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STATE SCHOOL FINANCE LITIGATION AND LEGISLATION 1994:
A SUMMARY AND AN ANALYSIS

Introduction

Two primary sources of school funding reform are state litigation and legislation. As researching each of
these areas requires a substantial investment of time, most summaries and analyses treat only one. Yet if one
desiresamoreholinicpictmeofachoolﬁmmforp,mdpudaﬂnﬂyifminryingtoﬁndmndsinschool
funding systems, it is essential to look at both. With those two purposes in mind, this paper was developed to
summarize and analyze state school finance litigation and legisiation for calendar year 1994. As such it is divided
into three major parts. First is the summary and analysis of state school finance court decisions; included is a
table listing the state, date of the decision, court, case summary and reference, and the actions taken after the
decision. The analysis examines trends in the court decisions. The second section of the paper looks at state
school finance legislation; in the summary, the reader will find a series of tables listing legislation by category,
with a description of the iegislation and bill number for refercace. Analysis of legislation presents trends and
linkages with school finance litigation. The final section of the paper draws conclusions from the summaries and
analyses and prusents trends for 1995 and beyond.

School Finance Litigation

With regard to school finance litigation, 1994 was an active year with a total of thirteen cases decided.'
Approximately one-half, or six, were heard at the staic supreme coust, m-aning that the remainder of decisions are
probably not final as many will be or are in the process of being appealed. (See Table 1 for a summary of all
decisions.) The supreme courts in Kansas, North Dakota, and Virginia upheld the constitutionality of the state’s
school funding system waile supreme courts in Arizona and New Jersey ruled the school funding systems
unconstitutional. New Hampshire's supreme court decision focused exclusively on the state’s duty to fund
education, overturning a lower court decision. In a novel twist, Arizona justices based their decision largely on the

inequities in facilities among school districts.” * Of the thirteen decisions, scven state systems were found




constitutional and six unconstitutional, an approximate 50/50 split. This ratio is consistent with the track record
when one looks at the previous four year period, 1989-1993.*

States have manifested a variety of responses to court decisions. At the end of 1994, appeals were in
process in at least three states. Plaintiffs in Maine, who had lost at the superior court level, have appealed to the
appeliate leve! while plaintiffs in Rhode Isiand have appealed to the supreme court. In Ohio the state’s attorney
general at the request of the governor has appealed the common pleas court decision ovenummg the system. In
Iilinois and South Dakota where plaintiffs had lost at lower court levels, appeals are being considered. Court
oversight in Arkansas and New Jersey requires legislatures to fashion a funding system compatible with the court
decision within a given period of time. Other states have undertaken studies of either parts or the entire funding
system; these include Arizona, North Dakota, and Ohio. Arizona is in the process of issuing a request for
proposals to conduct a statewide survey of facilities in school districts who fall below the state’s median assessed
value of property while North Dakota and Ohio have convened special study groups. With the exception of New
Hampshire, states where the funding system was upheld at the supreme court level-Kansas and Virginia—are
taking no action. In New Hampshire, due to the narrow scope of the decision, plaintiffs intend to initiate a new
suit dealing with equity and adequacy.

Most school finance suits turn on the equity and adequacy of state funding, and the decisions handed
do'vn in 1994 for the most part followed that pattern. However, as school finance suits are decided on a state-by-
state basis, what is deemed constitutional in one state may not be held 50 in another. If one divides the decisions
into two groupc, those that found the funding system constitutional versus those that did not, it s difficult to see
any particular pattern. For example, some courts are more tolerant of disparities in per pupil expenditures than
others. In states such as Illinois, North Dakota, South Dakota, and Virginia, the courts found nothing in their
states’ constitutions forbidding variations in spending across districts. In South Dakota, the court noted that the
state constitution tolerates disparities in both spending and tax rates. Yet in New Jersey, the supreme court found
the funding system unconstitutional for the third time due in large part to disparities in expenditures across school

districts.
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This section of the paper summarizes and arialyzes school finince legislation passed by state legislatures
in the 1994 session and signed into law by their respective governors. Over one hundred pieces of school finance
legislation were passed and signed into law, ranging from rather routine appropriations to completely new school
funding systems. Given the sheer number of bills and limits of this paper, it is not possible to engage in detailed
analysis. Rather the purpose of this section is to provide a bmad overview of the types and numbers of bills passed
and to draw conclusions about trends in school finance legislation and to compare these trends to those in school

finance litigation.
At the end of the 1994 legislative session, a StateNet search for all school finance legislation that had been

passed and signed into law by the respective governor was conducted. One hundred seven bills had been passed.
These have been divided into twelve categories with the number of bills in parentheses, as follows:

State Aid (22)

Study Committees (4)
Lottery Funds (3)

Capital Outlay (14)

School Safety (4)

Special Education (18)
Technology (4)
Transportation (S)

Charter Schools (3)
Professional Development (2)
Tax Bases and Taxation (12)
Other (15)

Tables 2.1 through 2.12 list and summarize all of the pieces of legislation by category with the appropriate bill
number.

With regard to state aid, two notable bills originated in Colorado and Maine. Colorado passed a
comprehensive school finance act, turning from a power-equalizing approach to a foundation level.> The Maine
legislature took a bold step to redefine the notion of wealth upon which state aid is besed in municipalities. The

previous practice of using assessed valuation of property was replaced by median household income divided by the
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percentage of total municipal property tax assessed on residential property. In addition, four states created study
committees: Massachusetts; New Hampshire; New Mexico; and Utah. Massachusetts will undertake a broad study
of education that includes finance while New Hampshire’s focus is the financing of public education. New Mexico
created a task force on public school transportation, and Utah reauthorized a8 School Fees Task Force.

Three states passed legislation with regard to the disposition of lottery revenues. California and Michigan
legislation stipulated that interest from lottery revenues be dedicated to school aid. A number of states passed
legislation with regard to capital outlay. Although the majority dealt with school construction and related projects,
two states—Arkansas and Oklahoma--broadened their definitions as follows: Arkansas now permits the use of
proceeds from a school bond issue to pay off installment contracts and lease purchase agreements while Oklahoma
will allow payment of utilities from the school district’s building fund.

While school safety emerged among the top concerns for respondents to last year’s Phi Delta
Kappa/Gallup Poll,® only California and North Carolina passed legislation in this area. California passed three
bills, one appropriating one miliion dollars to the Los Angeles schools to purchase metal detectors. North Carolina
initiated a grant program to which school districts might apply for assistance related to school safety for students
and employees.

Although costs of special education (o states and school districts continues to rise, the legislation passed
last year seemed fairly routine. Included in these bills were appropriations for services to intellectually gifted and
limited English proficient. Arizona stipulated, in what might be considered a mechanism for cost control, that
children who are being considered for placeinent in private residential facilities must first obtain a voucher from
the state. Providing funding for iechnology to schools can also be a costly endeavor. Four states passed legislation
regarding this area. Alabama has created an Education Technology Fund while Idaho and Indiana now provides
school technology grants. Utah legislation recognized the importance of inservice training in technology by
allowing school districts to spend up to one quarter of their technology appropriation in this area.

Four states passed legislation for school transportation. New York stipulated that school districts must

continue to provide transportation for students even when the school budget is defeated.” A piece of legislation in




Indiana eliminates the need for achool districts to competitively bid transportation services in order to be eligible
for transportation aid from the state. Three states passed legislation regarding the funding of charter schools:
Colorado; Kansas; and Michigan. The Michigan charter school act would be found unconstitutional late: in the
year.

California and Kentucky enacted legislation for professional development. In California, the funding for
the state School Paraprofessional Teacher Training Program was allocated to the Commission of Teacher
Credentialing for grants to school districts. Professional development legislation in Kentucky focused on the role
of regional service centers, mandating that local school districts give 25% of their professional development funds
to the regional centers. Five states passed legislation that will affect tax bases and taxation that provide revenues
for school districts. Georgia and Michigan modified homestead exemptions, with Michigan insti' dng a procedure
for exemption of school operating taxes. Oklahoma enacted a bill that requires counties with populations over
300,000 that a portion of sales tax revenue be dedicated to funding early childhood education and school security.

The last category and table, titled “Other” contains legislation from twelve states that does not fit
comfortably into any of the above categories. However, these pieces of legislation address a broad spectrum of
finance policy issues. For example, Delaware cnacted legislation to use state moneys to supplement federal
funding for HeadStart. Utah passed legislation that would give schooi districts a $500 bonus for each student who
graduates at the end of eleventb grade and gives the student a $1,000 scholarship. In an entreprencunal spirit,
Florida approved educational license plates with proceeds to go to the applicable school districts.

What trends can be gleaned from such a mix of legislation? States continue to struggle with the best ways
to structure and distribute state aid. Each year some organize study committees to lo "« at that issue.. Underlying
state aid is tax pﬁlicy, in particular the composition of the tax base and its assessment. Taxpayer equity concerns
may conflict with student equity issues, ¢.g., broadening homestead exemptions may provide greater taxpayer
equity, but at the same time it erodes the propesty tax base upoa which school districts in most states draw. On the
other hand, small adjustments in state revenues, such as allocating the interest on lottery revenues in addition to

the revenues themselves to education benefits school districts. States are struggling to find their appropriate role in




capital outlay. Legislation in the areas of school safety, technology, professional development, and charter schools
may be indicators of emerging policy issues.

Little if any relationship exists between the school finance court cases decided in 1994 and legislation
passed. To some extent, that should not be surprising as some cases were decided too late in the legislative session
for action or after the legislative ended. Other decisions, such as those in Arkansas and New Jersey, allowed the
legislature up to two years to find solutions to the school funding system. New Hampshire created a study
committee. What this research seems to demonstrate is that to establish a relationships between litigation and
legislation may necessitate a longitudinal approach as legislation may occur in the next year’s legislative session.
In addition, the presence of a lawsuit sometimes spurs legislatures to modify the funding system before a decision
is handed down.

Conclusions and Policy Implications

1994 was an active year for school finance litigation and legislation with thirteen cases decided and over
one hundred pieces of legislation passed. Approximately half of the cases were decided at the supreme court level,
and the split between constitutionality and unconstitutionality of school funding systems was also approximately
50/50. Most cases centered as they have historically on equity and adequacy, and state courts continued to differ
on the acceptability of variations in expenditures based on wealth, primarily property wealth. One might conclude
that trends in litigation sct over the last five years will most likely continue. A notable exception was the supreme
court case in Arizona that overturned the funding system based on disparities in school facilities. Given the
condition of school facilities nationwide, the Arizona decision may open a new path for plaintiffs.

School finance legislation, of necessity, deals broadly with all aspects of state funding and so divides
itself into many types of legislation. Of note were the enactment of a new funding system in Colondo and a new
method for determining wealth for school funding in municipalities in Maine. School finance legislation may also
serve as a bellwether of issues that will increase in importance, such as legislation on school safety, charter

schools; professional development; technology; and capital outlay. It would appear that many of these initiatives




would necessitate increased levels of funding, and with states in better fiscal health in recent years, education
advocates may feel optimistic. On the other hand a number of states are considering tax rebates and/or tax cuts® so
that education funding may not increase significantly over the past two fiscal years where the median increase in
state spending on education was 4.4% for fiscal year 1994° and 3.0% for fiscal year 1995.'° Exceptions may be
states experiencing rapid growth in student enrollments'' or states, like Michigan, that make a dramatic shift in
the state/local share, '*
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Endnotes

| Please note that the New Hampshire decision was rendered in December, 1993, but is included due to its
proximity to 1994.

2 For an analysis of the Arizona decision, see Faith E. Crampton and Terry N. Whitney, “Equity and Funding of
School Facilities: Are States at Risk?" State Legisiative Report, 20:1 (February 1995); see also, Roosevelt
Elementary v. Bishop, CV-93-0168-T/AP, Supreme Court of Arizona, July 21, 1994.

3 Note also that although the Ohio decision was much broader in scope, specific reference to disparities in facilities
as a source of inequity was made in the decision. See DeRolph v. State of Ohio. No. 22043. Common Pleas
Court, Perry County, Ohio, July 1994.

* For a more indepth analysis of this time period, see “School Finance Equity Cases: Does Litigation Work?”
State Education Finance Communications (April 1995), National Education Association.

S For a more complete analysis and description of the Colorado School Finance Act, see “The Colorado School
Finance Story: Traditional Values Shape Legislative Reforms and Initiatives,” by Richard A. King and Terry N.
Whitney, Journa! of Education Finance (in press).

§ “The 26th Annual Phi Deita Kappa/Gallup Poll of the Public’s Attitudes Toward the Public Schools,” by Stanley
M. Elam, Lowell C. Rose, and Alec M. Gallup, Phi Delta Kappan, 76:1:42 (September 1994).

? Note that in New York state, with the exception of major urban school districts, all districts must present their
annual budget to voters for approval.

8 «State Fiscal Outlook for 1998, Arturo Perez, Lezislative Finance Paper No. 97 (Denver, Colorado: National
Conference of State Legislatures, 1995) p.8.

9State Budget Actions 1993, Corina Eckl, Karen Carter, and Arturo Perez. (Denver, Colorado: National
Conference of State Legisiatures, 1993), p.24.

19 Calculated from data in Table 6, State Budget Actions 1994, Corina Eckl, Karen Carter, and Arturo Perez.
(Denver, Colorado: National Conference of State Legislatures, 1993), pp.22-23.

'' See, for example, Final Report on the Study of the Enroliment Growth Factor, by Terry N. Whitney, Faith E.
Crampton, and John Augenblick, A report presented to the Legislative Education Study Committee and
Education Committee of the New Mexico Legislature (Denver, Colorado: National Conference of State
Legislatures, 1994).

'2 §ee, “School Funding Alternatives,” by Terry N. Whitney, NCSL Legisbrief. 2:23 (June 1994).
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