence
linking 'underfunding with racial mmuntxes suits based on racial
discrimination might be filed.

There are numerous other court cases that directly or indirectly affect
school financing. The Boothbay v. Longley case in ' Maine that chal-
lenges the state’s recapture clause is still awaiting tfial. In Wiscon-
gin, the state supreme court in December declared the Wisconsin

" recapture clause unconstjtutional. The Knowles v. Kansas case that

attacks the use tjf agsessment Sales rat1c35 m adjustmg repnrtéd

to the state 5uprerﬂe cnurt .

Fim\llyi the numerous special education court cases as well as the
Lau v. Nichols type of cases requiring extra services for the linguis-
tically differeﬁt must be watched for their financial implications.

While the legal challenges to school finance have had rough going in
_state courts, the recent decision by the California Supreme Court in
the Serrano case surely will boost education finance litigation.

As the above has mdlcated there is still a variety of activities on the
legal front in school finance and the legal strategies being used are

expanding in number. Although nearly all school ﬁmmce reform

= H
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advocates waiuld prefe‘r that state legislators and governors take the
lead in changing inequitable school-funding mechanisms, they also

- see use of the courts as a necessary reform strategy in those many

statés where politically induced reform efforts are lagging or have not

even been initiated. e .
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/ II. CON EPTU L AND PDLIEY ISSUES
"IN SCHOOL FINANCE REFORM

The issues related to'public school finance are rapidly becnming more
numerous and more cgmplicated — substantively, politically and,
fiscally»Education finkage reform.ng lopger is focused just on the
relationship between currentgpera mgex enditures and local schunl
district property wealth .

The folluwmg are lll{ely develu mepts during the latter half of the
E?Ds Measures of schpol district wealth will include not only total
~ .property valuations, but also the composition of the property tax base
: as well as the income level within the school district. Wealth-related
“ expendxture%lspantles will continue to belitigated, but the adequacy
_of the education programs wjll be scrutinized' more thoroughly.
Unacceptably low school-funding levels will be investigated at least
* .« - 4 ina number of Southern states. The impact of school finance struc-
tures on minority and economically disadvantaged students will be
given more attention. Methodologies for accounting for differential -
costs among local school -districts providing similar education ser-
-vices will be developed. The eenferging frictions between categorical
aids and general aid and potentially disequalizing aspects of cate-
gorical aid allocation mechanisms will be mcluded dn*ectly on the

school finance policy; analysis agenda .

_ Social and economic chaﬁgés in socie‘ty at large are creating new
.. sehool fimance issues. Declining school enrpllinents, increasing non-
educational demands for the state tax dollar and skepticism over
_ gpiraling education costs will be debated and researched more
thoroughly. The federal role in education poliey will be analyzed
\ more comprehensively and the current state and federal roles, both
\ administratively and fiscally, could begm tochange importantly. The
panorama of state and local tax issués related to education findnce, -
which for too long virtuadly have been ignored in schdol ﬁnance'
* activities, will come closer to front stage and will be integrated into
more comprehensive school finance and tax reform packages. The, '
+ . remainder of the section discusses these and other, issues in more -
. depth. . , .

! " Impacts of Education Finance Reform

Todate there has been little analysisof the effects of recently Ensctgd
school-funding changes. The legislative handbook available from
NCSL is probably the most comprehensive evaluatiorr of school
finance reform that exists at this time.® Bui mcre‘ﬁmgly, state

. 3John J. (‘gllahan and WJU_IEITI H. Wilken, Htl-s, E-_schnul?mrmw Reform:
A Leg’zslgtnr‘s Handbaook. L

S 1.
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leglslatures are askmb %chool finance analysts what impacts — _both
fiscal and edueational — ‘reasonably can be expected from school-
- funding changes: The question is clearly legitimate and over the next

- few years substantive answers based on sound aﬁEIVEl'% must be -

develpped.

In—fact, one ()f the most 1mpnrtant items on the schouol im.:mua
analysts agenda‘should be additional evaluation of the reforms of the
~-1970s to determiine whether reform goals, ia Tact, were achieved by
the changes ‘that were enacted. Recognizing the importance of this
issue, the NIE recently awarded the Rand C‘Drpnratmn a contract to

. study in depth the effects of school finance reform in five states.

Results of that study, to be available by the 1978 legislative session,
should provide useful 1@@91‘1;1%1911 to state policymakers.

One issue that will be investigated in-the Rand study, as well as
other studies, is the efficacy of.various kinds of school-funding
structures in reducmg per pupil Expendlture disparities. A-common
" hypothesis is that power-equalizing, programs ‘(guaranteed yield or
guaranteed tax base programs) are not as effective in reducing
expendlture per pupil gaps as are high-level foundation programs or
“school aid programs with strict expenditure or tax limits. In fact,

" preliminary evidefice in the NCSL study noted above indicated that

expenditure disparities dctually may have increased. in states

adopting v anatmﬁ% @fguaranteed yield or tax base types of programs.

Another issue related to the impact of school finance reforms is the
governance effects of the reforms including the d;greein which local
t:nntrnl is curtalled as the -atate assumes a larggr rule in ﬁnamin}

Ebetween the level c::f %tate éld and lm:al cantrul 4 In fact, when

Florida‘passed its recent school-funding reform it dramdtlcdlly decen- ’

tralized the management of education down to the school lej el in
some districts. Research now beéing conducted at the Stanford
Research Institute under $ponsorship of the NIE will begin fo pro-
vide additional answers regarding the governance changes thay have
accompanied or ngt aL;nmpded recently enacted school ffhance
reforms. ’

%

A third issue related to theimpacts of school finance refurma cOVers

the responses of local school districts to significantly mcre,a%fzd state |

aidallocations. Numerous subtopics are contained in thisissue, What
types of school districts increase their tax rates and to what extent
under ;;ﬁlarantééd tax base? or guaranteed yield programs? What are
;Susan H Puhrm;xn Local Control: FL’UF or Fﬂrlfﬂ‘ﬂ iNewark, N J.: The
"New Jersey Education Reform Préject, April 19741 and Betsy Levin,
Thomas Muller, William .I, Scanlon and Michael Cohen. Public School
Finance: Present Disparities and Fiscal Alternatives, o report'to the Presi-

_ dent's Commission on School Finance (Washington, 1.C.: The Urban

Institute, July 1972). ; 1 Q
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fhe characteristics of school districts that use the aid increases to
Ecrease education programs or to decrease the property tax burden?
ana rnet.hodglngy be developed for prédicting the mix of program
‘expansion and property tax relief? These kinds ‘of issues have
reaeived very little attention but will be included on the'research
agendas of a number of nrgamzatmns in 1977.% - A

Perhaps the most frequently asked questmns by state pghcy makers
relate tn hGW schm:} ﬁnar‘ice dollars have been used by SEhDDl dlstrlcts
have been conducted and all haye rea.ched the same cgnclusmn
where school finance dollars have increased the.school dlstrrct’
budget (rather than beifng used for tak relief) they have been used for
the most part to increase the breadth of education programs. Only a
. emall, portion of school finance reform dollars have been used to .

* ‘increase teacher salary schedules, according to these studu%s
Glearly, however, more work is needéd on this topic.

" The effect of %«:hgnl finarice refnrm-nn student outcomes, while now
being scrutinized by inany persgh\ Has not been sufficiently
researched., At this time, even the possibility of conducting such a
study is impossible in most states because student output measures
are not required by state law and local school districts have not pro-- ‘
- duced comparable output measures on their own. Efforts must be
dnitiated to determine the effects of schaol finance reform on pupils..;,
Especially in concert with-deyelopingnew legal strategies ( dlscussed“
abnve) that are focused on education adequacy, this issue is assuming
greater 1mpnrtance Moreover, educdtion finance reform is only one
means for assuring education adeqﬁacy for all public school children
in this ccuntry Thus, the linkages bgtwgen fundmg structures and

5For examplés of research in this area see® W. Norton Grubb and Stephen

* v Michelson, States and Schools (Lexington, Mass.: D.C. Heath and Com-

" pany, 1974); John H. Bowman, “Tax Exportablhty,Intgrgovernmental Aid

and School F‘mance Reform ' National Tax Journal, XXVII (June 1974),

.*  pp. 163-174: Martin Feldstein, “Wealth Neutrality and Local Choice in

Public Education,” American Economic Review, 65 (March 1975}, pp.75-89;

Helen Ladd, "Local Education Expenditures, Fiscal Capacity and the

'C'ompﬂsxtion of the Property Tax Base,r'National Tax Journal, XXVII- .

. . (June 1975), pp. 145-158; Helen Ladd, "Statewide Taxation DFCﬂmmerﬂal

“and Industrial Property for Education,” National Tax Journal, XXIX

‘(June 1976), pp. 143-154; and Jerry Wade, “The Role of Property Tax

. ‘Base Compgsition in School Finance De¢isions and Reform” (Unpublished
Ph.D. dissertation, Syracuse University, August 1974).

‘88¢e Allan Odden, "How are Schools Using ‘New' Money?” C'ampm‘t
¢« - X, No. 4 {Autumn 1976); Arthur Alexander, -Salaries and School Expendi-
.. tures (Santa Monica, Calif: Rand Corporation, December 1974); Stephen

Barro and Stephan Carroll, Budget Allocation by School Districts:

An Analysis of Spending for Teachers and Other Resources (Santa Monica,

Cali#: Rand Corporation, December 1975); Michael Kirst, "What Hap-
pens at the Local Level After State School Finance Reform?” in State and

. Local Governnrent, ed. Alan K. Campbell and Roy W. Bahl (New York,
N.Y.: The Free Press, 1976), pp. 136-158.
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-anisms.” In focusing on general equa}h:atmn goals in s

* sector in some states. In many rural areas, farme

.
pupll outcomes must be delincated more.clearly. Fmgmtm'l equity
and education adequacy are no longer two-separate concerns but are
inextricably linked; the importance of the nature of that linkage

should not be neglected as schpol finance reform continues through

the 1970s.7

P

. The Rt)le of In;ume ih Public School Finance

Most 5tdtes méa%u re the local wealth of school districts on the h,lslh of

the assessed valuation of property. But the income levels of the’

‘district voters also play an itiportant role in school district fiscal
behavior. A combination of income and property prmnde; a more
tnmprehenswe me7ure of school district wealth.

The impértante of income in public school hnance 15 qw recewmg
more recognitjon in many statek. Five states —
Maryland, Rhode Island and Virginia C
in their equalization plans. Colarado, Iuwa; Mlsmum NEbFaEkd and
Wisconsin are examples of states thdt now compile income data by
school district through their state income tax programs fer possible
-usein their aid programs. California, Maine Ohio, Pennsylvania and
Vermont are additional EX@U‘HPIFE ofstates giving serio
incorporating income, in some form, in their equallgftmn mech-
ool finanee,
income willbean important element in addition to prn;jerty wealthin’
defmmg wealth neutrality in education funding structures

Numerous factors explain iner easing interest in th role of income m
sthool finance. At the docal level, for example, values of residential
property, owned prlmarllv by middle-income fa 11195 are rising

f’iEtE[‘ thdﬁ nunre%ldentlgl p!’anI’ty as WL“ as mwme T‘hus—, pmx

hnmeuwnsra, and Lha ln!tld] or apparant pmperty tax burden 18
being shifted gradually from the business sector to the homeowner
re w1tnnssmg
increases in the market value of farmland that, in - many instances,
exceed its prudugt;mtv value. With stable o lly rising
incomes, these farmiers are E\iperwnung a réal financial squeeze.
Also, large central cities that appear "wealthy"” in terms of per
pupll pmperty WE;llth thE‘ ldrge cnncentratmns nf lnw income

Mlnlrﬁum hdui_dtmndl Adu]u acy: prcmd "ﬁ( hu(»l !‘11" 1ce l{eful‘m;

‘nal of Education Finahee, 1 (Spring 1976), pp. 468-481.

x“‘Imume as wall a5 the Lnrnpus—.nlum uF tlw pr‘np( rtv tax base are buoth
i " of education ser-

o

vices and the tffugth are usu;llly rc,:s(—.;grthf;d topether.
-, : -
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In addition to thg abnve factors that are Lreatmg a demand for. a
renewed look at the role of income in school financing, there is
empirical evidence from economic and school finance research that

documents the importance of income. First, studies of the determin-

“'ants of edGcation expenditures by districts and states nearly always

have found income to be a significant explanatory variable?. Second,
in nearly every instance where it has been analyzed, income has been
fourd to be correlated with school tax rates.'® This relationship is
especially-important in states that have guaranteéd tax base (GTB)
or g‘uaranteed yield equalization programs. GTB programs allocate.
aid, in'part, on the basis of school tax rates; because of the positive I
relatmnsth between income and tax rates, such programs may allo-

‘cate higher amounts of aid to high-income districts, thus inadver-

tently producing income- related inequities in the system. Third, in
seme cases income also has been positively correlated with district
éxpenditures.!' Fourth, economic regearch*has shown-that the
effective economic price of educationNervices is lower in higher-
income distric¢ts; thus, such districtg are able to purchase greater
amﬂunt;. of education services, other thmgq being equal, than lnwer—
income districts.!2 . -

“FDI‘ reviews of these studies, see G. Alan Hickrod, "Local Demand for
Education: A Critigue of School Finance Research Circa 1959-63," Review
:}f Education Reésearch (Winter 1971}, pp. 35-49; and Arthur Denzau, "An ’
Emplnc.:xl Survey of Studies of Public School Financing,” National Tcuf
Journal, XXVIII (June 1975), pp. 241-249.
19Gee¢ Donna Shalala, Mary F. Williams, Allan Odden, et al,, Equalizing
Educational Opportunity in Connecticut: Report to the Connecticut Com-
missign to Study School Finance and Equal Educational Cfpyurtumtv
(New York, N.Y.: ngthers CQHLEE Lnlumbla Unlverslty All:
Odden, Special Leuvi
Fzm:mce {Denver, Calo.: hdutatmn Cﬂmmlsgmn uf' Lhe 'tr,,g 1975 Alla.n
Oddén, Phillip E. Vincent, et al., Analysis of the School Finance and Tax
Structure of Missouri: Brukgmund Research 'of the Educational Finance
Committee of the Governor's Conference on Education (Denver, Colo.: Edu-
cation Commission of the States, 1978); G. Alan Hickrod,-et al., The 1973
Reform of the Illinois General Purpose Grant- in-Aid: An Evaluation after
Three Years (Normal, [11.; Center for the Study of Educational Finance,
November 1976); Bruce GenSemer, Personal Incgme Variations Among
Ohio School Districts and Their Implications for, the Guaranteed- Yield
Formula (Gambier, Ohio: Kenyon College, 19761, and Thomas Yang and
Ramesh Chaudari, A Study of the Relationship Between Selected Socio-
economic Variables and Local Tax ,Effnrt to Support Public Schools in
Illinois (Normal, [11.: Center for the Study of Educational Finance, 1976).
'Donna Shalala, Mary F.-Williams, Allan Odden, et al., Equaliging Edu-
_cational Opportunity in Connecticut; and Thomas stg and Ramesh
Chaudari, A Study of the Relationship Between Selected Socioe IROTRIC
Variables and Local Tax Effort to Support Public Schools in Illinois.

_128ge W: Norton Grubb and Stephen Michelson, States and Schools; Martin

Feldstein, 'Wedlth Neutrality and Local Choice in Public Education;
Helen Ladd, "Lacal Education Expenditures, Fiscal (dde]ty and the
Compositipn of the Property Tax Base™ and Helen Ladd, “Statewide
Taxation of Commercial and Industrial F‘ruphr‘ty for Education.”
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In short, both research and changing economic gircumstances wil] be
thrusting income into school finance policy debates in the coming.
years. Applied policy research is needed to describe more precisely
the nature of income in affecting school district fiscal decisions. And
once that relationship is determined, the ways of including income in

#.achool aid formula to insure income as well as prnperty wealth .

.equalization wxll have to be dsvelnped o -

N

Of course, the use Qflncnme in school equalization formulas will alter
current patterns of the distribu?
-factors redistribute aid from higher-income suburban school districts
to lower-income rural areas and to lower-income central cities. How-
_ever, it should be emphasized that 'not all central cities hdve low
average incomes, and those that do not may not be eligible for
increases in state aid ifan income factor is included in the equaliza-
tion formula. vamusly, formulas that allocate aid on the basis of
both property value andﬂ!ncnme will’especially target aid in school
districts with 10w=mc0me as well as low-property wealth measures.

To date, most school finance reforms have focused on the general .
equalization aid programs. However, equalization goals in school
finance include not only wealth equalization but also pupil-need
equalization. The latter usually requires a restructuring of'the cate-
_ gorical aid programs. Some states, such as Florida, New Mexico and
- Utah, have included changes in categorical aid structyres along with
changes in general aid structures in their school fingfte reforms. In
.many other states, such as California, Kansas, South Carolina, South-
Dakz:ta and Tenneasee, the rationale for equallzmg numerous cate-
+ gorical aids is being discussed much more frequently. And in some
states, Massachusetts being a prime example, the competition
between categorical aids and general aid has reached center stage as
the costs of comprehensive special education programs have
mounted. The rapid growth in the funding of categorical prngrarnzs
and the link between categorical and general a programs is one
more issue that will mmpllcate school finance reform activitiesin the

coming yéars

There are three basic factnrs in the issue nfcateganal versus ggneral
“aid. The first concerns equalization goals. The queatmn that is being
asked frequently by many state policy makers is why categorical aidy,

question is an apt one. Except for those instances where the statg
funds fully (in fact as well as in theory) the excess costs asanate
with a categorical program, such as.vocational educstion, gpecia
education, compensatory education or bllméusl EdUCﬂtan pcmri
school districts have more difficulty in raising their share thsn dD

is not allocated via some equalization formula as is general aid. The %

‘SSEE, for example, Allan Odden, "Altérnative Measures uf School Dlgtrm;,
Wealth,” Journal of Education Finance, 2 (Winter 1977), pp. 356: 379,
#

1993 : o

3

n of state aid.!? In general, income

#
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such as those just mentmned as well as capltal cgnstructlgn needs

and debt retirement. There is no substantive rgason for not equahiﬂng o

the structure of categorical aids. In fact, recent gwdenﬂe s&iésts e

that wealth-related inequities can creep into thé, categortoadaid 5. . -

alloéation process when an equalization formula is Lot ugéd f‘iThr !

has accurred especially in many states that use a partlal ekoed
: rmmbursement schedule for spemal education state ald

Some states, most notably Florida, ‘New Mexlco and Utah hé\re;, TS
begun to equalize the allocation of numerous categorical programsby

using-a pupll weighting-system, wherein the costs of education_ser-* ", - - {
vicey for various tf¥pes of students are-given a weight relative to an ]
average student and then, via an equalization formula, state aid is
allocated on the basis of the number of weighted student; in a school AR
dlstru:t 15 Pupll —we1ghtmg syatams constltute a majgr advance in th& -

- ;ubatantlve and objeztwe way. to determme the dlfferent weushts s
Nevertheless, they do represent one direction stai;;es can choosé to " e
begin allocating categorical aid in part on the basis of relative school "~ 1
district wealth.!6 Coe o

s A A

The second factor associated with ;ategor;cal ald is the 1ncreas¥1g. .
financial burden such programs are placing on state ard local bud-

gets. Ten years ago categorical programs constituted a small portion '
of school spending at both state and local levels. But the rapid imple- i
mentation of comprehensive special education programs, programs
for the linguistically different student and other high-cost speeial .~
programs have greatly increased the percent of the total budget
consumed by categorical programs, eslpemally special education.'?

The third, factor, really a corollary of the second, is the emerging

*  competition at both the state and local levels between categorical and
general aid dollars. For example, in many states special educationaid
has the first ::all on state pubhc educatmn approprlatmns In Maisa- '

’g
and David- Pnrter State Aid f)r Spt( lQl Educm‘m Whv:z Bﬁnefz‘s ¢ (Wa%h;
_ington, D.C.; National Conferenge of State Legislatures, Octobuer 1976). | .
15Gee, for example, Jack Leppert, Larry Huxel, Walter Garms and Heber
- Fuller, “Pupil Weighting Formulas in School Finance Reform,™in School
Finance Reform:*A Legislators’ Hurzdhnnk ed. Juhrﬁvj Callahan and
Wllliam H Wllkm pp 12- 26

“Resource C ’ﬁgurdtmﬁ and Lus.l‘;gun qucstmnal Prﬂgra ,a'fﬂr Excap—
. tional Children,” Rlanning to Finance Education, ed. Roe L, Johns, Kern U
Alexander and K. Forbus Jordan (Galn%\nlli; Fla.: ‘National Education
*  Finance Project, 1971); and William McLure, “Pupil Weightings,” Journal e
- ufEduLutmn Finance, 2 (Summer 1976), pp. 72-82,
17See William H. Wilken and D;;v;d Porter, State Aid for Special Education:
Who Benefits?, Chapter 1. 2 4 S
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" chusetts, this has decreased absolutely as well as relgltiveiy; the

number of state.dollars for the general aid formula:!® ‘At the local
level a similar kind of competition is developing. In fact, the rapid
and quite visible expansion of.special education, a service receiving
almost universal support in the past, has produced negative féactions
.among many parents of “normal” children who feel the nonspecial
student is being'neglected. Whatever the truth of this peintjof view,

. there is an emerging competition between categorical and general

aid in both state and local educdion budgets. This issye will be raised
with more frequency in the future and should receive research

attention.

services for the’special education student, the proper implénienfstiqn
of special education services may be very beneficial to minority stu-
dents in public schools, particularly_in Southern states. State com-
pensatory education programs, while adopted by numerous states
outside the South, never caught on at the state level in the South. The
emerging phenomenon of underfunding, discussed below, may
further disadvantage many Southern minority students. But special

~education programs, now mandated by many courts, haveé the poten-

tial for funneling extra education services to minority students in

While there may be som® negative reaction to the rapid esc‘alatjan of

&

Southern states. While the practice in the past has been to label dis-

-proportionate numbers of minority students as mentally retarded or o

emotionally disturbed, and while this practice still exists to a great
degree in rural areas, the inclusion of programs for the learning

disabled and the slow learner has funnelled special educstion ser-
- vices to minority students with identifiable educational problems.
This phenomenon should be monitored closely to assure a nondis- _
" criminatory pattern in the deliVery of special education services. But

the potential of expgnded special education programs as the
politically viable vehicle for expansion of needed additional educa-

~ tion services for many minority school children shoull not be under-

estimated. . S

Cost-of-Education Differentials Among School Districts:

It is well known that the cost of providing education services differs
‘among regions and school districts in a state. Put another way, a
given level of education services may cost a certain amount in.an
average school district but it will cost more in some school districts
and less in others. The development of cost-of-education indices
among local school districts has been -an elusive goal in the school

_ finanée policy area, but recent economic research has advanced.
" greatly the degree’to which states-may now take these different

in new state aid formulas. In short,‘equaliza-

levels of cost into effect

tion of education price differentials now can bé accomplished to a

large degree in new state school aid programs. .

#See William H. Wilken and David Porter, State Aid for Special Education:
Who Benefits?!, Chapter 3. .- : s
. _ o =
29
21




O

ERIC

Aruitoxt provided by Eic:

T

o

i

%

®

E

. -gocio-demhographic characteristics of the sc

N
-

_ v, st

between education expenditures and education costs. Differences in
education expenditures are caused by two factors: differences in the
amount or quality of education services demanded and differences in
the costs of prdviding those services. Differences in the amount of

education services purchased are, in general, within the control of

local school decision makers. Differences in the costs of edug

service§, hdwever, are essentially beyond the control of logal decision

makers. Holding quality constant by statistical techniqtes, it is the
- __facters involved inproducing differences ireeducation costs that age

_used ty cdlculate cost-of-education-ndices: _(/Z '

Differentes in education costs are caused

: hool district such -as
geographic location, number of pupils and ethnic composition of the
student body; 2) pupil-need characteristics such as the percent of
students needing special, compensatory or other high-cost education

L= :
s three major factors; 1)

. )

services; and 3) legal and time constraints affecting school districts .
with declining enrollments such as teacher tenure laws, staff lay-off~

procedures and short-run excess school building capacity. To calcu-
late cost-of-education indices, the effects. of these kinds of factors,
which are outside the control of loeal school decision makers, must be
isélated and, holding ‘the quality or level of school services constant
~aéross all school districts, used to determine an index of education

, . It must be emphasized that there is a critical distinction to be made

costs for each individual school district. In most instances, cost indices

include only the first uncontrollable factor; the other two factors are
analyzed by other means. But a cost index could incorporate the extra
-costs due to gll three factors. T

" Frey,'® Brazer?® and Grubb?' conducted the pioneering economic

* pesearch/work in the area of education cost indices. Recently, ECS

vE

conducted a cost-of-education index study for the Missouri Governor’s

Conference-on Education and developed regional as well as district-

by-district cost-of-education indices.?2 ECS will be refining its work

in Missouri-over the next year. NIE recently has contracted with
" Killalea Associates to do cost-of-education index work as well.

19Donald E. Frey, The Determinants of Teachers' Salartes in New Jersey
(Washington, D. C.: The National Urban Coalition May [976).
Q“Haﬁey Brager, "Adjusting for Differences Amorig School Districts in the
Cost of Educntion Inputs: A Feasibility Report,” Selected Papors—i#
School Finance, 1974 (W
"Education and Welfare, Office of Education, 19751,
1W. Norton Grubb, “Identifying Teacher Supply Functions and Construct-
‘ing.Cost Indic Methodological Explorations with California Unified
School Districts,” Sélected Papers in School Financé, 1975 (Washington,
D. C.: U.S. Department of Health, Education and Welfare, Office of
. Education, 1976). ’ .
22Jay G. Chambers, Allan Odden and Phillip E. Vincent, Cost-of-Education.
‘Indices Among School Districts: An Application to the State of Missouri
{Denver, Colo.: Education Commission of the, States, Deeember 1976,

.-

| .3426

shington, D.C: U.S. Department of Health,
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Algﬁaﬁglithé methodology used to &evefﬁﬁ ééét—aﬁedﬁcgﬁﬁf’indi;es

coming possible for states to develop cost-of-educatign. indices in

" order to compensate school districts for diffgrences in education costs

.. -aBwell as differences in school district wealth, The indices also can be
- uséd for basic school finance analysis to separate thos¢ elements of - |
o expenditure per pupil disparities caused by cost differences from =" -
... ‘those elements caused by differences in local wealth or local choice. -

¥

.. The development and use of cost indices are not, however, without

- political implications. Costs of a given level of e '

. usually higherin urban than in rural areas. With
.. costs in central cities are generally above those in suburban school
. districts. Thus,’given a certaih amount of state aid, the use of a cost-

index funnels relatively more aid into the urban areas, especially -

;- central ‘city school districts; and relatively less aid into the rural-

ducation services are

" areas.?? However, an income Tactor generally will have just the dppo-
site effect. Thus, it may be that the use of cost-of-education indices -

will have to be implemented simultaneously with the use of -an

income factor in a distributional formula to produce an equalization

of cost as well as equalization of property and income wealth’ .«
- ‘ g . . ,> P - - T
< The Impact of School Finance Structares
©  on Minority and Low-Income Students
, - e

The thrust of recent school funding changes has been toward elimi-

in urban areas, the .

" appears complicated-to the layperson, it relies on basic economic. ;
. theory and, utilizes. standard economic techniques. It rapidly is be- -

nating the relationship between property weslth and expenditures .

per pupil. This goal, however, often ‘times is somewhat incompatible
with attempts to focus needed increased education services on low-
income and minority students whé, in many states, are not concen-
trated, in low-property wedlth school districts. While the impact of
‘school-funding structures on minority and low-income students has
been raised by a small group of persons across the country over the
past few years, its importance is far greater thaiithe attention it has
been-given. The specifics of the fssue among the states involve a wide

., variety of problems that merit jgcreased research and analysis.

* ‘The basic concern is how current or reformed school finange struc-
‘tures impagt school districts with concentrations of minorit@and low--

“income children. This problem has received some attention but often

is igriored in most school finance analyses:2s With NIE funding,

however, the.issue will be studied in depth over the next year.n six ‘

states that have enacted recent: school finance reforms — California,

_— s . .=

28ee Jay G.-Chambers, Allan Odden and Phillip E. Vincent, Cost-of-Edu-
cation: Indices Among School Districts. - T i

*¥The National Urban Coalition has funded school finance reform projects
that focus their efforts on-minority issues.in school finance in four states -

Col as and New Jersey. Séé Finan;rv% Facts (June

* Colorado,” California, Te )
19786) for a further description of these projects.

i

o i
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) _éta;é and locally supported public schoqls. In those states that have

I e L=

- Colorado, Miciii;gaﬁiNew Jetsey, NewyMexico and Texas.?s, '

‘One finding that is likely‘to emerge fypm the NIE study.is the dif-
- “ferences in the impact of school finance structures-on urban mjnor-

ities 48 compared with rural minoritiés, as well as-on urban poor
as compared with the rural’poor.’ The fiscal and demographic chat-
acteristics-of urban and rural school districts often are markedly
different. Thus, school finance policies focused on mi
ncome children may have to be esigned on a two-

tiered basis in

.

. attend schools supported entirely by the federal government through
" the Bireau of Indian Affairs, there- is mounting debate over the

ity to state and local policies’that affect JIndian students in

(4

*ho state aid program for capital construction, for example, public
schools on Indiah reser¥ation land face a nearly impossible tagk of
constructing adequate school buildings because they have virtually

* np local property tax base t6 guarantee capital construction bonds.

Johnson-O’Malley program and the lack of state programs for.

Another issue concerns the potential ‘dismantling -of the federal

impact’on Indian students of their schoal finance policies2® .

A'third issue, relating primarily to Black Stéidents, concerns what has
been termed the "underfunding” phenomenon-.in some Southern
states. What appears to be happening is that as white students
withdrawfrom the local public school system, which then becomes
heavily ‘- minority, the local”community refuses to levy tax rates
sufficient to support adequate services in the, predominantly Black

public schools! This problem presently is being researched by various =~

groups, including the Lawyer’s Committee on Civil Rights Under
L4l. The issiie will be given close scrutiny ifi the states of Alabama,
LoBisiana, MissisSippi, North Carolina; South Carolina and Virginia
over the next few years and coifld lead to a 'new round of school
finance litigation., ' : :

" Finally, the emerging numbers of programs, court cases and state

and federaglaws affecting bilingual education must be watched and

1 .

25Robert Briséhetta of the Intercultural Develpgrﬁgnt Research Association -

in San Antonio, Texas, will be the principdl investigator of this study.

- 63ge, for example, M. David Alexander and Richard G. Salmar; "Financing

Indian Education,™Journal of Education Finance, 2 (Summer 1976),

pp.33-45. B
28
24

e

“order to benefit minority and low-income students in both urban and,
,mral’settin‘gg, L ' : - P T

-One minority group that has been'almest ignored thus far, in school
finance. policies is the ‘American Indian. Although many Indians

_and governance of these schodls as well as heightened -

- Waffected by concentrations of Indians, but many other states in the -
Midwest and West ‘must begin to research more thoroughly -the’

inority and low- -,

" replacing those funds. Arizona and New Mexico particularly are . -
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- of its implications for schoo

Enalyzed carefully These pmgrams althﬂugh 1gnnred for- tcm lung, S
require significant increases in funding and, hence, rdise new -
ﬁnanclal ::nﬁs;deratmns at bnth the Etate and. IDCEI lEVElS

In addltlan the extra educatmnal needs of Spanish- sumamed stu-

derits may be different from those of Black students. The fiscal and

“demographic characteristics of school districts with concentrations of

Spanish-surnamed students often are.different from those school
. districts with concentrations of Black students. These differences will
“"have to be scrutinized closely in order to insure that rev1sed school- -
funﬂmg policies benefit all ‘minprity. pgpulatlons '

In s}mrt not Dnly may there be differential impacts béetween some of
the standard forms of school finance reform and fiscal policies bene-
fiting minority and low-income students, but also there may be a
need to develop differential policies to benefit all minority groups and
low-income students in different’ gengrgphmal locations. The impact

. of school-funding mechanisms on minority and low-income students

will continue to be raised by many interested persons, and the
issues involved will become additional cumponents of school finance
reforrn activities in the futu;re . S o

_Public Education and Changlng Demngraphm,
Economic and Pohtmal Patterns ,

' Too often prior to the 1970s, school finance was viewed in isolation .
from the larger public finance sector in which it was imbedded. Al--
- though the perspective of school finance has broadened in the past few
years (now drawing on economists, political scientists, sociologists,
and lawyers.as well as educators), dramatic shifts in the national
‘deniographic and économic scene are producing new strains on
suppott for public schools. New school finance policy makers must
take these broader social movements into account m Furmulﬁtmg
future educahun ﬁnance policies.

The most obvious Qf these social changes is the decline in the bll‘th
rate and the accompanying decline in public school enrollments. The
striking fact of declining enrollments is that the issue was virtually
zunmentioned five years ago. Yet the decrease in the number of
*births that produced the drop in enrollments had taken place years
prior to its mamfestatmn The fact that declining enrollments have
made their impact ini a time of spiraling education costs das well as
recession in the national e nomy necessmates a thorough analysis
Renance

Declining enrﬂllmentg create fiscal, budgetary and managerial
problems at both the state and Im:al levels. Because state aid is
based, in part, on the number of students in a school district, a loss of
‘students can cause a 51gnlﬁcant decrease in_state aid. Since school
districts face time constraints in their ability to trim education costs

as they lose students, the decreaae in state aid often n;curs before -

o
.

25 - - : :
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costs can be reducemhe r'esult isan uﬁplanned ﬁscal -squeeze for the

lucal sehﬂnl dlstrlct

' Dechmng enrollments alsn produce unaﬁtlmpated administrative
_ uncertainty in local school districts, since local adrmm.st:rat‘.t:u“si for
‘the most part, have been trained for a period of rapid increase in

demand for education services and often lack the managerial and
budgetary skills for decremental planning. Finally, the results of

-+ affirmativeé-action programs, implemented quite recently, often are

eroded in deglmmg enrollment districts because teacher seniority
laws, requiring a last-hired, first-fired procedure, force minorities

7 and women out of recently acquired upper-level staff positions. -

) Pﬂlley researgh onthe issuesrelated todeclining enrollments and the
development of alternative policies directed at the problem are just
-under way. Iowa and Illinois have just cumpleted descriptive studies

of the phenomenon in their states.2” ECS conduct&d a similar study of
the fiscal effects of declining enrollments in four additional states —

Missouri, Mi higan, South Dakota and Washington.?® Reports from

- additional declining enrollment studles should be available in

1977.22 = : _ R

A few state pghmes address problems created by de;‘lmmg enroll-:

ments. Most of these focus on the way pupils are counted in the aid
formula. Usually the average pupil count of the previous three years

" ora pupil count that discounts a proportion, usually 50 percent, of the
* number of lost puplls is used. anesata; however, has implemented -

programs that compensate rapidly growing school districts for hlrmg '

experienced and thus high-cost teachers that have been let go in a

"declining enrollment district. But the characteristics of the problems

created by the declining student population are far from being well
known the pallcy work on the issue w111 l::e a task facing numerous

An aspect of declmmg enrollments is its impact ori many of the
nation’s large central cities. These school districts, already wealthy -

when measured by assessed valuation per;pupil, lmjl{ even wealthier
on thls standard measure of wealth.when the number of pupils

2"’Jl;)l‘ll’l J Callahan William H. Wilken, et al., A& Assessment of the Ta.t and

Expenditure Equity of Inwa’s School Fmame System (Washington; D.C.:
National Council of State Legislatures, Febru.ary 1976); and . G. Alan

chkﬁjd et al Erzmllment C‘fmnge and Edutal‘lﬂnt‘il F’ersannel C‘hange

gaAllan Ddden and Ph;lllp Vm;ent The Ptsral [mpmzs af Declmmg
Enrollmenés: A-Study of D ,Immg Enrollments in Four States: Missourl,
‘Michigan, South Dakota nd Washington (Denver, Colo.: Education
. Commission of the States, Recember 1976).

26 30°
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7 declma The pmblern is that slmultanenusly with this phenomenun,‘

many of these core cities are becoming increasingly burdened by
rising numbers of students with high-cost special education needsas =~

~ well as a stagnant or, declinjng total fax base. Thus, often tithes

school finance policies can doubly dlsadvantage central f;xty sechool _

" -districts that are expenencmg declmes in thexr publm schcml enroll-

ments

pled ‘with dechmnﬁ enrollments have bean three other fon:es .
f ee' mg pﬂhtleal support fﬂi‘ schnol finance reform: rising costs of all

el recession that has left state and local
ind apparent declines in student test
scores, Imaddition, and perhaps even more 1mportant is the increase
in proportion of older perséns in -the nation’s population and the
higher demands for services to meet their needs, including health
-care, expanded old-age assistance programs and lifelong learning
opportunities. These events justifiably have combined to produce
demand for more education accountability and increased education
productivity. In many states, 1eg151 ors have résponded by imposing
a variety of expenditure controls, t, X I ste limits and state aui capson
Im:al school districts.3® o .

‘ Whrle some of these Iarger natlonal evenjs may have been partlally

misinterpreted — for example, National i%sessment of Educational
ngress test results shcw stable test scorgs fcr Junior high studeuts

events unfold therefnre educatmn f’mance pcllcy makers mustagsm
broaden their policy views and formulate reasonable finance policies
that will continue to receive need g)pahtlcal suppart even asshiftsin
national pn:lltu:al cnnﬁguratmns aré occurring. A -

-

Federal involvement in supporting public educgtmn in the Umted

. States peaked in the mid-60s with the passage of the Elementary and" .. .

Secgndary Educatmn Act nf 1965 Smce that time, it has been the .

In partleulag, it has been state action that has pmduced the large

" ‘number of school finance reforms during the last five years and it has

been state funds that have supported the vast increase in speclal

05ee, for Example Dale Cattanach, R bert Land and Llnyd Hnnper Ta;:
and Expenditure Controls: The P of Schaol Finance Reform,” in.
School Finance Reform: A Legislators’ Handbook, ed. John J. Callahan and
William H. Wilken, pp. 60-72. .

M National Assessment of Educatmnal Progress, E’E(tdmg in America: A
Perspective on Two Assessments (Denver, Colo.: qu:atmn Commission of
the States, October 1976). 3 1 .

27 . -
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"education services.? Nevertheless, the federal government continues
to play an important.role in financing selected important education ,

&

The structure of many federal aid programs for education and their =~

expanding rules, regulations and reporting requirements are coming
under mounting criticism from state-level policy makers, however.
Federal impact.aid under Public Law 874 provides one cleacexample.
The objective of this’program is to compensate local school districts
for increases in its pupil population and expenditures that accompany
the installation of a major federal facility as well as for losses in the -

. local pfoperty tax base that may result from the exemption of federal

. property from local and state taxation. Over 4 decade ago when the -
impact aid program was developed and when state equalization aid
programs were in their infancy, these federal objectives helped main-

_tain equity in state/local school finance structires. But fully imple-

mented state equalization aid programs also compensate local school
districts for low property wealth' per pupil. Thus, for the sp/ates that.
have adequate state equalization programs, federal impact aid cap
-become a major disequalizing element in the system by constituting

" a “windfall gain” for some school districts. Although this issue has

been paftially recognized by the Congress; ?° the lag in changing the
impact aid regulations and- allocation mechanisms is hard to
justify.3® : : )

Another example of the intergovernmental frictions'that have
emerged in overlapping state and federal aid programs is the federal
compensatory education program, Title I of the Elementary and
Secondary Education Act of 1965; and state programs of compen-
satory education. Requirements for targeting Title I funds as well as
‘comparability requirements for schools within a school district often
create situations that disqualify schools from state funds if the fed-

" eral Title 1 funds are accepted ard vice versa, In some states, the

contradictory regulations can injec: disequalizing elements into the
‘total aid-allocation system. Whil: some of these unnecessary frictions

“have been eliminated with the publication of revised Title I regula--

tions, numerous frictions remain unresolved.

Perhaps the most intense controversy now brewing converns the new |
Y I : T8 . B i

azWilliam H. Wilken and David Porter; State Aid for Special Education:
Who Benefits? . ’ - ' '

337jtle III, Sections 304 and 305, of Public Law 93-380, the Education
Amendments of 1974, amends Section 5(d)}2) of Public Law 81-874 to
sllow for the deduction of impact aid, under certain circumstances, in
. caleulatirig state equalization aid. - . E .-

a4See John J, Callahan, William ‘H. Wilken, et al., Impact Aid and Basic
State School Finance Programs: Can They Be Made More Compatible?
(Washington, D.G.: National Conference of State Legislatures, 1976) for

- a discussion of ways to.integrate the objectives of federal impact aid and’

state equalization programs. 5
. ¥
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- . federal Education for All Handicapped Children E&ﬁ!iuh Act,P.L.

* 94-142, passed by the Congress in 1975. This bill creates a right toan . -

o adequate education for all children in a state, regardless of handicap.
Currently, the bill also funnels a great portion of the federal aid
directly to local school districts, bypassing the state and ignoring the

" wealth of local school districts as well as the receipt of stAte funds for )
- special education. Hi the numerous states that have implemented and -
funded comprehensive special education programs, the new federal . -

-+ 7= _bill threatens to undermine the adequacy as well as the equity of the
». - state-initiated systems. Other states without fully implemented state
. ‘programs are postponing state efforts until the rules, regulations and

: gal'ajd allocation systems of this new federal bill are determined.

The general issue that pervades these examples is the federal govern-
. ment’s development of ‘education policies that are not coordinated
© © . ‘withsimilar state programs. Although it may have been true in the
- pastthat federal programs were developed to address education prob--

* lems ignored by the states, the prominence of the states in.pushing

"the frontiers of education policy over the past decade requires a
reevaluation of the federal process of education policy enactment. It
is not an insurmouritable task to coordinate the development of com-

. plementary state and federal education programs, but it will require

initiative on the part of the states and recognition of viable-and valid
state interests on the part of the federal government. This cooperation
in the creation of education policy is probably the most significant

new element in federal education finance policy that may occurinthe -

* latter half of the 1970s.

In'this light, national attention will be focused on the results of the
states’ use of federal Section 842 funds, which are now available to
states for the development of state equalization aid programs for-
public elementary and secondary schools. Rather than enacting a fed-
- eral general aidprogram for education, the Congress decided that at
*  this point the most appropriate federal role with respect to general
education suppoft was to help sponsor the policy research needed to
“develop enhanced state equalization structures.?s As the uses made
of these funds become known over the next few years. further evi-
dence of the efficacy of making federal funds available to state
departments of education for the coordination of applied education
policy research will be produced. ’

Colléctive Bargainiﬁg

Activity on collective bargaining issues has occurred*mainly on the

¥In Financing Schools and Property Tax Relief — A State Responsibility’
(Washington, D.C.: Advisory Commission on Intergovernmental Rela-
tions, January 1973), the ACIR concluded that states had the constitu-
tional responsibility and fiscal resources to solve the problems ofequalizing
education finance, . '

)
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_political front.?8 But the financial implications of the existence of

- collective bargaining is an issue that merits close scrutiny. Earlier
fesearch’indicated that collective bargaining has a minimal influence

. on edugation costs, specifically teacher salaries. More recent research

" hasutilized a different methodology, with the teacherand not thedis-.

.- trict as the whit of analysis, and with intra:state regional as well as

5

~cgn-increase teacher salary-levels by up.to 15 percent.” The inter-
relationships that may exist between collective bargaining laws and -

school finance structures is-also anissue that merits attentionand in - -~

1977 ‘will ‘be the topic of at least preliminary investigation by
Anthony Cresswell at Northwestern University. Collective bar- -
\gaining and its implications for school finance policy is another major

B policyissue that isbeingraised in state legislative halls and for which

answers based on substantive investigation will be needed over-the
next few years. . : 7
*. School Finance and State/Local Tax Policy

Perhaps the fngisﬁ: igﬁoégd aspect of school finance is its relationship

.~ to'state and Jocal tax policies. Although recognition of the inextric-
".-able link between school finance policy and state/local tax mech-
‘@isms has always been acknowledged, substantive attention has
. been focused almost exclusively on the distribution rather than the
collection side. This tend may be changing, however, if the recent

Vermont stugy?® areany indication. All include analysis of state and
local tax policies as"an integral part of the overall school finance

study. Finally, it seemslikely that many states will utilize the federa) | .

842 funds to conduct tax jolicy analysis and develop alternative state
and local tax policy ,opg;; ns as well.4°

~ * .. ‘school finance studies conducted by NCSL and ECS* and the new

39For a destription of theéqél ective bargaining laws for education among the
states see Doris Ross, 76 Update: Collective Bargaining in Education (Den-
ver, Colo:: Educatiort Gommis
" %1See Jay G. Chambers,“The Impact of Bargaining on the Earnings of
Teachers: A-Report ajéCalifpmia and Missouri,” a paper presented to the
U.K.-U.8. Conference g
ber 1976. E
38A11an Odden and PhiHip E. Vincent, et al., Analysis of the School Finance
and ‘Tax Structure. af Missouri, Chapter 4; Allan Odden and Phillip E.
Vincent, Report of#lie Task Force on School Finance of the South Dakotd
State Board of E'ducation (Denver, Colo.: Education Commission of the
‘States, 1976), Chapter 3; and John Callahsn and William H. Wilken, et al,,
An Assessment of the Tax and Expenditure Equity of lowa’s School
Finance System, Chapter 2. . : ~
™\ . 39The Education Policy Research Institute of the Educational Testing Ser-
vice is conducting a tax and school finance analysis for the Vermont State
Department of Education.. . : ’ : _
49 nitial indications are that some states — for example, Florida, Montana, -
Minnesota and California — may apportion'some part of their 842 funds to
investigate tax igsues. 3 l .
. ; QA4

a
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'regresswlty of the property tax in the low-i
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One mmor 1ssue cm the tax side is the equity of the structure of stat.e
and local taxes, i‘e., the burden by income class., At issue here is the’

degree of regresslv;t.y orprogressivity of each state and local tax used
to support publie schools as well as the burden of the combined tax

system used for education funding. Although most state and local tax
structures are regressive overall?! (the progressivity of a stdte income

tax being offset by the regressivity of nearly all consumption taxes),

: “the hottest ‘debate in tax burden ‘analysis concerns the commnnly'
.accepted regressivity of the property tax.4? Some new public finance

scholars are making theorétical claims of progressivity for this tax,
but some recent empirical research has documented the persistent
1come ranges under all
economic theories.# Although school finahce structures can achieve

.‘équity on the expend;ture side wholly apart from any taxpayer

equity, the fairness of the burden of the tax structure supportmg

" public schools is a legitimate issue that will be ralsed with increasing - '
errvor over the next few years. : :

Glusely allgned with the equity of a stateand local tax structure for
education is the elasticity or revenue~prcduc1ng potential of the

fstructure Regressive tax structures usually are inelastic as well.
That is, for every one- percent increase in personal income there is less

than a one-percent increase in state or local tax revenues. More
elastic revenue structures generally are more progressive.45

"+ Inthis light, the lmpﬂrtamze of a diversified state tax structure can-

not be overstated. In general, those states that utilize all major state
taxes, including income as well as sales taxes, have had greater fiscal

- flexibility in funding education finance reforms. The debate{n New

Jersey centered more on the lack of a state mcnme tax than on dis-

) 41Donald Phares Stﬁte Lacul Ta.r Eqmty (Lexmgtun Mass.; D.C. Heath and

Co.; 1973).

_“Fur the classical dlSL‘
~Dick Netzer; The Ecanor
" Brookings Institution, 1966).

on of the regessivity of the prnperty Eax see

- 438ee Henry Aaron, Who Pays the F'mperty Tax? (Washmgt@n D.C.: The ‘
Brookings IﬁEtltutlDﬁ 1975) and Peter Mieszkowski, “The PrupertyTax An’
Excise Tax or a Prnﬁt5 Tax?" Journal of Public Economics, 1 (April . .

1972), pp. 73-96.
#4Allan Odden and Phillip E. Vincent, The Regressivity of the Property Tax:
The Incidence of the Pmpgrt}f Tax . Under Alternative Assumptions of
Ineidence in Four States = Connecticut, Minnesota, Missouri and South

" Dakota {Denver, Colo.: The Education Commission of the States, December

1976); see also Dick Netzer, "The Incidence of the Property Tax Rews;ted
National Tax Journal, XXVI (December 1973), pp. 515-386. i

135ee Allan Odden and Phillip E. Vincent, Analysis of the School Financeand
Tax Structure of Missouri, Chapter -4, and Allan Odden and Phillip E.
Vincent, Report of the Task Force on Si‘haﬂl Finance of the South Dakota
Sz‘aze Btmrd af Educutmn C‘hapter 3 ﬁjt‘ addltmnal dlscusglnn uf the

_ -1ts revgnue pntenmal - -
o . 35,
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- agreements aver. ELhDDl finance equalization goals. Similarly, the

slow movéments/toward significant and fully funded school finance
reforms in Connecticut, South Dakota and Washington are a result

- primarily of the lack of state income taxes and, thus, the lack of state

funds to finance a reform effort.

-

At the local level there are numerous propefty tax “issues that

" impinge on school finance reform efforts. As one looks back ori the
“school finance reforms of the 1970s, one cannot overlook the impor-

tance of property tax relief as an important element, if not the most
important element, of the reforms in many states. Arizona, Colorado, -
Kansas and Minnesota are just a few of the states that made property
tax relief a central element of their total school finance reform
packages. o : : '

While such a general property tax reduction may be-a hecessary
political component of a successful school finance reform effort, there
are policy issues imbedded in such'changes that need morestudy. For
example, the impact of uniform property tax rollbacks financed by
increases in state income taxes needs to be analyzéd by income class

" as well as by income source: In South Dakota, for instance, prelim-

inary.evidence suggests that such a reform would be a net benefit to -
middle-income farmers but a net loss to middle-income wage earners

*in urban areas.*® Since tax relief is often one component of school

finance reform, further investigation of the effects of various tax

reforms needs to be conducted to insure equity on the tax reform side
as well as the school finance reform side.%”

In addition to oyerall property tax relief, however, there also has been
interest:-in expansion of state-financed “circuit breaker” programs of
property tax relief that funnel tax relief to low-income persons
experiencing property- tax overburdens.*® Michigan, Minnestoa,

Oregon, Vérmont and Wisconsin are examples of states that have

adopted circuit breaker ]imgrams of property tax relief that benefit
all low-income persons, regardless of age. These programs are the
most effective and efficient mechanisms for reducing the regressive

* 4

48A1lan Odden and Phillip E. Vincent, Report of the Task Force on School

 Firiance of the South Dakota State Board of Education,’'pp: 72-74.

1TFor additional evidence of the effects of state financing of property tax
reduction gee William Qakland; “Incidence and Other Fiscal Impacts of
State Assumption of Education Costs: Baltimore,” National Tax Journal,
XXIX (March 1976), pp. 73-85; L..Kenneth Hubbell and Gerald W. Olson,
“Alternative Methods for Funding Property Tax Financial Services: '
Kansas City,” National Tax Journal, AXIX (March 1976) pp: 86-94.

" 48For a summary of state-financed circuit breaker programs of property

tax relief, see Propérty Tax Circuit-Breakers: Current Status and Policy
Issues (Washington, D.C.: Advisory Commission orn Intergovernmental
Relations, February 1975). 36 oo
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- property tax burden placed on low-income households,

- 'The assessment . of property, however, is perhaps the ‘most per- .

_ plexing policy issue surrounding-the property tax. ‘Praperty in most
- states is still assessed at levels below legal or constitutional require-

' ments and inequitable differential assessments still abound both

' .among and within classes of property. Currently, both Massachu- -

‘New York State are under court mandate to bring assess-

ments of ‘property in all Jurisdictions up to the required level of 100

- percent of market value, In the West, where the state role in property

tax assessment has traditionally been low, heated debates are

occurring over assessments and acceptable ways to “equalize” loeally’
reported assessed valuations’ for use in a state aid equalization
" program. Colorado, Missouri, Oklahoma and Texas are examples:of

- such states now embroiled in assessment reform debates. -

L4

‘What may be the most troublesome aspect of property tax policies,
especially as related to school funding, is the rising value of residen-
tial property across the country and the concomitant higher: local
‘Property taxes. There are many spin-off aspects to this phenomenon,
First, residential property appears to be increasing in value at a pace
that exceeds that of nonresidential property. Thus, the property tax

bite for homeowners is accelerating at a rate in substantial excess of
that for all other property owners. Second, with improved assessment

procedures, especially the use of computers in-annual reassessments
as is done in California, increases in assessed values of residential
property can exceed even the market value increases. This is occur-
ring in part because residential property in mow{ states traditionally
hasbeen underassessed and dramatically improved assessment prac-

tices are eliminating this de facto form of tax shelter. In this same

vein, the court-mandated increases in assessment levels in Massa-
chusetts and New York probably will produce substantial shifts in the
property tax burden from nonresidential to residential property.

VI’Q short, while extralegal administrative assessment practices have

made housing investment a de facto tax shelter for middle-income

k familieg in the past, new assessment procedures, court mandates and
the market for homes is now breaking up this shelter and in so doing

Dthicing emerging resistance on the part of many middle-income
families to property.tax increases, most of the revenue from which
goes to school funding. The point here is not to Jjustify past practice;
the point simply is that a confluence of forces geems now to be pro-
ducing significant negative reactions on the part of that segment of
taxpayers whose support for increased school funding is absolutely

necessary. This political fact must be kept well in mind as states

W, Norton Grubb and E. Gareth Hoachlander, "Optimal Circyit Breaker
Schedules and Their Application in California,” mimeographed (Berkeley,
Calif.: University of California, September 1974). See also Mark Bendick,
“Designing Circuit Breaker Property Tax Relief,"” National Tax Journal,
XXVII (March 1974), pp. 19-28. 9 7 - : o
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‘, ' énéet ;schnﬂl‘ funding and state/local tax changes that require -
-+ - . increases in dollars for schools. - A - -

A final tax issue that has not been explored in the past but is a legiti-
mate new concern is the net benefits of taxes and expenditures for
‘schools on an income-class basis. In economic terms, this kind of - )
“analysis would indicate the income redistributive effect of the enitire - - =
set of taxing and spending policies for public elementary 4nd second- E
ary education.. As theredistributive aspects of all public financed ser-
 vices become of greater interest, the redistributive impact of the edu-
- cation sector will be a major component of such inquiry® “ " .

7.

While there are numerous other tax policies related to public school -
_ finance, the above are highlights of some of the major issues that -

join tax and school-funding policies and that need to ‘be included on
comprehensive school finance reform Jp‘(ﬂif:y issue-agendas.-

N

- Strengthening State Analytic Capabilities ~ ~ ‘_
Although much of'the impetus for school finance reform in the 1970s
has come from persons and-jinstitutions not: formally. a part of state .
‘government, insufficient attention has been given to'increasing the’
analytic and policy development capabilities of state professiondl .
staff. This'is not fo say that talent andgxpertise does not existamong ... -
iag ta Yagislature? ?qr departments of education.
v—ﬁ}#‘*}f feform programs withnoout.
7S a neeg to devote more time and
Fyticcapasttities to help states to
ir ewn initiatives.

sfunds to énhanci sta et
be able to deyeTdp-

ftic capabilities is the development of
shool finance simulation modéls. The * -
vast majority of ti{fE Sates that have enacted feforms, agwellasof * |~
Sedstates that Willhpe atTe pting to enact reforms during 1977, .
xétve relied heavily 6n schoolfinance simulations for the development -
.~ - of policy alternativés as well as the final packfges that have been or .
will be enacted. Often, these simuidtiens have been developed by out- {
_ side consultants. California, Flo #&nd [Kansas, however, are .
examples of states that have develd hejr own education finance
 computer simulations. . . ... .4 -

" One critical aspe®
“state computer sj

a 8

One outcome of the federal Section. 842:
ening of school finance analytic capgabi]
sionalstaff. Although the magnitude 9 dskE to |
use of Section 842 dollars may require S%Dﬁ%ﬁgﬁihg in most states,
one underlying objective should be/fhe tdgining of state staff to per-

-

$0For, an"example of this kind of sthdy, see Williain Riggin, “Incidenge of o
Taxes and Expenditures for Public Lowgr Education” {Unpublished Ph.D.
dissertation, C_Dlpmbia,u?ivg-rsi . 1;37’. IR = i
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_farm the kmds of wnrk that now must be dane by outsdécunsultants; o
_This kind of training should include both the analytic wnrk of char-
_acterizing and describing the schoolfinance pi-nblem issuesaswellas .

the development of computer software programs tosimiilate a varlety ‘

i uf policy alterﬁatlveg that could be enacted to solve the problems 0

e nf' the concerns of boﬁh schaol finance sghplars and
the staff of staté-based organizations like the NCSL or ECS that pro- - -

" vide technital assistance on school finance matters shuuld be the

transfer of their knowledge and expertise to the state persons with,

‘whom they are warkmg If equity in school finance is to be assured -

overthe long run, persons in the states with the prime I‘ESpDﬂElblllt}' -
for analyzing as well as designing and implementing the funding -

e structure must be equxpped fully w;th the substantlve snd techmcal

Loy
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- system mcludlng the state’ s, tax stmcture

-Alabamﬂ. The statg supenntendgntaf publicihs

ing an’equalization stu‘dy with: federal- Section 842 funds that will

4]

investigate the adequacy and equity of the présent educa-tlﬂn ﬁnance L

-Alaska. The Center for Northern Educatmﬂal Research at the Urn—

versity of Alaska and the departmenit of education currently are

studylng the eﬂuc‘atmn systern of the state ‘They have t:anducted

- amtmg schnnl'dlstrlcts

T

e

Anznna. The state has completed a study of declining enrallment

. IEEUEE and Expegts leglslatmn to be developed from ‘this study

o A:kansas The gnvemcﬁ" has Eubmltted a prupusal to revarnp the

claﬂse seta base year to freeze the fDundatmn level and redistribute

addltmnal funds from high- wealth to low- wealth districts. The

‘governor also has proposed that new sources ome be develc\ped

_for financing schools. A court casé, Alma Sch@gl District. No: 30 v.

Dupree, was filed in January 1977 on fiscal neutrallty grmmds

ﬁndmg in the Serrano case that the system uf Schcml ﬁnam‘:e was in

. -, ;violation of the state constitution’s equal protection clause; the state
"legislature has. unti] 1980 to enact a funding structure that will

eliminate the relationship between educational opportunity and

focal school district wealth. With federal 842 funds, research may be

conducted bn cost-of-education differences, alternative measures of *
échéijl district wealth aﬁd Educaticn tax burdens

- Cﬂlarada. The 1973 reform of’ﬁcmlly expires-in 1977 and must be :

_renewed and/or changed. The 1973 reform guaranteed $31.92 per

pupil per mill in 1976.:The assessment of property-is'as much the .

focus of attention in.Colorado as the particular structure of school
financing. School finance has been placed as.a top-priority item for
the 1977 sessmn by most of the newly elected Ieglslatwe leadership.

- Carmec‘:tmut T’he only state 4n the cuuntry now awaitmg a’state

supreme court school finance decision is Connecticut. In December

- 1974 a district court in the Horfon case found the flat-grant school

aidsystem to be unconstitutional-on equal protection grounds. The

4.

o8 s
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legislature enacted 3 new school aid fotmula 'in early 1975 but

- funded it at a low level..If the stdate supremé court upholds the

Horton decision, Connecticut’s struggle may center more on the way

‘in which the state raises revenues than on the.way the new formula

~ distributes the &id. The state department of educatién recently

has contracted with the Education Policy Research Institute (EPRI)
of ETS to conduct a school finance study and tiain department

- personnel-inr the use of EPRI school finance simulation model.

X

public,instruction together with economists at the University of
Delaware are conducting an equalization study under federal Seetion

ana the 71:0111;1

tion of the property tax base.in‘the state school

5
L

Florida. The department of education _ha‘é pmpgséd modifications to

the present school finahce system, including increasing the required

iiﬂcalreﬁart to 6.4 mills‘and increasing the foundation level to $817 per

* weighted full-time equivalént student. Proposed legislation would
.appropriate $30 million for the state compensatory education pro-

gram. The state education agency is using Section 842 funds to study
state education tax issues, education governance, the impacts of the
state's current distribution program and updating of the Florida

school finance simulation.

: Génrg‘ia_ In 1975 the Adequate Program of Education in Georgia,

which included a district power-equalizing formula, was-passed but
funding was not provided. A court case; Thomas v. Stewart, .alleges
that the new school financé program, because of_the absence of
funding for the district power-equalizing sections, is in- violation of
the state constitution. It is anticipated that funding may be provided
for the district power-équalizing section aftérrthe case goes to trial.

‘ Hawaii. Itis unlikely that the state's unique school finance‘system

will receive special attention this year. .

Idaho. A number of bllls are éxpected to be ilfgoduced on different
methods for distributing state education aid. Major reform measures
do not have much legilative support at this time. The state depart-

_ment of education is currently workifig on a Section 842 proposal to
- fund a major school finance study.” A court case may be filed by the

Idaho Congress of Parents and Teachers agaifist the school finance
formula, using a litigation strategy showing that educational oppor-

tunity is less in low-wealth, Iow-spending school districts. o

- Illinois. It is not likely that Illinois will.havé any major school

finance legislation proposed this year due to the shortage of funds
available. There may be some legislation to change the funding laws

41
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" Delaware It is possible that the néw governor may propose major =~
changes in the state’s school finance systém. The superintendent of

. Included in the study are the economic effects of income. -~

e
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already-on the books, but no details are availableat this time. Studies

. of declining enroliments, cost-of-education differences, education tax

burdens and pupil-weighting programs are being conducted with
federal 842 funds. N ' '
Indiana. Several bills have been proposed that will increase funding
for schools. The federal government has approved a study that will be
funded with 842 funds. Completion date of the study will be in the fall
of 1978. ’

i =

. Jlowa. Legislaﬁaﬁ that would reorganize the 449 school districts will

_be examined. The department of public instruction is conducting a

two-year study of the entire school financing system with federal 842
funds. . :

Kansas. On December 20, 1976, a new court ‘case was filed by a
number of school districts on the Kansas/Missouri border against the
state of Kansas. The suit challenges the use of taxable income in the
education formula, claiming double taxation (Kansas and Missouri)
for persons living in Kansas but working in Missouri. The Knowles v:
Kansas case, challenging the use of assessment-sales ratios to adjust
local assessed values of property, is still on appeal. Study is being
given to possible equalization formulas for many categorical pro-
grams. X : :

Kentucky. The legislature will not meet in 1977. Two school
finance studies will be conducted. The first, conducted by the depart-

‘ment of education with 842 funding; will analyze the extent of

equalization of the state’s elementary and secondary financing
structure. A second, being implemented through the governor's
office, is a study of the finance and education program of the state’s

entire education structure, from kindergarten through higher educa-

- tion. Thisis one of the first education finance studies in the country to

analyzeelementary/secondary and postsecondary financeasa whole.
Louisiana. A study is being conducted by the Committee to Reform
‘Education in Louisiana on teacher education and certification: Plans
for the state board to develop a master plan for education were
cancelled. A court case, George Horne and Jefferson Parrish School

‘Board v. Louisiana State Board of Elementary and Secondary Educa-

tion, challénging the stdte’s equalization assessment practices, has
been filed. - .

Maine. Legislation that will shift the method of financing school
construction with the uniform property taxtoa sliding-scale funding
approach with reimbursement units on the basis of valuation per
pupil will be proposed. The Legislative Council of the State of Maine

on behalf of the Joint Select Committee on Property Tdx Valuation
was awarded a grant from the Ford Foundation to analyze the state’s

, S 42
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tions for chsnges in bnth the procedures and admlnlstratjvs stru\:—
tures for the assessment of real property. Boothbay v. Longley, a court
case that challenged the School Finance Act of 1975, which imposed
a statewide property tax with a regapture provision, is still pending.

-A decision is expected in late sprm;ﬂ of 1977,

Msryland Lsglslstmn will be mtmduz:ed to revise the state aid
program for special éducation. The proposals are based on'a school
finance study by the National Conference of State Legislatures.
Major legislation restructuring the state’s financing structure. for
elementary and secondary sducstmn also may be introduced.

Msssasnusetts. The board of sdu;stinn will be submlttmg a pro-
posal to the legislature that the state adopt an squsllgstlon founda-
tion formula to be phased in over four years. Included in this bill
would be a save harmless provision and a weighting system for dif-
ferent programs. Proposed legislation in anticipation of munmpal

“bankruptey in Boston will also be introduced this session. One bill in -

this area will be to repeal fiscal autonomy for local school districts.
The department of education, in conjunction with the department of-
finance, is conducting a comprehensive equalization study with,
federal 842 funds lncludmg the following topics: (1) historical trends
of school finance in the state, (2) examination of the general state aid
formula and its impacts, (3) declmmg enrollment, (4) special educa-
tion with a specific focus on state aid for special education, (5) pro-
perty tax burdens, (6) school transportation and (7) dlternstlvs ways
to measureé local fiscal ability. The gnvsrr’mr s office also may initiate
a schnol finance study. -

bill that wnuld CDmhmE a we1ghted pupll pmgrsm with the- gsnsral _
aid formula. A legislative study investigating expenditure per pupil -
differences by-geographical region and school district pupil size has
just been completed.

Minrisssts. With federal 842 monies various school finance policy
issues will be analyzed, including additional policies related to
d’echnmg school snrullmsnts and school distriet consolidstion.

Mississippi A bill may be introduced requiring cm‘npulsﬂry
attendance in the schools. The state department of education is con-

- ducting a sr:hnul finance equalization study funded with both federal

842 dollars and state muncy

- &
Missouri.. The legislature will hg congidering the school finance
.;unfsn:ngs on E‘dugstmn
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foundation program with a guaranteed tax base for those districts
deciding to spend above the foundation level. The new program would
require an additional $200 million in state aid, bringing total state
aid to over $600 million. The new governor has $48.1 million addi-

" tional state aid budgeted tofund a school finance reform. With federal
* funds from Section 842, further study of an income factor, pupil

weightings for special educatmp finance and refinement of district-
by-district cost-of-education indices will be completed sometime in
19717..

Mantana. New legislation is Expected for ihcreasing the state role

_in supplying transportation services. The state departmer Ef'educrr
- tion will conduct an equalization 5tudy, funded with ral 842

dollars; issues for the study will be selected after the 1977 legisla-
tive session. One or two court cases are expected to be filed regarding
the state's property assessment practm?s

Nebraska. A bill is expected to be proposed to replace the property
tax with a state-wide income tax to finance schools, but there may be
insufficient leglslatwe support for passage. The state depat‘tment of

- education will be conducting an equalization study funded with
- federal 842 funds.

Nevada. The state department of education will be proposing to the

state legislature a bill to increase the budget for public education.
o !

New Hampshire. Major reform legislation is not expected. A Ford

Foundation grant to the University of New HBmthII‘E w1ll help

establish a school finance study center.

New Jersey. The 1975 school finance reform will be implemented
with:the funds from the new ‘income tax. The results of the new
program will be analyzed later in 1977 to determine whether it
produced a thuml,%gh and efficient school system as required by the
constltutmn ,

state tefld% tfj enact such Lhanges durmg even- numbered years A
major study.on capital outlay is being conducted and one anticipated
result is a proposal to enact a more equitable formula for capital
outlay. This study will suggest reform recommendations for the 1978
legislative session. .

New York. Changesin schc:ml finance may be expected in 1977. The
challenge in New York may be-how todesign anequitable mechanism
for reducing state aid for public sehools as well as for putting a rein on
cost increases in public education at the local level. The governor’s
budget message includes both such elements for the 1977-78 school
year. The trial in the Levittown court case, in which many poor
suburban districts claim a state canstltutmnal violation because of

praperty wealth-related expenditure disparities, is CDmmg toan end.

44
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financed with federal 842 funds. -

Five of the state's largest cities inté’rvenéd‘ in the Levittown case
claiming the current education aid formula disadvantages urban
areas. A lower court decision is expected in 1977. :

North Carolina. Comprehensive school finance reform legislation

will be developed for the 1979 legislative session as a result of a major
school finance study to be conducted under federal 842 funds,

Nﬁl‘th DaKkota. Two long-term studies are still in process, one.on
Indian education and the other on accountability. From the results of

‘the latter study, legislation will be introduced to improve the educa-
tion management information system. There will also be a proposal * °

to increase the state appropriation to $185 million from $153 million.
The staté is also in the process of designing a major study to be

Ohio. Thestate department of education has circulated a request for

proposals to establish a school finance equalization study center with

federal 842 funds. The Cincinnati court case has not vetbeendecided,

but a decision is expected in 1977. The legislature may introduce:
legislation to add an income factor to the school aid formula.

Oklahoma. .The state department of education will be imple-
menting a comprehensive school finance study with federal 842
financing. One reform proposal being discussed would produce a full-
state-assumption school-funding system financed by a 2 cent increase
in the statc’s sales tax. : :

Oregon. The Legislative Revenue Office will be énnduc—ting an
equalization study of the school finance program with federal 842
monies. The study has three specific objectives: (1) to determine
alternative measures of wealth for school districts, (2) to review the

-student-weighting measurement for distributing school funds and (3)

to improve the existing computer simulation model,

Pennsylvania. A proposal will be submitted to the legislature for
the adoption of a guaranteed tax base formula, with the sparsity and

.density components of the present school aid formula being replaced
-with a tax overburden aid program. The new proposal would restruc-

ture tHe poverty measure now used in aid alloations by using cur-
rent aid to families with dependent childgen (AFDC) figures
combined with 1970 U.S. Census figures. The proposat alsoincludes a
pupil-weighting system for special education, thus including special
education in the general ‘funding formula instead of a categorical-
program. v - .

Rhode Island. For the last two years, the board of regents hhs
proposed statewide funding of public schools; it is anticipated th

they will propose a similar bill this year. The department of educa-

‘tion is conducting an on-going study of alternative methods of
financing elementary and secondary education. )
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South Carolina. It is likely that legislation that was préesented to
the legislature last year on school finance reform will be presented
again this year for passage. The bill would revise the foundation plan
by increasing the foundation guarantee and adding a weighted-pupil -
system with a minimum required tax effort. The foundation’ plan
would be phased in over a five-year period. e

South Dakota. Federal Section 842 funds have been used to further
school finance reform’efforts. A task force has completed a major
study of both school finance and state/local tax policy. The recom-
mended school finance changes include the adoption of a founda-

tion equalization aid program with a guaranteed tax base add-on
and extra pupil weightings for’ special education, declining enroll-
ments, small school size and sparsity. The' governor has backed
the proposed reform and the chances are good that the reform bill will
be enacted. s '

Tennessee. The first major study of school finance in many years
was conducted during 1976. The reform,package suggested by that
study includes a high-level foundation equalfzation aid program with
pupil weightings for special education and the replacement of an old
economic index with assessed valuation of property as the measure of '

school district wealth. The proposed réfarms have strong legislative

backing and an excellent chance of being passed. . :

Texas. An interim legislative committee has approved a plan to
establish a 'single appraisal office for each county, replacing the
several that currently certify widely yarying assessed value figures
for the same sets of property. The governor recently has proposed that
the state assume 90 percent of the cost of the state’s current founda-
tion program. It is likely that important education finance changes

will be debated by the 1977 legislature.

Utah. The following changes will be proposed for the ‘%chool finance
formula during the legislative session: (1) vocational education to be
distributed by different pupil weightings, (2) money for reduction of
class size to no more than 30 children per classroom to be included in
the formula, (3) the amount for small schools to be changed from
$425 to $650 per pupil and (4) the amount of state money for capital
outlay to be increased significantly. : ’
Vermont. The EPRI has finished its school finance study, and a
school finance proposal for a new percentage equalizing formula has

" been introduced. The wealth measure fqr the new formula is a com-
bimation of an adjusted gross income ratio, nonresident property
ownership and property valuation.. -
Virginia. Neither major new legislation nor school finance stuidies
are expected. 7

Washington. The recent decision in the Seattle School District #1 °

. ’ 42 1%8
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of King County, Washington v. State of Washington court case will

generate much activity on the school finance front in this case. The
- Division of Financial Services will be conducting a school finance

equalization study funded under federal 842 funds. '

West Virginia. A court case, Pauley v. Kelly, has been filed chal-
lenging the constitutionality of the current schdbl finance structire
on “thorough and efficient” grounds. The leg slature»hasappm}i\ =
priated funds for a major study of school ‘financp to include current

- operating expenses, transportation, capital consgruction and related -
tax issues. The Institute of Educational Findnce in Gainsville,
Florida, will be conducting the study for the legislature.

" "Wisconsin. An interim committee recommended that further study

! should be made of the role of income in Wisconsin school finance. The

C state collects income data by school district through the state income
tax. The supreme court recently held the recapture clause unconsti- -

tutional.

Wyoming. No school finance reform legislation is expected. The
state is in the process of developing a proposal for Section 842 funds
to complete a study of the equalization of the state’s current school .
finance structure. '
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 APPENDIX |

GLOSSARY OF SCHOOL FINANCE
"“AND TAX TERMS

This glossary contains a number of tax, education and statistical
terms that are used in school finance research and policy analysis. In
order to make comparisons of tax and expenditure data among school
districts, adjustments must be made in a number of measures. The
purpose of these adjustments is to create:a set of comparable numbers
and a set of common terms. Standard procedures are used to make
these adjustments and the glossary indicates how some of the adjust-
ments are made. I )

ADA, ADM . ADA is an abbreviation for student average

: daily attendance and ADM is an abbreviation

for student average daily membership. ADA

and ADM are the official measures that most-

v ) . states use to represent the number of students

in a school district for the purpose of calcu-

- lating state aid. ADA is always less than
ADM. "

Assessment Ratios The assessed valuation of property in most
: states is usvally less than the market value of
the property. In other words, owners are able
to sell property for a price higher than the
assessed valuation of that property. Although
- most states have a legal standard at which all
property should be assessed, assessed valua-
tions are usually below even the legal level
and may vary widely among jurisdictions in a
state. The actual assessment level or assess-
ment ratio is determined by comparing actual
assessed valuations to-market values.

*

Assessed Valuation The assessed valuation is the total value
of property subject to the property tax in a
school distriet. Usually, it is established by a

' local government officer and is only a per-
centage of the market value of the property.

Assessed Valuation Because local assessing jurisdictions in a state

Adjusted : tisually have different actual assessment

ratios, the reported assessed valuations need

to be adjusted in order to compare them among

. . achool districts. The best way to make such

adjustments is to convert the assessed valua-
: ’ tions to what they would be if all counties
assessed at 100 percent of market value and

L | : 44 48
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then adjust them to the legal standard, for
example, 33 1/3 percent. The mathematical
way to make-the adjustment is to divide the
assessed valuation by the assessment ratio
and multiply the result by 0.333. The result is
called the adjusted assessed valuation. The
following is an example:

Consider two school districts, A and B.
District A has an, assessed valuation of
$200,000. . :
District B has an assessed valuation of
$250,000,

Focusing just on assessed valuations, District
A would appear to be poorer in property wealth
than District B. However, assume that the
actual assessment ratio in’ District. A is 20
percent hile it is 25 percent in District B.

Assuming that the legal ratio is 33 1/3 per-
cent, the computation of the adjusted assessed
valuation for District A is as follows:

adjustea assessed $200,000

The computation of the adjusted assessed
valuation for District B is: )
adjusted assessed ~ $250,000

valuation = ———0 x 0.333 = $333,333 -
o ' 0.25 .

Both school districts have the same adjusted
assessed valuation. That is, both school dis-
tricts effectively have the same total tax base, -
despite the differences in the reported assessed
valuations.

Adjusted assessed valuations must be used to
compare property wealth among school dis-
tricts and should be the basis on which state

.equalization aid is caleulated.

Assessed Valuation The adjusted assessed valuation per pupil is

Per Pupil, Adjusted the adjusted assessed valuation for a school

Categorical
Programs

ADM.

‘Categorical programs refer to state ajd that is
designated for specific programs. Examples
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Correlation
Coefficierit

Current Operating
Expenditures

District Power
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would be transportation aid, special education

aid and aid for vocational education. Equaliza-
tion formula aid is not™an example of cate-

gorical aid. Formula funds provide general aid
that can be used.for any purpose.

Correlation is a statistical term indicating the
relationship between two variables. When two -
variables are said to be positively correlated,
as one ‘variablé increases the other variable
also tends to increase. When two variables
are said to be negatively correlated, as one
variable increases, the other variable tends to

decrease.

The correlation coefficient is a number indi-
cating the degree of relationship between two

. variables. Because of the way a correlation

coefficient is calculated, it always will have a
value between —1.0 and +1.0. When the
correlation coefficient is around +0.5 to +1.0,
or are positively correlated — when one vari-
able gets larger the other tends to get larger.
When the correlation coefficient is around
zero, the two variables do not appear to have
any relationship. When the correlation coef-
ficient is around —0.5 to —1.0, the variables
have a negative relationship or are negatively
correlated — as one gets larger the other
tends to get smaller. '

Current operating expenditures include
education expenditures forthedaily operation
of the school program such as expenditures for *
administratiop, instruction, attendance and
health services, transportation, operation and
maintenance of plant and fixed charges.

District power equalization (DPE) refers to a
state equalization aid program that "equal-
izes” the ability of each school district to raise
dollars for education. In a pure DPE program,
the state guarantees to both property-poor and
property-rich school districts the same dollar
yisld for the same property tax rate. In short,
equal tax rates produce equal per pupil.
expenditures. In‘the property-poor school dis-
tricts, the state makes up the difference
between what is raised locally and what the
state guarantees. In property-rich school dis-
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-per pupil or per weighted pupil for

tricts, excess funds may or may not be “recap-
tured” by the state and distributed to the
property-poor districts. Most DPE state laws
do not include recapture provisions. However,
Montana, Utah and Wisconsin have both
recapture mechanisms in their new school
finance laws. DPE programs are given differ-
ent niames in many states -including' guar-
anteed tax base programs (GTB), guaranteed
yield programs and percentage equalizing pro-
grams. DPE progrems focus on the ability to

’ Suppﬂl‘t Educatmn and, thus, enhance the local

fiscal role in educatmn decision makmg DPE

" would satisfy the “fiscal neutrality” standard -
. without achieving * ‘uniformity” of expendi-
‘tures amm’lg 5Ehﬂol districts,

‘The elasticity of taX revenues refers to the

responsiveness of the revenues from a tax to
. B ¥ R —_— R
cha’nges in VETlﬂU% ecc)'m;mnc f'iCtDl'S in the

may want to knnw whether tax revenues w1ll

increase more rapidly, as rap;dly, or less

rapidly than changes in personal income. The
revenues from an elastic tax will increase by
more than one percent for each one- pertent

change in personal income. Income taxes are-
usually elastic tax sources. In general, elastic -
‘tax*sources have progressive patterns of inci-

dence and inelastic tax sources have regres
patterns of incidence. Expenditure elaatlutv
may be defined %lml]ﬂl‘]y

Equalizatiaﬁ formula aid is financial .assis-
tance given by a higher-level government —
the state — to a lower-level government —
school districts — to equalize the fiscal situa-
tion of the lower-level government. Because
school districts vary in their abilities to raise
property tax dollars, equalization formula aid
is allocated to make the ability to raise such
local funds more nearly equal. In general,
equalization formula aid increases as the per
pupil property wealth of a 5Lhmul dl%t!’ltt de-
creases,

Fxprndlture uniformityis an equity %tandard
in school finance requiring equal expenditu

dents in the state. (See Fiscal Neutrdlity.r)' -
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" Fiscal neutrality is a court-defined equity
stagidard in school finance. It is a negative

‘per (ADil. It simply means that differences in
expenditures per pupil cannot be related to
~ local school district wealth. (See Expenditure
" Uniformity.) ' B . :

%’Eﬁﬁt Program A flatgrantprogramsimply allocates an equal
<l . sum of dollars to each public school pupil in the
“! .. - state. A flat grant is not an equalization aid
AR program because it allgcates the same dollars

> -.per pupil regardless of Mae property or income 1
: o wealth of the lodal school districts. However,
T A _ if no local dollars are raised far education and
L ~ all school dollars come from the’ state, a flat-
' ' grant program becomes equivalent to full state

assumption.
P e

Yy g

n Program A foundation program is a state equalization
aid program that typically guarantees a cer-:
tain foundation level of expenditure for each-
student, together with a minimum tax rate
that each school district must levy for educa-
tion purposes. The difference between what a
local school district raises at the minimum
tax rate and the foundation expenditure is
‘made up in state aid. In the past, foundation
programs were referred to as minimum -
foundation programs and the foundation level
of expenditure was quite low. ' Today, newly
implemented foundation prggrams usually
require an expenditure per pupil at or above
the previous year’s state average. Foundation
programs focus on the per pupil expenditure
level and thus enhance the state govern-
ment's fiscal role in education. ’

=

Full State Full state assumption (FSA)is a school finance
Assumption - program in which the state pays for all educa-
’ tion costs and sets equal per pupil expendi-

tures in all school districts. FSA would satisfy

the “uniformity” standard of equity. Only in

"Hawaii has the state government fu,ll’j

assumed most of the costs of public education

=

, |
Guaranteed Tax. ° See District Power Equalization. ]
Base Program (GTB) 5 9 .o

daad i
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" Guaranteed Yield

Program

Median Family
Income: :

Municipal

- Overburden

12

¥

See District Bower Equalization.

I\rieciian family income usually is that reported

- inthe 1970 U.S. Census. It reflects income for

1969. If the income of all famrilies in a school
district were rank ordered, the median income
would be the income of the family midway

‘between the lowest- .and the highest:income

families: DU
Municipal overburden is aii argument that
refers to the fiscal position of large cities.

. Municipal overburden includes-the large bur-

den of noneducation services that central cities
must provide'and that most other jurisdictions
do not have to provide or at least do not have
to provide in the same quantity. These non-
education services may include above-average
welfare, health and hospitalization, public -
housing, police, fire and sanitation services.
These high noneducation fiscal burdens mean
that education must compete with many other
functional ‘areas for each local tax dollar
raised, thus reducing the ability of large city

 school districts to raise education dollars, The -

Percentage
Equalizing Programs

Progressive Tax

fiscal squeeze caused by the service overbur-
den, together with the concentration of the
educationally disadvantaged and children in
need of special education services in city .
schools, puts central city school districts at a
fiscal disadvantage in supporting school ser-
vices,

See District Power Equalization,

i

A progressive }a% is a tax that increases pro-
proportionatidy more than income as the in--
come level of the taxpayer increases. Under a
progressive tax a high-income taxpayer will -
pay a larger percent of his income toward this

- tax than a low-ineome taxpayer.

Property Tax Cireuit
Breaker Program

A property tax circuit breaker programisatax
relief program, usually financed by the state,
that focuses property tax relief on parti_cul'ar
households presumed to be overburdened by
property taxes. That is, it is intended to redice
presumed regressivity of the property tax. A

49



~ income and applles nnly to. ; i )
i - -~ perty taxes. Théipercent usually rises as
e ' : income rises in an attempt to make the over-
: - " all_burden progressive. Most states enacted -
. ' circuit breaker . programs initially just for
’ _ : ' senior.citizens, but a few states have extended.
~ circuit breaker benefits to all low-income
* households, regardless of the age of the head
+ of the ‘household. The circuit breaker is bssed\
" on actual or estimated taxes pald on residen-
infpmeperty and generally takes the formofa -
Cl‘Edlt on state income taxes.

"Property Tax The traditional view of property tax incidence
Incidence or : divided the tax into’ two components: that
Burden—Traditional which ‘fel] on land and that which fell on
and New Views 1mpmvements i.e., structures. Property taxes
" on land were agsumed to fall .on 'landowners.

The part on'improvements was assumed to fall
o " on homeowners in the case of owned homes, to
., 7 .. -be shifted forward to tenants in the ‘case of
: ‘ N rented resdengea am:l to be shlftecl fm‘ward tD
'prnperty Neéﬂ'ly all emplrmal %tudl es based on
the traditional view found the incidence pat-
tern to result in a regresslve burden distri-
bution, markedly regressive in the income
ranges below $1.0,000. The new viéw of pro-
perty tax incidéncé considers the tax to be,

basically, a uniform tax on all property in the’
country. Such atax izborne by owners of capi-
tal and, thus, the burden distribution pattern

is progressive. Although the new view allows -
for modifications caused by: admitted tax rate
_differentials across the country, adherents of
‘the new view hold that even with the modifica-

tions the tax would exhibit a progressive pat-

" tern of incidence over much of the range of ™
~family incomes.

Proportional Tax A proportional tax is a tax that consumes the
- same percent of family income at all mmme .
levels.’ . .

aid sys-
lifferent -
xigsumed
| is allo-

Pupil-Weighted Sys- A pupll weighted system is a sta
tems or Weighted- tem in which pupils are given
Pupil Programs weights based*on the estimated o

costs: of theu' education program; ai

BEY: S
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- Regressive Tax

Revenue Gsp

cated on the basis of the total number of"
weighted students. Usually, the cost of the
education program for grades 4-6 is considered
the standard program and weighted 1.0. For
states, such as Florida, tBat choose to invest
more dollars in the early-school years, pupils
in grades K-3 are given a weight greater than
1.0, typically around 1.3. In other states, high

- school studenits are-weighted about 1.25, al-
. . - though these secondary weightings slowly are -
- being eliminated. The two major program-

matic areas where numerous weightings have
been used are special. and vocational educa-
tion. Florida includes Weights for 15 different

- categories of special education and 6 different

categories of vocational education. Weighted-
pupil ‘programs, therefore, recognize that it
costs more to provide an education program
for some students than for othérs and includes v
the extra costs via a higher - weighting. State™
aid is then calculated and distributed on the :

basis of the total number of weighted students

in each school district. Determining the appro-’

. priate weight is a difficult matter.

A regressive tax is a tax that increases pro-
portionately less than.income as the income
level of the taxpayerincreases. Undera regres-

" sive tax a low-income taxpayer will pay a

larger percent of his income toward this_tax
than a high-income taxpayer. ’

. Arevenue gap exists when projected expendi-

tures exceed projected tax revenues. Although
revenue gaps usually are not allowed to
exist in fact for current fiscal years, of im-
portance are the projected values. If revenue
gaps are projected, tax rate increases or expen-
diture cuts, both politically difficult, will be
required. Revenue gaps usuall¢ occur when
the elasticity of expenditures exceeds the elas-
ticity of revenues. This often happens at the
state and local level because state and local
taxes are, in most instances, less elastic than
expenditures. If states want to eliminate the
occurrence of revenue gaps and the constant

‘need to increase tax rates or decrease pro-

Jected expenditure levels, attention: must be

given to ways to increase the elasticity of state

tax systems, usually by increasing reliance on

income taxes. (See Elasticity of Tax Revenues).
-
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- 1" - School District Tax

Rate

+

StateAgd for
Current Operating

-Expenses

==

" Tax Burden (or

sometimes Tax
Incidence)

Tax Incidence

Tax Shifting or
Tax Incidence

School district tax rate is the term states use

to indicate the local school property tax rate. -
* The tax rate often is-stated as the amount of

property tax dollars to be paid for each $100 of -

 assessed valuation or, ifgiven in mills, therate
“indicates how much is raised for gach $1000 of

. assessed valuﬁtian? For example, a tax rate of .
- $1.60 per hundred dollars of assessed valua- -

tion means that a taxpayer pays $1.60 for each

$100 of his total assessed valuation; a tax rate
‘of 16 mills indicates that $16 must be paid for*

each $1000 of assessed valuation.

State aid for current operating expenses is the
sum of the equalization formula aid and cate-
gorical aid for vocational education, special
education, bilingual education, transportation
and other categorical aid programs. (See Cate-

* gorical Programs.) o

Tax burden typically refers to thepercent of an
individual's or family’s income that is con-
sumed by atax or by a tax system. Usually,one
wants to know whether a tax or tax system’s,
burden is distributed in a progressive, propor-
tional or regressive”manner. In the United
States, a tax system that is progressive overall

.seems to be the most acceptabletoa majority of

people. Tax burden analysis takesinto account
the extent of tax shifting. '

See Tax Shifting and Tax Burden.

Tax shifting refers to the phenomenon wherein
the party that must legally/pay a tax, for

example, a sfore owner, does not in fact bear .
* the burden of the tax but shifts the tax to

another party, for example, the. consumer of
item that is sold in the store. Taxes can be
shifted either forward or backward. For ex-
ample, a landlord might be able to shift his

_property taxes forward to tenants in the form
of higher rents, and a business might be”
. able to shift property or corporate income taxes
. batkward to employees in the form of lower

salaries. The ability to shift taxes dependsona
variety of econdmic factors and there is great
debate among economists over the extent to
which some taxes are shifted. It is usually
agreed, however, that _indi\gidu,al incore taxes

Y
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. Are not shifted and rest on the individual tax-
" payer. It also generally is ‘agreed that sales
.. taxes are shifted to the consumer. There is .
- argument over the extent to which corporate
, income taxes are shifted to consumers in the
"ot - form of higher prices or to employees in the
: form of lower wages versus fallingon the stock- -
ST : - holdersin the form of lower dividends. There is
I .+ alsodebate about who effectively-pays the pro-
) BT perty tax. Tax incidenceé analysis examines
how various taxes fay or may not be shifted.

3
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Educatlon Comm:ss:cn of the States

4

The Educ:atlcm CammlSsmn of the Statés is a naﬂprﬂflt organiza-
tion formed by interstate compact in 1966. Forty-five states, Puerto
Rico and the-Virgin Istands are now members. Its goal is to further
a working relationship among governors. state legislators and edu-
cators for the improvement of education. This report is an outcome

of one of many Camrﬁlssmn uﬁdeﬂakmgs at all Ievéls \:sf educ:atlan
"1860

Lincoln Straa: Der\ver learada 80295.
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