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is essential to making sound decisions that affect the education of
about six million California schoolchildren.
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n California, about 1,000 elected school boards, in con-

cert with superintendents and other administrators, make

decisions that shape the local schools, the programs for
students, and the working environment for teachers and other
employees. They approve a budget and choose the programs
that are uniquely fitted to the school district. But they do this
within a system that is created and firmly overseen by the state
Legislature and governor, from the details of the Education
Code to how much local property tax money will go to local
schools.

This overview of California’s vast and complex K—12 pub-
lic school system provides key information and data on its many

aspects, from its size and diversity to its funding and reform

debates.

California’s K-12 public school system is mammoth
More than 6.2 million students attend a public school in Cali-
fornia. That is 1.4 million more students than New York and
Florida combined.

After more than two decades of growth, enrollment in pub-
lic schools has been declining slightly since 2005-06. In 2008—
09, statewide enrollment declined overall and in grades K-8,

but it increased slightly in high school grades. (See Figure 1.)
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schools, and ungraded enrollment. The graph represents actual enrollment data to
the 2008-09 school year.

Data: California Department of Finance EdSource 11/09
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In 2008-09, 60% of all counties experienced declining
enrollments, reducing their share of school funding, which is
based on enrollment and attendance. For many counties, this
decline has been ongoing. Altogether, 45% of the state’s coun-
ties have faced declining enrollment on average from 2005-06
through 2008-09. And only 12 counties (21%) have experi-
enced positive growth on average during those four years—in-
cluding about half of the counties in the San Francisco Bay
Area and a few counties in the Central Valley and in the north-

ern part of Gold Country.

“Diverse” is the single best descriptor of the state and its schools
In 2008-09, 550 California school districts were elementary
(kindergarten through 8th grade), 333 were unified (kindergar-
ten through 12th grade), and 84 were high school (typically 9th
through 12th grade). (See Figure 2.) In addition in 2008-09, the
58 county offices of education served almost 78,000 students;
three state special and five California Education Authority (for-
metly California Youth Authority) local education agencies to-
gether enrolled more than 2,000 students; and 10 charter schools
authorized by the State Board of Education served more than
4,000 students.

EIGURE 2

California School Districts by Type, 2008-09

Elementary Districts

Data: Education Data Partnership for 2008-09 EdSource 10/09
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The size of school districts varies greatly. The smallest districts
have just one school that serves fewer than 10 students. The
largest district—Los Angeles Unified (LAUSD )—included
858 schools with 687,534 students in 2008—09. Overall

statistics on California school districts in 2008—09 are shown

I"lﬂ.LRE.?ﬁ

Size of California Public School Districts, 2008-09

in Figure 3 below.

% of Districts* % of Students

Fewer than 500 Students 30% (mostly elementary districts) 1%
500 to 999 1% 1%
1,000 to 14,999 49% 37%
15,000 to 49,999 10% (mostly unified) 39%
50,000 and more 1% (10 unified) 21%

* Does not include county offices of education, state special school districts, and
State Board of Education—authorized charter schools. Percentages do not add to
100% due to rounding.

PUBLIC SCHOOLS

KData: California Department of Education, DataQuest EdSource 11/09 )

Within these districts in 2008—09, California had almost
9,900 public schools that also varied a great deal in size. That
total includes more than 800 charter schools operating more
or less independently from districts. (See the box about charter
schools on page 6.)

Many primary schools have between 300 and 800 students,
but the largest serve more than 2,000 pupils. Middle schools
(usually grades 6 to 8) typically serve from 400 to 1,300 stu-
dents, but they range from fewer than 50 students to more than
3,000. On the whole, high schools are larger, with an average
school serving between 250 and 2,500 students. Exceptions are
the rule, however, with high schools ranging from fewer than 50
to more than 5,000 students.

By law, schools must be open for 180 days each year. But
because of budget cutbacks, legislators and the governor ap-
proved a shorter school year of 175 days through 2012—-13.

Because of budget cutbacks, legislators and the
governor approved a shorter school year of 175 days
through 2012-13.

Schools usually start in late August/early September and
end by mid-June, with midwinter and spring breaks plus na-
tional, state, and optional holidays (chosen locally). In 2007—
08, about 909,000 students had an alternate school calendar,
usually 60-day sessions followed by 20-day breaks. Sometimes
these “year round” schools are created to address overcrowd-
ing. In that case, they are typically on a multitrack schedule in
which the student body is divided into four or five tracks. At
any one time, one track is on vacation. The number of schools
on this schedule has been steadily declining. In 2007-08, about
442,000 students were in multitrack, year-round schools—half

as many as were on this schedule four years earlier.
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California is home to the nation’s most ethnically diverse
student body

Immigrant families who have chosen to live in California
have been predominantly from Mexico, other Latin American
countries, the Pacific Islands, and Asia. These immigrants have
changed the look of the school population compared with just
a generation ago. Figure 4 shows the change statewide. More
recently, continued immigration and higher birthrates among

Latinos are increasing their proportion of the state’s population.

FIGURE 4
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Immigration and higher birthrates have increased the
percentage of Hispanic/Latino students.
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In many classrooms in the state, particularly in urban areas,
English is not most students’ primary language. In 2006-07,
schools identified more than a third of the students in kinder-
garten through second grade as English learners. Altogether,
about 25% of California’s K—12 students are English learners.
Although Spanish was the primary language of almost 85% of
English learners in 2008—09, the rest of these students speak a
wide variety of other languages. (See Figure 5 on page 3.)

Ensuring that all students become fluent in English is a
necessary, though formidable, task. Until Proposition 227
passed in 1998, schools used a variety of approaches to teach
non-English speaking students. These ranged from instruction
in the student’s primary language to no special services at all.
Proposition 227 requires that students be taught almost en-
tirely n English. However, some schools have retained some
form of bilingual education. Parents have asked for waivers to
continue a program, or teachers have adapted how they help
students learn English The issue remains highly controversial,
and researchers are working to better understand what works
best for English learners.

Another large group of California students (about 11%)
need special attention because of physical, emotional, or edu-

cational disabilities. In addition, students from low-income



families make up half of the school population. These young
people are at risk of not succeeding in school because of the
effects of poverty and are more likely to be African American,
Hispanic, and Native American. A disproportionate number of

these students drop out of high school.

EIGURE S
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The vast majority of California’s English learners
speak Spanish
Filipino
Vietnamese 1.5%
2.4%

Cantonese
1.4%

\Korean

All Others* 1.0%
Spanish 7.7%
84.9%

*This category includes more than 50 other CDE-identified languages, which com-
prise 7.7% of the total. The percentages do not add to 100% due to rounding.
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Data: California Department of Education (CDE)

California’s school finance system is extremely complex
California’s highly complicated school finance system has

evolved over the past three decades.

Revenues for K-12 education come from federal, state, and
local resources

In typical years, each school district’s income comes from five
sources:

* State funds (60% of K—I2 funds in 2007-08);

* Local property taxes (23%);

* Federal funds (10%);

* Local miscellaneous revenues (6%);

* California State Lottery (1%).

Since the tax initiative Proposition 13 passed in 1978, the
state Legislature and governor have controlled the amount of
local property taxes allocated to school districts. School boards
and local voters have very limited ability to increase revenue for
local schools.

Voter-approved Proposition 98, passed in 1988, guarantees
a minimum amount of money for schools. The minimum is
adjusted downward in years when growth in the state General
Fund is low. State leaders can also suspend Proposition 98 with
a two-thirds vote. In both cases, the state constitution requires
that the resulting shortfalls in K-12 funding eventually be
restored. The state now owes K—I12 schools and community

colleges $10.1 billion.

PUBLIC SCHOOLS

IN CALIFORNIA

The state now owes K-12 schools and community
colleges $10.1 billion.

A school district’s income is based on its students
How much each district actually receives from the state gener-
ally depends on four factors:

* General purpose (revenue limit) per-pupil allocation

determined by formula for each district;

* Number of students (technically, average daily atten-

dance, or ADA);

¢ Characteristics of those students and their families, which

qualifies districts for extra state and federal funds; and

* Specific programs the district operates that qualify for

additional funding,

Typically, about two-thirds of a district’s income is the “rev-
enue limit” or general purpose allocation comprised of prop-
erty taxes and state funds. This is the money that can be spent
at the district’s discretion—within the constraints of contracts
with employees and state laws and regulations. (See Figure 6.)

The amount of money school districts receive varies across
the state, though per-pupil general purpose funding in the same
type of district (elementary, high school, or unified) is typically
within a narrow range (about $450), though there are excep-
tions. In addition, the smallest districts of each type receive
higher amounts. From 2007-08 to 2009-10, average revenue
limit funding for unified school districts statewide dropped
14%, from $5,821 to $4,984 per pupil.

~ FIGURE 6 N
California’s School Finance System
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Together, about 30% of state and federal allocations
flow to districts as categorical funds. However,
through 2012-13, California policymakers have
given districts a lot of flexibility in how they spend
some of their state categorical funds.

* A small portion of lottery funds is earmarked for instructional materials.

EdSource 12/09

An anomaly in the school finance system is the “basic
aid” or “excess revenue” district in which property taxes fill
up or even exceed the district’s revenue limit. These districts

(about 100 of them) are allowed to keep the excess revenues.
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From 2007-08 to 2009-10, average revenue limit
Junding for unified school districts statewide dropped
14%, from $5,821 to $4,984 per pupil,

Both the state and federal governments provide “categorical
aid” for special programs, which together represent about 30%
of district revenues on average. But this earmarked money—
with limitations on how it may be spent—can be a smaller
or larger proportion of a district’s budget depending on the
characteristics and special needs of its students and families and
the programs the district operates. The largest state categorical
aid program is Special Education, and the largest federal pro-
grams are Title I (which provides funds for economically disad-
vantaged students) and Child Nutrition (mainly school meals).

Each district receives the same amount of money per

student from the lottery, which was $123.27 in 2008-09.

Federal and state policymakers respond to economic
downturn

In 2008-09 and 2009-1I0, extraordinary economic circum-
stances forced temporary changes in some aspects of school
funding, including an infusion of federal monies and the state
allowing districts to divert funds from 40 categorical programs.
See School Finance 2009—10 (Chapter 3) for details.

PUBLIC SCHOOLS

Local districts raise some additional revenues

All districts also have some local miscellaneous revenues from,
for example, cafeteria sales, interest income, or lease of surplus
properties. In addition, some districts have strong fund-raising
programs or other special sources of income. With a few
exceptions, the overall amount is typicaﬂy a small portion of
a district’s budget.

Some school districts also generate additional operating
money by passing a voter-approved, uniform tax on each parcel
of land within district boundaries. Schools commit to how
the tax will be used: for example, to keep class sizes small or
add a music program. Although the required two-thirds vote is
difficult to obtain, more than half (261 out of 486) of parcel
tax elections from 1983 through June 2009 passed, based on
the best available information.

In addition, districts can also call elections to authorize
the sale of general obligation (G.O.) bonds, which can only
be used for constructing or modernizing schools. In the past,
these elections also needed a two-thirds vote for approval;
but in November 2000, California voters passed Proposition
39, which reduced the threshold to 55%. Districts can now
choose between two types of bond elections, requiring either
two-thirds or 55% approval from voters. The reduction in
the voter-approval threshold has made it easier for districts
to successfully pass bonds. However, when districts choose to

lower the threshold, the law requires them to limit the bond
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amount and face tougher accountability measures. Based on the
best available information about G.O. bond elections:

¢ From 2001 through 2008, 538 districts sought 55%

approval and 449 (83%) of those elections succeeded.

* From 1986 through 2008, 940 districts sought two-

thirds voter approval, and 516 (55%) were successful.

¢ Altogether, 1,478 G.O. bond elections were held from

1986 through 2008, and 965 (65%) passed.
* Local bond elections generated a total of about
§57.4 billion from 1998 through 2008.

Given the economic climate of the nation, the success
of district elections held in the November 2008 election was
particularly noteworthy. Voters approved more than 100 G.O.
bond, parcel tax, and school improvement facility district
(SFID) measures. (SFIDs tax just a portion of a district—

often new housing developments—based on thC Value Of the

property.)

Since the mid-1990s, standards-based reform has heen
the driving force behind the state’s education policy
During the past decade, the state has worked to align all the
key elements of California’s K—12 public education system—
from curriculum to tests—to state-adopted academic content
standards that were set in the late 1990s. The standards describe
what students statewide should know and be able to do at each

grade level.

The testing system focuses on California Standards Tests
The state’s testing system reinforces this standards-based ap-
proach. In 1997, the Legislature enacted the Standardized Testing
and Reporting (STAR) program, which is given to students in
grades 2—11 each spring. The testing system has evolved over
time. The largest component of STAR s the set of California
Standards Tests (CSTs) based on the state’s academic content
standards‘They cover English Ianguage arts, math, history/ social
science, and science.

In 2001, the state introduced the California High School
Exit Exam (CAHSEE), which is also based on state standards
in English and math. Beginning with the class of 2006, students
must pass this exam to earn a high school diploma.

Students in grades 2—I1 with significant cognitive dis-
abilities take the California Alternate Performance Assessment
(CAPA), which is based on the building blocks of California’s
standards. California Modified Assessment (CMA) tests are
given to students with disabilities in grades 3-8 whose In-
dividualized Education Program (IEP) team has determined
that neither the CAPA nor the CST is the appropriate
assessment.

Beginning in 2009—10, Special Education students do not
have to pass the CAHSEE to graduate. In 2008, legislators
asked the State Board of Education to establish by Oct. I, 2010,
alternative means for students with disabilities to satisfy the

CAHSEE requirement.
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Note: Schools with different grade configurations have different subject weights.

For example, in the typical K-8 school, English language arts is weighted 54%, math 36%,
science 7%, and history-social science 3%.The percentages in the pie charts above may not
add to 100% due to rounding.

Data: California Department of Education (CDE) EdSource 8/10
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The state and federal governments are holding students and
schools accountable

In 1999, California lawmakers passed the Public Schools
Accountability Act (PSAA), which holds public schools ac-

countable for the academic performance of their students.

IN CALIFORNIA

The centerpiece of the PSAA is the Academic Performance
Index (API), a single-number summary of the performance of
a school’s students on the state’s standardized tests. The API is
used to publicly rank schools and monitor their improvement.
(See Figure 7.) The original focus of the PSAA was to provide
incentives for schools to improve.

The PSAA guided California’s accountability reform effort
until 2002, when two things occurred. One was the state’s bud-
get crisis, which cut the funds available for monetary rewards
for schools that improved on the API and reduced the resources
available to help struggling schools. Another was the passage
of the federal No Child Left Behind Act (NCLB) in 2001,
which created a new metric for school performance. Thus
as the funding shifted, so did the focus, with NCLB starting
to play a stronger role in the state’s accountability system in

2002-03.

Under NCLB, all students are expected to become
proficient in English language arts and math

NCLB is the 2001 reauthorization of the Elementary and
Secondary Education Act (ESEA). Under NCLB, states must
make “adequate yearly progress” (AYP) toward the goal of
having all students become proficient in English language arts
and math by 2013—-14. Each state determines its own method
of measuring proficiency and its own timetable for reaching
this goal. However, the federal government must approve the
state’s plan.

In California, elementary and middle school students are
considered proficient if they achieve a score of proficient or
advanced on California Standards Tests in English and math, a
standard policymakers say is high. High schools are measured
by the percentage of 10th graders who reach a proficient score
on the CAHSEE, a score that is higher than that required
to pass the exam. In addition, significant subgroups within a
school—based on ethnicity, poverty, disabilities, and status as
English learners—must reach the proficiency targets. Califor-
nia’s interim targets on the timetable for meeting the 100%
proficiency requirement increased slowly for the first few years
but began rising quickly in 2007-08. Schools and districts
must also achieve a certain API score or improve by one point
to make AYP. And high schools and districts that include high
schools must reach specific targets or show progress on gradu-
ation rates.

In addition, schools and districts must test 95% of their
students, including 95% of significant subgroups, to make
AYP. To be considered “significant,” a subgroup must include
either 100 students or 50 students if they represent at least
15% of the overall school population.

If schools that receive Title I funding under NCLB do
not make AYP, they enter an intervention program called
Program Improvement (PI). About 69% of elementary, 59%
of middle, and 43% of high schools in California received
Title I funds in 2008—09.
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Schools enter PL if they do not make AYP for two years
in a row on the same indicator (English or math) and for any
subgroup. During the first year of PI, the district must do
a number of things, including offering students a chance to
transfer to district schools that are not in PI and providing
free transportation to those schools.

Each successive year a school does not reach the profi-
ciency target, there are additional consequences, ranging from
a requirement to offer tutoring to low-income students in
Year 2 to restructuring the school in Year 5. Schools exit PI if
they make AYP for two years in a row.

In 2004, California introduced PI for school districts and
county offices of education that receive Title I funding. By
September 2009, almost a third (298) of the 936 local edu-

cation agencies receiving Title I funds were in PIL.

Complying with NCLB has presented problems

With California’s benchmarks for proficiency rising rapidly,
more and more schools and districts are entering PI. Cali-
fornia is not the only state facing what is quickly becoming
a dysfunctional approach toward school improvement. Con-
gress has not yet reauthorized ESEA, which was due to be
done in 2007. But the federal government has revised some

regulations in advance of the reauthorization.

The federal government has revised some
regulations in advance of the reauthorization of
ESEA.

Charter schools offer an alternative

PUBLIC SCHOOLS

IN CALIFORNIA

Demanding state and federal expectations require that
the system have hoth the will and capacity to improve
The will and capacity to improve requires the right resources,

most notably human resources.

Skilled educators are central to the effort

School districts and schools need highly qualiﬁed, well-
prepared educators, including both teachers and administra-
tors. There are several facets to this issue: the availability of
a sufficient supply of well-prepared educators; the need to
ensure that schools serving students with the greatest needs
have skilled, experienced educators; and the provision of on-
going professional development.

Throughout the 1990s and up until about 2005, Cali-
fornia faced dramatic shortages of fully credentialed teachers.
Several state policies have helped reduce this problem, such as
new recruitment programs, a successful approach to teacher
induction that keeps more new teachers in the profession,
and the streamlining of the credentialing process. In addi-
tion, a demographic shift reversed the rapid growth in stu-
dent population that characterized the state for many years. In
2008-09, just 4% of the state’s teachers were less than fully
certified. However, the state still faces shortages in some areas,
such as in Special Education and low-performing schools.

The state has also been inconsistent in its support for
professional development for teachers. After a large invest-
ment in 1999 and 2000 related to the adoption of new stan-
dards and curricula, many of the professional development

programs had fallen victim to budget cuts by 2002. The dual

Charter schools have some freedom from top-down state or district policies. A charter school operates independently under a
performance agreement with a chartering authority, such as a school district, a county office of education, or the State Board of
Education. The performance agreement spells out the school’s education program, goals, and other features. Charters are approved
for up to five years at a time and can be closed for failure to meet their promises regarding student performance or for financial
mismanagement.

California first enacted its charter school Iegislation in 1992. Since then, the number of charter schools has been steadily
growing. In 2009—10, the state had more than 800 active charter schools serving about 341,000 students (more than 5% of the
state’s public school population), according to the California Charter Schools Association. Some of these schools were in charter
districts, in which every school in the district is a charter school. There were nine such districts in 2007-08.

Groups of educators, parents, or community members can start a charter school. Nonprofit and for-profit organizations,
universities, or other agencies may operate these schools. Sometimes a school community decides to turn its regular public school
into a charter. Those “conversion schools” make up less than 20% of all charters in California. The other 80%-plus opened as
charters and are called “start-up” schools. In either case, districts must make facilities available to a charter school operating in the
district and serving a minimum of 80 district students.

Charter schools receive general purpose funds on a per-pupil basis from the state and federal governments either directly or
through their chartering authority. They also receive extra funding for students who are English learners or from low-income fami-
lies. Instead of state categorical funds, charters receive a block grant based on a per-pupil amount and thus have more flexibility
than noncharter schools in how the money is spent. Charter operators may also apply for funds from state and federal programs
that are not included in the block grant, but they then must meet the requirements attached to those funds. Some charter schools
receive less funding than other schools serving comparable populations, in part because charters do not always apply for these
categorical funds. Other charter schools are successful at obtaining supplemental funds through independent fund-raising, grants,

and corporate sponsors.
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All professional (certified) staff to students

Total district staff (including classified staff)
District officials/administrators

Total school staff (including classified staff)
Certified school staff only
School principals & asst. principals
Guidance counselors
Librarians
All teachers
Elementary teachers (grades 1-8)
Secondary teachers (grades 9-12)

The District of Columbia is included among the states.

N

Ratio of Staff to 1,000 Pupils hy Position, Fall 2007-08

California California
Rank in U.S. Ratio
50 721 52.3 73%
37 6.4 53 83%
47 1.2 0.5 40%
50 96.5 71.0 4%
50 70.9 51.9 73%
48 3.2 23 72%
50 2.1 1.2 58%
51 11 0.2 18%
50 64.5* 48.1* 75%
33 49.8 48.4 97%
51 83.9 42.8 51%

*These numbers translate into a student/teacher ratio of 20.8 students to 1 teacher for California and 15.5 to 1 for the entire U.S. Only Utah has a higher student/teacher ratio than California.

Notes: The numbers in this table are based on fall enrollment data and include pre-K public school students and their teachers. NCES estimated that there were 68,002 pre-K students and
4,110 pre-K teachers in California in 2007-08. If the pre-K students and teachers are not included, California’s student/teacher ratio is still 20.8.

The “Total staff” row includes all district and school staff plus those who fall under the NCES category “All Other Support Staff.”

Data: National Center for Education Statistics (NCES) Common Core of Data, 2007-08; accessed 12/1/09.
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Challenges of developing effective professional development
and paying for it continue to be serious for California.
California’s educators also face a daunting workload.
Opverall, the state’s staff-to-student ratio was just 73% of the
national average in 2007-08, according to the National Cen-
ter for Education Statistics (NCES). California students have
fewer teachers, counselors, librarians, school administrators,
and other adults available to help them learn. For example,
on average, a California school of 1,000 students had 2.3
school site administrators (principal or assistant principal) in
2006-07. Nationally, the average was 3.2 administrators. The
same school in California had 48 teachers compared with a
national average of almost 65—three teachers in Califor-
nia for every four in the United States. The differences are
even more dramatic for district officials. On average, a Cali-
fornia school district with 10,000 students would have five
district officials/administrators compared with 12 in the
typical district in the United States. (See Figure 8.) And Cali-
fornia still faces shortages in qualified school principals and

district leaders.

Despite fewer resources, pressure to reform California
education continues
However, dwindling state funds have forced districts to cut
back in staffing as well as in other areas, such as the number
of school days and summer school. In this era of scarcity,
some public education advocates have turned to the courts.
Two complementary lawsuits filed in mid-2010—Robles-Wong
v. California and Campaign for Quality Education (CQE) et al. v.
California—charge that the state’s current approach to school
funding is unconstitutional. The complaints argue that Cali-
fornia needs to revamp its school finance system to make it
possible for all students to reach the rigorous academic goals
set by the state. Although lawsuits typically take years to wind
their way through the legal system, Robles-Wong and CQE may
serve as catalysts for reform efforts to increase the produc-
tivity of public education by determining and investing in
effective practices.

At the same time, the federal government will need to

reauthorize its vision for public education—the Elementary

and Secondary Education Act (ESEA)—and is using Race to
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the Top competitive funding to keep the pressure on schools
to improve. The goal of President Barack Obama’s adminis-
tration is for all students to graduate from high school ready
for careers and college. And to that end, his administration
has supported developing national (“Common Core”) stan-
dards in English and math, which the majority of states, in-
cluding California, have agreed to implement.

Adding to the current volatility, a new governor and su-
perintendent of public instruction take over in January. They
face the unenviable task of trying to build a consensus on
how to help schools meet rising expectations with leaner bud-

gets—in other words, how to help them do more with less.n

© CopyRIGHT 2010 BY EDSOURCE, INC.
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A CHRONOLOGY OF SCHOOL FINANCE:
LEGISLATION, COURT CASES, AND INITIATIVES

1972 - Senate Bill 90

The Legislature established
“revenue limits,” a ceiling on

the amount of general purpose
money each district can spend
per pupil. The 1972—73 spending
level became the base amount

in determining each district’s
annual revenue limit. This was the
beginning of the shift from local to
state control of school finance.

1977 - Serrano v. Priest

In the case filed originally in
1968, the California Supreme
Court eventually ruled the system
of school finance inequitable

and ordered the Legislature to
draft a plan to equalize per-pupil
expenditures for all districts.

1977 - Assembly Bill 65

The Legislature initiated a “long
term” solution to the Serrano

v. Priest decision through a
complicated reallocation of taxes.
It also established the School
Improvement Program (SIP) and
several other programs.

1978 - Proposition 13

This constitutional amendment
approved by the voters limits

the property tax rate to 1% of

the assessed value and annual
property tax increases to 2%. Any
new taxes must be approved by
two-thirds of the voters.

1979 - Assembly Bill 8

In response to Proposition 13, the
Legislature established a formula
for dividing property taxes among
cities, counties, and school
districts. To comply with the
Serrano decision, more money
was allocated to lower-spending

districts while higher-spending
districts were “squeezed.”

1979 - Gann Limit

Voters approved a constitutional
limit on governmental spending at
every level in the state, including
school districts. No agency’s
expenditures can exceed its Gann
limit, which is adjusted annually
for changes in the population

and the lesser of U.S. CPIl or
California per capita personal
income. (Index was changed by
Proposition 111, 1990.)

1983 - Senate Bill 813

This major “reform” legislation
added many categorical programs,
more rigorous graduation
requirements, longer school

day and year, and statewide
curriculum standards.

1984 - Lottery Initiative

Approved by a strong majority
of voters, the lottery distributes a
minimum of 34% of its revenues
to all educational institutions
(elementary through college)

on a per-pupil basis. Proceeds
from the lottery add about 2% to
school district revenues.

1988 - Proposition 98

Narrowly passed by voters, this
initiative guarantees a minimum
funding level for schools; other
provisions established school
“report cards,” a “prudent” state
reserve, and changes in the
distribution of state revenues that
exceed the Gann limit.

1990 - Proposition 111

Included in this legislative ballot
measure was a change in the

inflation index for the Gann limit
calculation, effectively raising

the limit. Additionally, the funding
guarantee for education (Prop 98)
was adjusted downward for years
of low revenue growth.

1991 - Assembly Bill 1200

This legislation put county
offices of education in charge
of reviewing districts’ financial
statements and certifying
their financial viability. It also
created the state Fiscal Crisis
& Management Assistance
Team (FCMAT). Assembly Bill
2756 (2004) required the state
to update oversight standards
and strengthen the district
budget review process.

2000 - Proposition 39

This ballot measure changed
existing law that required school
districts to win two-thirds voter
approval for school construction
bonds. The new law authorizes
55% voter approval (with added
requirements involving financial and
performance accountability) as an
option to two-thirds approval.

2004 - Williams v. California

This lawsuit, originally filed in
2000, charged that the state
had failed to give thousands
of children the basic tools
necessary for their education.
The 2004 settlement included
accountability measures,
extra financial support, and
other help for low-performing
schools. It also required all
schools to report the condition
of their facilities, teacher
misassignments and vacancies,
and textbook availablility.
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The Basics of California’s School Finance System

Every summer, the California Legislature and governor decide how much money will go to kindergarten

through 12th grade (K-12) public education and how it will be divided among school districts, county

offices of education, and the California Department of Education. A series of voter-approved initiatives

provide significant restraints on both revenue options and how much funding must go to public schools.

Although some changes occur each year, the system has looked about the same for more than 25 years.

What are the sources of district

operating funds?

The column on the left of the diagram below

shows the five sources of operating funds for

schools in California:

B Thefederalgovernmentcontributesabout
10% of the education budget.

B About 60% of the funds are from the
state—generated by business and per-
sonal income taxes, sales taxes, and some
special taxes.

B Local property taxes are a little less than
23% of all funds. The Legislature and gov-
ernor determine what part of these rev-
enues goes to schools.

B The tiny line near the bottom of the col-

umn—1Iess than 2% of the total, or about

California’s School Finance System

Sources Distribution
Federal —
Categorical
State
General
Purpose
Property
Tax
Lottery* B ——
Local Misc. | >

About a third of the state’s allocations and all
of the federal ones are earmarked for special uses.

EdSource 1/09

$150 per student—is from the California
Lottery.

B Miscellaneous local revenues are about
6% of the total. These come from a vari-
ety of sources, such as special elections
for parcel taxes (needs a two-thirds
vote for approval); contributions from
foundations, businesses, and individu-
als; food service sales, and interest on
investments.

These simple boxes tell the whole story:
there are no other sources of funds to run

California’s K-12 public schools.

How are the funds distributed to local
school districts?
The column on the right shows how the dif-
ferent sources feed into school districts’ oper-
ating budgets. Currently, about two-thirds of
the money is for general purposes and almost
one-third is earmarked for special purposes
or categories of students.

Each district has its own particular com-
bination of federal, state, and local sources.
The amount depends on:

B the average number of students attending
school during the school year (average
daily attendance or ADA);

B the general purpose money the district
receives for each student (its “revenue
limit”), and

B the support for specific programs for
which it qualifies (“categorical aid”).

The miscellaneous and lottery revenues
provide less than 8% of funding statewide. But
this money is important to school districts
because few restrictions are placed on its use.
In some districts, this income represents a sig-

nificant source of discretionary funds.

How is the amount that goes to each
school district determined?
The Legislature established revenue limits at
roughly what each district spent on general edu-
cation programs in 1972, and it has adjusted
them for inflation since then. The Serrano v.
Priest court case, decided in 1976, had the net
effect of making districts’ general purpose
money more nearly equal per pupil in each
type of district (elementary, unified, high
school). Since the late 1990s, revenue limit
equalization has been an intermittent issue, and
various strategies have been implemented when
funding was available. Revenue limits are now
within about a $450 range for school districts.
A district’s revenue limit can be increased
only by legislation, not by the school board,
superintendent, or local voters. When prop-
erty taxes rise, most schools do not directly
benefit. The additional income goes toward
the revenue limit, and the state’s share is
reduced proportionately. In about 60 of the

EdSource® is a not-for-profit 501(c)(3) organization established in California in 1977.

Independent and impartial, EdSource strives to advance the common good by developing and widely distributing trustworthy, useful
information that clarifies complex K-12 education issues and promotes thoughtful decisions about California’s public school system.



almost 1,000 school districts, however, prop-
erty taxes fill up or exceed the revenue limit.
These districts are allowed to keep their
excess property tax revenues.

Categorical aid is distributed by the state
and federal governments according to the
needs of the children in the district and the
special programs for which the district quali-
fies. This aid is quite substantial in some dis-
tricts and minimal in others. Since the 1960s,
court decisions, legislative priorities, and
pressure from interest groups have created a
wealth of categorical programs.

Funding for some programs can be used
only to provide specific services, such as
school lunches, or to serve the needs of par-
ticular students, generally those who were
traditionally underserved. The largest of
these programs is Special Education, which
provides funds for extra services needed
to educate students with disabilities. Some
programs are completely voluntary. Oth-
ers provide money to help districts pay for
services they are required by law to provide.
Still others are incentive programs intended
to encourage districts to implement a specific
program or reform, such as California’s K-3
Class Size Reduction program.

Since the late 1990s, state policymakers
have made some attempts to consolidate and
simplify categorical programs. But that has
been balanced by their tendency to create
new programs when extra funds are available.

Do California schools receive enough
funding?

In California, the question of funding
adequacy consistently underlies discus-
sions about improving public schools. Many
people point to comparisons with education
funding in other states to say California’s
funding is insufficient.

For almost three decades, this state’s
expenditures per pupil have trailed the
national average. The precise amount varies
from year to year, depending on a variety of
economic factors and policy decisions among
the so states. Since 1996-97 the state’s expen-
ditures have ranged from 87% to 96% of the
U.S. average, depending on the year.

In addition, the number of personnel
California schools are able to hire is substan-
tially lower than is true in most of the coun-
try. California has a high cost of living, and
its residents’ salaries are also consistently
near the top.

The combination of below average per-
pupil expenditures and above-average sala-
ries results in some of the lowest ratios of
staff to students in the country. On average,
California school districts have about three-
fourths as many adults available—and three-
fourths as many teachers—as is true on
average in the nation. The numbers of school
site administrators, district administrators,
counselors, and librarians have historically

been even lower.

How do I find out more?

M For more detailed information and tools for understanding and explaining California school finance,

go to: www.edsource.org/iss_fin_tools.html

B For detailed financial data on districts, counties, and the state, go to the Ed-Data Partnership

website: www.ed-data.k12.ca.us

B Forinformation and publications about California’s education issues, go to EdSource’s website:

www.edsource.org

© COPYRIGHT 2009 BY EDSOURCE, INC.

What can California do to improve its
funding system?

There are many critics of the state’s funding
system, and the debate about school finance
has intensified.

Some people focus on how much money
schools receive, and others worry about
how fairly the funds are distributed. A seri-
ous and compelling question is whether
schools in this state have the resources they
need to meet California’s demanding aca-
demic goals—in particular the extra invest-
ment that may be necessary to improve the
achievement of the state’s English learners,
low-income students, and students with dis-
abilities. Some people advocate for greater
flexibility for local school districts and
schools. Others worry about how to hold
them more accountable for spending their
resources appropriately and in ways that
improve student achievement.

Dealing with these concerns is made
more difficult by the complexity of the
state’s school finance system. A system
that was simple and transparent might bet-
ter enable the public to understand how
much money their local schools receive,
how they spend it, and who is responsible
for those decisions. It could also make it
easier for policymakers to evaluate the
impact various investments have on stu-
dent performance and adjust school expen-
ditures accordingly. Il

Reprints permitted with credit to EdSource. For a Spanish version, go to: www.edsource.org/espanol.html
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Proposition 98 Sets a Minimum Funding Guarantee for Education

Proposition 98, passed by voters as an amendment to the California

Constitution in 1988, is designed to guarantee a minimum level of
funding for public schools and community colleges that at least keeps
pace with growth in the K-12 student population and the personal
income of Californians and at best increases the amount schools
receive. It was revised in 1990 by Proposition 111. Proposition 98 dol-
lars are state funds raised primarily through income, sales, corporate,
and capital gains taxes, combined with local property tax revenues.
They represent about 72% of the funds that K-12 schools receive.

The minimum spending level under Proposition 98 is determined
by one of three “tests” or formulas, which are described in detail in
the table below.

Several factors influence which test is used to set the mini-
mum guarantee, but the most important are the annual changes in
statewide K-12 student attendance, per capita personal income,
and per capita General Fund revenues. (The General Fund is
the state’s largest pot of money and is not dedicated to one spe-
cific program.)

TEST 1
Percentage of General
Fund Revenues
Times used: 2

TEST 2
Adjustment Based on
Statewide Personal
Income
Times used: 12

TEST 3
Adjustment Based on
Available Revenues
Times used: 7

SUSPENSION
Times used: 1

MAINTENANCE FACTOR

“SETTLE UP”

© COPYRIGHT 2009 BY EDSOURCE, INC.

Understanding the Three Tests of Proposition 98

Requirement
K-14 education must receive a minimum percentage of General Fund revenues, currently about 41%.
When is it operative?

When it would provide more money than Test 2 or 3. It has been used only twice, in 1988-89 and under the revised 2008-09
budget passed in February 2009.

Requirement
K-14 education must receive at least the same amount of state aid and local property tax dollars (collected locally but the
distribution among local governments is determined by the state) as received in the prior year, adjusted for changes in K-12
attendence and per capita personal income.

When is it operative?

Basically, when General Fund revenues experience normal or strong growth during the prior year. (Specifically, it is used when
the percentage growth in state per capita personal income is less than or equal to the percentage growth in per capita General
Fund revenues plus 0.5%.)

Requirement
K-14 education must receive at least the same amount of state aid and local property tax dollars as received in the prior year,
adjusted for changes in K-12 attendence and per capita General Fund revenues, plus 0.5% of the prior year Proposition 98
spending amount.

When is it operative?

Basically, when General Fund revenues fall or grow slowly during the prior year. The intent is for the K-14 education funding
requirement to be responsive to reduced revenue. (Specifically, it is used when statewide per capita personal income is greater
than the percentage growth in per capita General Fund revenues plus 0.5%.)

Proposition 98 can be suspended for a year with a two-thirds vote of the Legislature and concurrence of the governor. If
suspended, policymakers have great discretion as to the level of funding they provide. It has been used only once, in 2004-05.

If Test 3 is used, or if Proposition 98 is suspended, the amount saved (the difference between what Test 2 would have provided
and what was provided) must be restored over time to the minimum guarantee level, beginning in the next year in which the
percentage growth in per capita General Fund revenues exceeds the percentage growth in per capita personal income.

When state leaders craft a budget for the upcoming fiscal year, they must estimate what the minimum Proposition 98
spending level will be before the fiscal year starts. If, during the course of the fiscal year, the estimate turns out to be too low,
the state must later make up the shortfall. The amount of the shortfall is often referred to as the “settle up” amount.

Reprints permitted with credit to EdSource.
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In California, the state controls not only how much funding goes to K—12

education, but also how those funds are allocated. Out of the revenues available

to education, most of the funds go to school districts to pay for the cost of
operating schools that serve students in kindergarten through 12th grade.
However, a large portion of the funding goes to other agencies. And some of the
funds pay for services outside K—12 education such as after-school programs,

preschool, and adult education.

The system of allocations
involves a multilayered and
interlinked network of agencies
that have responsibility for
administering public education
in California. One way to
think about this system is to
picture a map of California.
The California Department of
Education has administrative
responsibility for the entire
state. Every one of the state’s
58 counties has a county
office of education. And then,
within each county, are school
districts obligated to serve all
the students who live within
their boundaries.

A second set of agencies has
been overlaid on this structure
in order to efficiently provide
some select educational
services. Special Education
Local Plan Areas (SELPAs) and
Regional Occupational Centers/
Programs (ROCPs) serve
specific students, often across
the geographic boundaries of
school districts.

Charter schools exist within
the system, but the students
they serve and their “chartering
agency” are not determined
solely by geography. They
operate without set attendance
boundaries or a predetermined
constituency. Some are affi-
liated with local districts and
some are not.

California Department
of Education (CDE)

The CDE has some respon-
sibility for all students within
the state boundaries and, to
some extent, for the operation
of both districts and county
offices.

The department has several
roles within the school finance
system. It administers the
numerous categorical programs
created by state and federal
lawmakers. It also maintains
the data related to the funding
that districts and county of-
fices receive and the way those
funds are spent. Although

California’s elected super-
intendent of public instruction
oversees the department, the
State Board of Education acts
as its policymaking body.

Funding for the CDE is not
included in the minimum
funding guarantee under
Proposition 98 and is a separate
line item in the state’s budget.
In 2007-08, CDE funding was
$47.1 million (or less than one-
tenth of one percent of total

K-12 funding).

County Offices of
Education (COEs)

Each of California’s 58 COEs
has jurisdiction over the districts
in its county and has significant
oversight responsibilities for
these districts.

County offices have specific
responsibilities regarding, in
particular, fiscal oversight. An
additional set of responsibilities
was added in 2004 as part of the

settlement of a lawsuit against
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the state related to the quality of
school facilities, textbooks, and
teachers in schools that serve
low-income children.
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To some degree, county of-
fices also function like school
districts. They often operate
schools, usually to serve stu-
dents with special needs. Many
of them also provide admin-
istrative services, particularly
to small school districts in the
county. Some COEs are rather
entrepreneurial as well, provid-
ing services for a fee to school
districts and other entities.

School Districts
Each of the state’s nearly 1,000

school districts is the fiscal agent
responsible for governing K—12
schools within its particular
geographic boundary. The bulk
of K-12 education funds are
allocated to school districts
that in turn pay for the cost of
operating schools.

About a third of districts serve
all students in their boundaries
from kindergarten to grade 12.
In other areas, students attend
grades K-8 in an elementary
district and grades 9-12 in a
high school district.

Because school districts are
responsible for so much of the
system—both in terms of funds
and the sheer number of stu-
dents they serve—they are often
considered to be at the center of
the school finance system.

Allocations To
Meet Special Needs

Although the bulk of funding

pays for the education of
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K-12 students within regular
classrooms, both the state
and federal government set
aside funds for two special
categories of services: Special
Education for students with
disabilities and occupational
programs that provide training
to prepare students directly for
the workforce.

For administering funds for
Special Education and occu-
pational programs, the state
created a separate group of
entities: Special Education
Local Plan Areas (SELPAs) and
Regional Occupational Centers/
Programs (ROCPs).

Special Education

Local Plan Areas (SELPAs)
Funds for Special Education
services are distributed to
districts through SELPAs. The
SELPA coordinates services for
students with disabilities from
infancy to age 22. The members
of the SELPA agree on how
the required services will be
provided and how much each
district will receive based on
the programs it operates and the
students it serves.

The SELPA boundary may in-
clude several school districts
or simply coincide with a
particular school district or
county office boundary. In
rare cases, a particularly large
school district may have more

than one SELPA.

The state and federal gov-
ernments provide Special
Education funding to districts
through the SELPA. But this
funding does not cover the full
cost of educating students with

System of Allocations

disabilities. Local school districts
are expected to provide a share
from their other revenues.

Regional Occupational
Centers and Programs
(ROCPs)

California has about 70 ROCPs.
These centers serve high school
students age 16 and older and
some adults. Collectively, they
offer courses in more than 100
different career areas as diverse
as forensic science, engineering,
manufacturing, technology,
automotive technology, graphic
design, digital pre-press, and
health care.

The ROCPs operate under
one of three organizational
structures: the majority are
governed by county offices of
education; a significant number
operate under a joint powers
agreement among districts; and
a few are run by an individual
school district.

Services For Students

Outside K-12 Classrooms
California in recent years has
increased its investment in
after-school programs operated
by local school districts. Thanks
to a voter-approved initiative
(Proposition 49), funds have
been permanently earmarked
for these programs. Both the
state and federal governments
support after-school programs.

California school districts and
county offices also operate some
programs that serve adults and
others that provide services
for children not yet ready for
school. The state counts some
of that funding as K-12 funding.
Generally, school districts and

© Copyright 2010 by EdSource, Inc.
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county offices directly receive
and administer the funds for any
adult education or child care/
development programs they
operate. Preschool and school-
age children receive services
through a variety of Child Care
and Development and State
Preschool programs. Some,
but not all, of these programs
are run through the public edu-
cation system.

Similarly, some adult educa-
tion programs are operated by
unified and high school districts.
A variety of other agencies,
including community college
districts, cities, and counties also
provide adult education.
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Funding for Facilities

For the most part, funding for the construction and repair of school facilities

is separate from funding for operations. The bulk of capital costs are paid for

through public bonds.

For many years, particularly
through the 1990s, public schools
in California faced a serious fa-
cilities crisis. The number of
students was increasing, many
schools were overcrowded, and
an alarming number of build-
ings needed renovation and
modernization. Californians
responded to this need by pass-
ing both statewide and local
general obligation (G.O.) bonds
for facilities.

Major Sources of

Facility Funds

School districts rely on state
and local G.O. bonds to raise
money to build and remodel
school buildings and purchase
long-term equipment. Some
districts also generate funds
by levying developer fees and
forming facility districts.

General Obligation

(G.O.) Bonds

California has a statewide school
building program—the School
Facilities Grant Program—
supported by statewide bond
measures. Statewide bond meas-
ures require a simple majority
(50% plus one) to pass.

Local school districts can also
issue school construction bonds

and levy property taxes to pay
for them, provided they get
voter approval. Prior to 2001,
districts needed two-thirds
approval to pass local G.O. bond
measures, and more than 40%
of local school bonds failed. But
in November 2000 California
voters passed Proposition 39,
which allows school bonds to be
approved with a 55% “superma-
jority” (with restrictions on the
amount of the bond and greater
accountability requirements).
Since the passage of Prop-
osition 39, districts have had
the choice of whether to seek
two-thirds or 55% approval.
Local elections that rely on
55% approval have been more
successful, with more than 80%
passing.

Developer Fees

School districts also have the
authority to levy developer fees
on residential and commercial
construction or reconstruction,
but statewide these fees gener-
ate significantly less money
than bonds. The money may be
used only for school facilities,
including portable classrooms.
These fees are charged both to
developers of new properties
and to property owners who
remodel. They are based on the

concept that new construction
will lead to additional students.
Individual school districts de-
cide whether to levy the fees
and at what rate up to the al-
lowed maximum. Districts are
required to substantiate the
financial impact of the new
development and show that
they have used the revenues to
address that impact.

The State Allocation Board
adjusts the fees for inflation in
even-numbered years. In 2010
and 2011, the maximum was
set at 47 cents per square foot
on commercial construction
and $2.97 per square foot on
residential construction.

Facility Districts

School districts are also able
to tax just a portion of their
districts—often new housing
developments—by establish-
ing a Mello-Roos Community
Facility District or a School

Facility Improvement Dis-
trict (SFID).

Under Mello-Roos, which re-
quires two-thirds voter ap-
proval, property owners pay a
special tax based on a formula.
School districts have been able
to establish Mello-Roos districts
since 1983.

© Copyright 2011 by EdSource, Inc.
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Funding for Facilities

In 1998 school districts were
first able to form SFIDs, which
generate funds through gen-
eral obligation bonds based
on the value of the property.
In response to Proposition 39,
legislators passed a law in July
2001 that allowed the voter-
approval threshold for SFIDs
to be either two-thirds or 55%
(with added accountability
provisions). Since then, SFIDs
have become much more com-
mon than Mello-Roos districts
and represent almost all facility
districts established today.

Maintenance Funding

The ongoing maintenance of
facilities comes out of district
operating funds in ways that are
partially determined by state law.
Districts are required, for exam-
ple, to maintain a Routine Re-
stricted Maintenance Fund that
dedicates 3% of their general
fund budget to this purpose. In
addition, they can receive state
funds for deferred maintenance
projects as long as they provide
matching local funds.

DURLE
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The routine cleaning and
upkeep of facilities—custodial
work, in other words—cannot
be funded from the above
sources. Instead, it comes out of
regular district operating funds.

Obligations Under the
Williams Settlement

The Williams v. California
lawsuit, originally filed in
2000, charged that the state
had failed to give thousands
of children the basic tools
necessary for their education,
including “inadequate, unsafe,
and unhealthful facilities.”
The 2004 settlement included
accountability measures, extra
financial support, and other help
for low-performing schools.

The state agreed to provide
$800 million for critical repair
of facilities in future years for
the state’s lowest-performing
schools. That includes 1,475
schools that were in the bottom
three deciles of the state’s 2003
Base Academic Performance
Index (API) rankings, according

‘ ﬁel c;;f‘. adings
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to the California Department of
Education (CDE). Those schools
serve more than one million
students.

The settlement also requires all
schools—no matter how they
rank on the state’s Academic
Performance Index (API)—to
post signs in every classroom
that explain the standards for fa-
cilities. Any school that receives
funding from the state’s school
building program must also
establish a facilities inspection
system to ensure that schools are
well maintained.

In addition, all schools must
report the condition of their
facilities in their School
Accountability Report Cards
(SARC:s). Because of Williams,
all districts must also have a
uniform complaint process for
complaints regarding unsafe or
unhealthy facilities.

For more information, see the
Williams section of the Califonia
Department of Education’s web-
site: www.cde.ca.gov/eo/ce/wc/
wmslawsuit.asp [
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Charter School Funding

Charter schools in California are publicly funded but function somewhat

differently from traditional public schools. They operate independently under

a performance agreement with a chartering authority, which is typically a
school district but can also be a county office of education or the State Board

of Education.

Because charter schools do
not have to comply with most
sections of the state Education
Code, they are less regulated
and have more independence
in making decisions than tra-
ditional public schools. Instead
they are governed primarily by
their charters, which are gener-
ally granted for five years and
renewed based on the school’s
performance.

Charter schools are funded on
a per-pupil basis and are usually
able to hire their own teachers
and other staff. However, they
are subject to closure if they
fail to meet their promises
regarding student outcomes or
their obligations concerning
financial management.

Funding for Charter
School Operations

Each year charter schools can
choose whether they want to
receive their funding through
their chartering agency or di-
rectly from the state. Either way,
these schools receive revenues
from both general purpose and
categorical sources.

General purpose funds, like
the revenue limit monies dis-
tricts receive, come from local
property taxes and the state.
The amount of general purpose
funding depends on the school’s
estimated average daily atten-
dance (ADA) and the grade
level of the students, with the
state providing more as students
grow older. The amount is ad-
justed annually and is based on
average district revenue limits.

Charter schools also receive a
discretionary block grant that
consolidates funding from about
45 categorical programs. In ad-
dition, charter schools receive
extra funding for each student
they serve who is identified
as an English learner and/or
eligible for free/reduced-priced
meals. Schools receive double
funding for each pupil who is
both an English learner and
from a low-income family. This
is in lieu of the state Economic
Impact Aid that districts re-
ceive. Charter schools are able
to treat these funds as general
purpose monies and can spend
them as they wish.

Many of the state’s largest cat-
egorical programs, such as Class
Size Reduction (CSR), are not
included in the block grant. But
charter schools are free to apply
for CSR funding and for other
categorical money from the
state or the federal government
as long as they meet applicable
program requirements.

The federal government has
also earmarked funds for Cali-
fornia charter schools under the
Public Charter Schools Grant
Program. Charter developers,
new charter schools, and those
charter schools with a history
of success are eligible for grants.

Charter schools, like traditional
schools, provide services and
receive funding for Special
Education students through a
Special Education Local Plan
Area (SELPA). It is legally
presumed that a charter school
is an arm of its charter-granting
agency and thus a part of its
SELPA. So charter schools have
to negotiate with their charter-
granting agency how costs,
revenues, and responsibilities
will be allocated.

© Copyright 2007 by EdSource, Inc.
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The difference between categor-
ical funding for charter schools
and that received by traditional
public schools is an ongoing
policy issue for California. Char-
ter schools end up getting less of
the large categorical programs
outside the categorical block
grant. To bring about greater
parity in the categorical funding
for charters and noncharters
and to compensate for the fact
that some programs have been
removed from the categorical
block grant, the Legislature
passed Assembly Bill (AB) 740
in 2005, which changes both
the amount and calculation
of the categorical block grant.
This will be reviewed every
three years.

Funding for Facilities

Locating and paying for fa-
cilities has proved challenging
for many charter schools—
especially start-ups. As a result,
state and federal lawmakers
have taken steps to ease the
problem:

As of November 2003,
school districts must make
adequate facilities avail-
able to charter schools
of a certain size that are
operating in the district.

A portion of statewide
school bonds are typically
set aside for new construc-
tion of charter school
facilities. To qualify for
funding, a charter school
must prove that it is finan-
cially sound.

The Charter School Re-
volving Loan Fund allows
a $250,000 maximum
loan amount over the life-
time of a charter school,
with repayment periods
of up to five years. The
charter schools are solely
liable for these loans, and
priority for loan applica-
tions goes to new charter
schools.

The Charter School
Facility Grant Program
(Senate Bill 740), passed
in 2001, helps charter
schools with rent or lease
expenses. To be eligible, a
charter school must have
at least 70% of its pupils
eligible for free/reduced-
priced meals or be located
in an attendance area
with the same kind of
student population.

The federal Credirt
Enhancement for Char-
ter Schools Facilities
program provides com-
petitive grants to or-
ganizations that are
willing to guarantee loans
and leases that charter
schools pursue. [l
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EdSource’s Challenging Times follows. It examines the financial circumstances of California’s
school districts and the recent state and federal policy decisions that are affecting them. But
EdSource is also publishing an online update of the state budget and its impact on schools,
available by mid-January 201 |.To download a free copy, go to:

www.edsource.org/pub | | -school-finance-key-decisions.html



ul‘"EE REPORT
®

Clarifying Complex
Education Issues®

DECEMBER 2010

Challenging Times: California Schools Cope with Adversity

and the Imperative To Do More

HIGHLIGHTS

W California’s school districts face
COMPELING Priorities ..vovvverveerrereeiseerirreneenes 2

B The state has delayed large payments
to local school agencies........occovvvrveerennnne 4

W Districts have limited options
for coping with reduced funds..............coeeue 5

B Districts are making cutbacks but
having mixed success in keeping them
“away from the classroom”.........cc.cceevvevenens 6

B Federal stimulus dollars have helped,
but many districts still face severe funding
AIffICUTIES v 10

B Obama administration programs
represent seed money for reforms
it hopes will be game-changing................. 12

B Policymakers’ actions will add
to districts’ workload.........ccocevvevrerieiinnene 16

B “Doing more with less” is a daunting
challenge for California schools................. 21

EdSource thanks Joyce and Larry Stupski for
supporting the development and dissemination
of this report.

California school districts face critical and competing pressures.
Asked on a recent survey to identify their most important strate-
gic objectives, district officials’ two most common responses were
“improving academic achievement” and “remaining fiscally solvent.”

Some districts have taken drastic actions
in the past two years to make ends meet,
often at the expense of educational programs.
A record number of districts report that they
may be unable to meet their financial obli-
gations. And it appears that further fund-
ing cuts are on the horizon. Meanwhile, the
pressure to successfully prepare all students
for college and career has never been greater.

Reports from throughout the United
States make it clear that California’s school
districts are not alone. U.S. Secretary of
Education Arne Duncan recently cautioned
schools that tough economic times are likely
to continue and that “doing more with less”
is the “new normal.” Duncan went further
in a Nov. 17 speech at the American Enter-
prise Institute, a conservative think tank. “I
believe enormous opportunities for improv-
ing the productivity of our education system
lie ahead if we are smart, innovative, and
courageous in rethinking the status quo.”

Does this expectation realistically apply
to California? Or are our public schools

already so leanly run and so tightly strapped
that further cuts are impossible without hurt-
ing the quality of schooling for California’s
children? And to what extent are the new ini-
tiatives and policies created by the federal and
state governments—as part of their rethink-
ing of the status quo—Ilikely to help Califor-
nia’s schools “do more” in terms of student
achievement “with less” in terms of resources?

This report examines the financial cir-
cumstances of California’s school districts
and the actions they have been taking to cope
with these competing demands. It looks at
the various forces that govern both the rev-
enues they receive and the expenditures
they make, and the added pressures they
face due to the insolvency of California’s
state budget and the fact that the 2010-11
budget was the latest in the state’s history.

As aresult of that late budget, EdSource’s
usual summary of the current year budget for
K-12 education is not included in this report.
Watch for an EdSource Budget Brief in Janu-
ary that describes those decisions in detail.

EdSource® is a not-for-profit 501(c)(3) organization established in California in 1977.

Independent and impartial, EdSource strives to advance the common good by developing and widely distributing trustworthy, useful
information that clarifies complex K-14 education issues and promotes thoughtful decisions about California’s public education system.
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California’s school districts face competing priorities

In fall 2009, the nonpartisan Legislative Analyst's Office (LAO), which provides budgetary and policy
advice to the Legislature, surveyed school district and county office of education superintendents
regarding their spending and fiscal planning. Of the 1,043 local agencies that received the survey, 231
responded, representing 37% of the state’s students.?

The questionnaire asked districts whether figure 1 | The five major sources of revenues for K-12 education in California include state, federal,
they had a strategic plan in place for the and local funds
2009-10 school year, and if so, what the three

most important objectives of the plan were. | Average Contribution During the Past 10 Years, by Funding Source
Of the 205 districts that listed their objectives, The portion of funding that each source has supplied varied from 2000-01 through 2009-10, so the highlighted
percentages represent the average contribution during those 10 years.

the five most common responses were:

1. Improve academic achievement; o i ; o
55% State general fund, which is comprised of personal income, sales, corporate, and capital gains

taxes. This source has provided between 50% and 60% of K-12 education’s funds during the
past 10 years. Several factors have contributed to the variation, including policymakers’ shifting

2. Remain fiscally solvent;

3. Close the achievement gap/help strug-

gling students; of property taxes between school districts and other local governments; temporary increases
4. Improve English learners’ performance; in federal funding; and a drop-off in state revenues in the past three years due to the economic
5. Modernize facilities. downturn. Since 2008-09, the percentage has been relatively low.
That list of priorities makes it clear that local
school agencies face the challenge of striking 22% Property taxes, which are collected by counties. The state determines how to allocate them among
a balance between helping their students learn school districts and other local governments. When California voters passed Proposition 13 in 1978, they
and meeting their financial obligations. established in the state constitution a cap on the level and annual increase in property taxes. During the
past 10 years, the percentage of education funding coming from property taxes has ranged from 19% to
Total revenues for local schools have 26%. In the past two years, the contribution has been about average.

decreased in recent years

California’s K-12 school agencies—districts, 13% Federal government, which generally provides only categorical funding (money earmarked for

specific purposes, such as compensatory education for low-income students). However, the
recent federal stimulus package provided a large but temporary infusion of mostly discretionary
funds for local school agencies. The stimulus funds, available from 2008-09 through

Sept. 30, 2011, increased considerably the share of funding provided by Washington, D.C.

two biggest sources—the state General Fund Prior to 2008-09, the federal portion comprised about 12%, but it rose to 18% in 2008-09
and local property taxes—have provided less and 16% the following year.

county offices of education, and charter
schools—receive about $60 billion per year.
Those funds come from several sources. The

funding in recent years. Not only are revenues

to local school agencies down, but large por- 8% Local miscellaneous sources, such as donations to local schools, interest income, parcel

tions of funding are also being delayed. taxes, and lease and rental income. School districts and their communities largely control
these revenue sources. The amounts vary dramatically from one district to another. Statewide,

Education funding comes from several sources the portion of funding that local miscellaneous sources have contributed has been relatively

The money for running schools and district constant; but in the past two years, there has been a slight uptick.

offices, which includes everything from text-

books and teachers’ salaries to cleaning 1.6% State lottery. Until April 2010, a minimum of 34% of lottery ticket revenues had to be dis-

tributed to public schools, colleges, and universities for the instruction of students. However,
the recently enacted Assembly Bill 142 requires the California Lottery Commission to increase
the percentage of revenues returned to the public from 84% to 87% and redesign its distribution
formulas to maximize the total net revenues for public education. Lottery administrators predict
the contribution to the education sector will rise by 7% between 2009-10 and 2010-11 as

a result.?

supplies and utility bills, comes from mul-
tiple sources. The state’s general fund, local
property taxes, and the federal government
are the major ones, providing about 9o% of
the dollars that local school agencies receive.
The state controls the allocation of more than

three-quarters oftotal funds. DaTA: CALIFORNIA DEPARTMENT OF EpucaTtion (CDE) EpSouRCE 12/10
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School districts receive funding in two forms

Funding comes to districts either as unrestricted or restricted. Unrestricted revenues, which represent
about 70% of the average district’s funding, can be spent on whatever the district thinks is appropriate.
These monies are often referred to as general purpose funds. In contrast, restricted revenues are dedicated
to a specific category of activities or type of students (e.g., English learners). Many of these latter funding
sources are thus called “categorical” programs.

“Revenue limit” funding provides most unrestricted revenues

The core of unrestricted money is “revenue limit” funding. This term came into being in 1972, when state
policymakers put a ceiling on districts” general purpose revenues. Lawmakers acted because they anticipated
that the California Supreme Court would overturn the property tax-driven system that had produced great
variation in per-pupil funding, reflecting variations in tax rates, property wealth levels, and student populations.

The total revenue limit allocation a school district receives each year is based on a specific amount per pupil.
The amount is calculated using historical funding levels and a formula set by law. Within each district type—
elementary, unified, or high school—the amount per pupil is intended to be relatively equal, though variation
exists. A district’s total revenue limit allocation is the product of its per-pupil amount multiplied by its average daily
attendance (ADA). Revenue limit funding is a combination of state general fund money and local property taxes.

In some districts, the property wealth—whether due to general affluence or an abundance of natural resources
relative to the size of its student population—generates enough property tax revenue to exceed the district’s
revenue limit. These school districts are called excess tax or basic aid districts. The latter term arises from
the fact that they get only the basic aid of $120 per pupil—or a minimum of $2,400 per district—required by
the state constitution and no funding in addition to their local property taxes to meet the revenue limit. They
keep any property taxes in excess of their revenue limit, which in some cases represents thousands of dollars
per pupil. Because of budget constraints in 2002-03, lawmakers eliminated the distinct payment of $120 per
pupil, saying that the state met its obligation with other state funding from categorical programs. In typical
years, there are roughly 60 to 80 basic aid districts, but the number has recently climbed higher than 100
because revenue limits have fallen faster than property tax revenue in some areas.

Categorical programs provide most of the restricted funds

Restricted funding comes mainly through categorical programs. Some of the better-known programs are
Special Education and K-3 Class Size Reduction. However, a number of other categorical programs exist.
They are dedicated to specific purposes such as child nutrition, after-school programs, and charter school
facilities. A significant portion of state general fund allocations are categorical. Traditionally, almost all
federal education funds are earmarked for specific purposes as well.

In general, local school agencies must apply for categorical funding or get reimbursed for performing particular
services, such as running an after-school program. The amount of categorical revenue that agencies receive is
often based on student counts—either the number attending school or, more often, the number with certain
demographic characteristics (e.g., low-income) or participating in a given special purpose program.

Although not considered categorical funding, lottery revenues are restricted in that they must be spent for
instructional purposes, with a portion dedicated specifically to instructional materials.

State and local tax revenues have declined

The national recession that began in
December 2007 hit California particu-
larly hard. The state’s unemployment rate
is still substantially above the national
average, and other economic indicators

are showing only slow improvement. In

© COPYRIGHT 2010 BY EDSOURCE, INC.

California, the public sector has been
affected disproportionately because of
the state’s tax structure, which causes
government revenue to underperform the
economy when it is weak. State general
fund revenues decreased 14% between
2007-08 and 2009-10.

Property tax revenues have also fallen.
The total assessed value of California
properties decreased from $4.56 trillion
in 2008-09 to $4.45 trillion in 2009-10,
and then to $4.37 trillion in 2010-11.
These were the first statewide decreases in
assessed value since the Board of Equal-
ization (BOE) began keeping records in
1933. Because property taxes are based
on property values, revenues from the tax
declined similarly during those two years,
but exact figures are not yet available from
the BOE. Fortunately for schools, the
state’s education finance system requires
the general fund to backfill any decrease
in their property tax revenues. However,
that backfilling adds to the strain on the
state general fund.

Heavily dependent on the state for
their revenues, school districts have had
to reduce their spending accordingly.
Expenditure data collected by the Cali-
fornia Department of Education—which
will be reported to the National Center
for Education Statistics (NCES)—show
that spending by the state’s local educa-
tion agencies averaged $9,706 per pupil in
2007-08 and $9,503 in 2008-09—a $203
or 2.1% drop. Because of NCES reporting
rules, those amounts exclude spending
on adult education, capital outlay (con-
structing or modernizing facilities), and
debt service. School district expenditures
for 2008-09 likely reflect their efforts to
mitigate cuts where they could by using
some reserve funds as well as the one-
time federal stimulus monies.

Although equivalent expenditure
data is not yet available for 2009-10, it
will likely show a similar or larger drop,
based on a reduction in the total reve-
nues allocated to schools that year. Total
revenues were $62.9 billion in 2007-08
and $60 billion in 2009-10, a decrease of
$2.9 billion or 4.5% in two years.

Funding delays have also created
difficulties for local school agencies

In addition to outright cuts, local school
agencies have to worry about cash flow
much more than in the past. School districts

DECEMBER 2010 M CHALLENGING TiMES W 3
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figure 2| The state has delayed large payments to local school agencies
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have always had to provide consistent ser-
vices and meet regular payroll obligations
despite receiving their state and local reve-
nues in unequal installments throughout the
year. However, the current combination of
reductions and state-caused delays in those
revenues has made cash management a cen-
tral concern for school districts.

Inrecentyears, the state has had its own per-
sistent cash flow problems because the timing
for when it receives revenues and makes expen-
ditures does not always align, and reserves have
not been sufficient to cover the shortfall. One
of the ways California has dealt with these
problems is to push back the timing of some
of its spending, including its allocations to
K-12 school districts. Such deferrals—whether
within a fiscal year or across fiscal years—can
help the state’s cash flow, but they disrupt the
timing of school districts’ revenues. As a result,
districts have to adjust, sometimes by borrow-
ing funds that must be repaid with interest.

A large portion of K-12 funds are arriving late

Statewide, the deferrals represent about $7 bil-
lion out of total Proposition 98 funding of
about $s0 billion* Some deferrals began sev-
eral years ago, and others began just last year.
The funding delays have ranged in length from

4 MW CHALLENGING TIMEs M DECEMBER 2010

two to five months. Some have been repeated
so many times that they are now regarded
as permanent by the education community,
while other deferrals have occurred only once.
For 2010-11, policymakers authorized
even more funding delays. Two have already
occurred—one in July 2010 and one in Octo-
ber. Each amounted to $2.5 billion. A planned
third deferral will move a total of $1.2 billion
in payments from April and May 2011 to
July 2011. One effect of these deferrals is that
“apportionment” payments, which include
revenue limit dollars plus some add-ons, will
be spread over 14 months rather than the
standard 12-month fiscal year. Figure 2 above
depicts the amount, duration, and ongoing/
one-time nature of authorized deferrals.

Fiscal tools help districts manage funding delays
School districts have some options for mitigating
the cash-flow challenges the state deferrals create.

One way local education agencies react to
temporary funding shortfalls is to use “inter-
nal borrowing.” This involves temporarily
moving funds from one district account to
another that has more pressing payment obli-
gations. For example, a district might transfer
funds from a designated reserve to the Gen-
eral Fund in order to make payroll.

EpSouRrcE 12/10

State law requires that the original accounts
be repaid within the same year or in the follow-
ing yearifthe borrowing occurs within 120 days
of the end of the fiscal year. In addition, local
agencies cannot transfer more than 75% of any
one account, and the borrowing account must
earn enough income during the current fiscal
year to repay the amount transferred.

Another option for districts is “external bor-
rowing” from an outside source, such as their
local county office of education. Such loans
provide discretionary money for the district.

Districts can also issue tax and revenue
anticipation notes (TRANS). This is a form
of short-term borrowing from the private
market. These notes are generally available
within, and not across, fiscal years.

Yet another source of external borrowing
is the county treasury. State law puts certain
restrictions on these loans, however. For exam-
ple, the amount lent must not exceed 85% of
taxes levied on behalf of the school district.
Loans also must be made before early April, and
the county treasury gets first call on the district’s
subsequent revenues until the loan is repaid.

These tools help districts manage changes
in the timing of their revenues, but districts
must employ a variety of other tactics to deal
with changes in the amount of their revenues.

© COPYRIGHT 2010 BY EDSOURCE, INC.
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Districts have limited options for coping with reduced funds

In his November speech, Secretary Duncan acknowledged that schools throughout the country face

challenges in responding to the recent funding downturns, but he did not recommend a specific course

of action. However, he urged local and state decision makers to avoid cuts that would damage school

quality and harm students, and instead look for ways to reduce spending without hurting instruction.

The wrong way to increase productiv-
ity, Duncan stated, was to do things such as
reducing the number of days in the school
year, eliminating classes in the arts and
foreign languages, and laying off talented
young teachers. Duncan’s preferred approach
includes deferring facilities maintenance and
construction, cutting bus routes, lowering
the cost of textbooks and health care (per-
haps meaning offering less generous insur-
ance benefits), improving energy efficiency of
school buildings, reducing central office per-
sonnel, and closing underenrolled schools.

Duncan was speaking to a national
audience. He was not specifically address-
ing California, which has for years ranked
near the bottom among states in per-pupil
spending when regional variation in the cost
of employee salaries is accounted for, and
whose economy has been especially hurt by
the recent recession. In California, many
school districts have already implemented
the cost-cutting strategies Duncan cited as
less harmful to instruction. Thus, the options
remaining in most districts here are likely to
be limited, particularly given that the bulk
of education expenditures are devoted to
personnel. California as a whole already has
larger schools, larger class sizes, and fewer
support and administrative staff than almost
any other state.

California’s nearly 1,000 school districts
must find a mix of strategies that address
their particular circumstances, but some
common themes run through their decisions.
In addition, the state’s temporary granting of
flexibility on some spending requirements
has helped districts manage their budgets,
but that flexibility will expire soon. Further,
unlike local agencies in most other states,

© COPYRIGHT 2010 BY EDSOURCE, INC.

California’s school districts are severely lim-

ited in their ability to increase revenues.

Local school agencies spend the bulk of their
funds on salaries and benefits

Excluding capital outlay, about 85% of dis-
tricts’ spending in California goes toward
employee salaries and benefits.* The remain-
der of day-to-day spending goes toward such
things as utility bills, student transportation,
and books and supplies. Local school agen-
cies report their expenditures to the Cali-
fornia Department of Education (CDE), and
thatinformationisreflected on the Education
Data Partnership website, www.ed-data.org.
According to Ed-Data, in 2008-09, the most
recent year for which spending information
is available, on average school districts spent
their general fund monies as follows:
50%-—Certificated personnel salaries. This
includes teachers, librarians, counselors,
administrators, and others who must have a
credential for their position.

20%-Employee benefits. This category
includes health and welfare benefits as well
as workers’ compensation, retirement contri-
butions, and other benefits—for both certifi-
cated and classified personnel.
16%-Classified personnel salaries. This
athlet-

ics staff, office support staff, and others not

includes instructional assistants,
required to hold a credential for their job.
10%-Services and other operating ex-
penses. This category covers a wide range
of items and activities including profes-
sional/consulting services, subcontracts for
student transportation, leases and repairs,
utility bills, and travel and conferences.
4.5%-Books and supplies. This is also a
broad category. The bulk of the spending

here goes toward consumable materials such
as copier paper and supplies for food service,
janitorial work, and buildings and grounds
maintenance. Substantial amounts are also
spent on textbooks, library books, and refer-
ence materials for students and central office
personnel (e.g., dictionaries for students
and accounting manuals for school business
officials). Finally, it includes “noncapitalized
equipment”’—items that are relatively per-
manent but not expensive enough to qualify
as capital outlay. Photocopiers and lawn
mowers would qualify as noncapitalized

equipment.

Multiple factors push schools to routinely
spend more each year

Districts face a number of pressures to spend
more on their employees and students despite
revenue delays and declines. First, employees
of school agencies expect—and most collec-
tive bargaining agreements require—salary
raises based on staff experience and continu-
ing education. The rate at which a particular
school district’s salary expenses increases
depends partly onsstaff turnover. In these lean
times, it is common for districts to lay off the
most recently hired and lowest-paid teach-
ers, which can result in an increase in average
teacher salaries. On the other hand, if veteran
teachers retire and the district replaces them
with less experienced ones who are paid less,
total salary costs can go down.

Second, school agencies face rising health
insurance costs for their employees and retir-
ees. According to the Education Data Part-
nership website, from 2005-06 to 2008-09
overall spending by California school dis-
tricts rose by 15%, but spending on health
and welfare benefits increased by 24%. This
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increase reflects a trend across the entire
economy that has continued even during
the recent recession. Employer health
care costs rose by 7.9% per capita in 2009,
while the Consumer Price Index declined
by 0.4%, according to Thomson Reuters,
which reports on trends in business, sci-
ence, health care, and other industries.

At the same time, schools face ever-
increasing pressure to improve academic
achievement, thanks in part to escalating
goals under the federal No Child Left Behind
Act (NCLB). Beyond that, public opinion
and policymaker concerns are increasingly
focused on the need to better prepare all
students—regardless of their family back-
grounds—to graduate from high school pre-
pared to succeed in college or career.

Traditional strategies for improving
student achievement—such as smaller
class sizes, adding instructional coaches
and other resources to improve teacher
effectiveness, and providing extra time and
interventions for struggling students—are
often labor intensive and thus relatively
expensive. But local educators are being
charged with this task at the same time that
their resources are being cut. In short, they
are being called on to do more with less.
Some schools are trying to meet this chal-
lenge with new approaches. For example,
a small but growing charter management
organization is using data and technology to
individualize instruction and improve stu-

dents’ learning in a cost-effective manner.

Districts are making cutbacks but having
mixed success at keeping them “away from
the classroom”

Despite the factors pushing districts to
spend more, school agencies have scaled
back in spending, services, and personnel.
On Ed-Data, patterns in districts’ specific
spending reductions emerge.

Spending on books and supplies has decreased

For example, Ed-Data shows that districts
decreased their outlay on books and sup-
plies from an average of $511 per pupil to $401
between 2007-08 and 2008-09. Districts
cut back the most, in absolute dollar terms,
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on consumable materials and supplies used
in the classroom and on the physical plant.*
Spending was also substantially reduced on
noncapitalized equipment. Textbooks and
school library books were cut as well, though
spending on textbooks normally ebbs and
flows inrelation to adoptions of instructional
materials. However, while districts were
decreasing their spending, the State Board
of Education adopted materials for math in

2007 and for reading language arts in 2008.°

A CDE survey reveals that local school agencies have
cut spending in many areas
In April 2010, the California Department
of Education surveyed districts about their
more recent cutbacks. In total, 287 local edu-
cational agencies, representing 26% of the
state’s students, responded to the CDE sur-
vey. It is unclear how well the respondents
represent the state as a whole in terms of
student demographics or financial decisions;
but the data point to clear examples of reduc-
tions, some of which have an obvious negative
impact on instruction while others are less
direct. The findings from the survey include
the 2009-10 school year and so would not be
fully reflected in the state spending averages.
Further, every district makes slightly different
choices based onlocal needs and preferences.
Releasing the results in June, the CDE
listed 35 areas in which school districts
reported making some type of reduction.
The top 10 categories, and the percentage of
respondents who indicated they have cut in
each area, are listed below:
B Building and Grounds: 65%
of respondents
District Administration: 58%
Instructional Materials: 58%
Counselors, Nurses, Psychologists: 48%
Art, Music, and Drama: 48%
Classified Staff Compensation

Reductions: 47%

Certificated Staff Compensation
Reductions: 45%

B K-3 Class Size Reduction: 35%

B Electives: 34%

B Library: 34%

An examination of the list reveals some

areas in which few districts have made cuts,

butitis unclear whether that is because fund-
ing for those purposes is restricted, districts
deem the activity too important to reduce, or
thereislittle left to cut. Examples include ser-
vices for English learners/multilingual ser-
vices, school security, and driver education.
In addition, California as a whole already has
the worst or nearly the worst ratios of coun-
selors, librarians, and district administrators
to students in the country.

School agencies are taking advantage of

temporary fiscal flexibility

In 2008-09 and 2009-10, state leaders

provided districts flexibility with some

program and budgetary requirements
to help them contend with funding cuts.

First and foremost, lawmakers granted

districts complete flexibility in how they

spend about $4.5 billion from about 40

categorical programs—after reducing the

programs by nearly 20%. The cuts and
flexibility are officially in effect through

2012-13. (Policymakers also cut the fund-

ing but maintained the requirements of

another 11 programs and protected the

funding and requirements of about 10

programs. Funding for these programs

totaled about $10 billion.)

In addition, the state loosened the
penalties for exceeding the student/teacher
ratio called for in the K—3 Class Size Re-
duction program. That change lasts only
through 2011-12. Districts were also able to
reduce their reserve for economic uncer-
tainties in 2009—-10 and 2010-11 to one-third
of the percentage normally required.

Flexibility was granted in other forms as
well. Through 2012-13, districts can:

B Shorten their school year from 180 to 175
days without penalty in order to reduce
their labor and physical plant costs.

B Reduce spending on routine and de-
ferred maintenance of facilities.

B Use the proceeds from sales of surplus
property on one-time purchases for
general purposes. (Normally they can
only be used for facilities.)

B Forego buying the most recent instruc-
tional materials. Districts must still
provide standards-aligned materials
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for their students, but the materials may
be from a prior adoption by the State
Board of Education, or in the case of high
schools, the local district.”

Districts capitalized on categorical program flexibility
The LAO, which has advocated for categori-
cal flexibility for several years now, asked
districts how they were using the newfound
flexibility in the survey described previously.
The LAO’s data indicate that the increased
flexibility is helping districts manage their
budgets. Two-thirds of responding districts
reported that the change has made develop-
ing and agreeing on a strategic budget plan
easier, and three-quarters stated that it also
made it easier to implement strategic plans.
Few districts last year exercised the option
to shorten the school year, but most took advan-
tage of categorical flexibility, moving funds away
from the newly flexible categorical programs and
into core K-12 instruction. In particular, dis-
tricts tended to shift funds away from programs
such as adult education, deferred maintenance,
professional development, art and music, gifted
education, supplemental instruction, and coun-
seling. In contrast, about half of responding dis-
tricts reported making no changes and shifting
no funds away from Community Day Schools
(district-run programs for students who have
been expelled), a program for teenage mothers,
and an alternative pathway program for teachers.
In the current year, it is reasonable to
expect that districts will sustain these changes
and perhaps expand them. Less clear is what
will happen if the spending requirements
accompanying the funding go back into effect
in two years, as the law now requires. Some
school business officials are deeply concerned
about losing the flexibility, seeing it as crucial
to fiscal management in a time of funding cuts
and delays. In contrast, critics of categorical
flexibility express concern over districts’ shift-
ing funds from some programs meant to help
disadvantaged students and their families.

Relaxed penalties in the K-3 Class Size Reduction
program have led to larger class sizes in early grades
Policymakers have substantially relaxed the
penalties for exceeding the 20-to-1 student-
teacher ratio originally called for in the K-3
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Class Size Reduction (CSR) program. This has
allowed districts to raise K—3 class sizes above
20-to-1, though more funding is deducted as
classes get larger. Classes with more than 25
students generate 70% of the funding they
would have yielded with class sizes of 20.

A hypothetical example illustrates how
this policy works. If a school had three classes
of 20, it would get the CSR per-pupil funding
rate for 60 pupils. If the school then lost one of
those three teachers and distributed her stu-
dents among the two remaining teachers, leav-
ing two classes of 30 pupils, the school would
receive 70% of the CSR funding for 40 pupils.

That would represent a substantial loss of
CSR incentive funding, but the school would
not be implementing CSR as intended or
incurring the cost for that third teacher. The
funding could be used for a variety of pur-
poses, including perhaps hiring an instruc-
tional aide to help the two teachers.

In addition, as of Jan. 31, 2009, policy-
makers placed a cap on the number of classes
in a district that can qualify for CSR fund-
ing. Further, state funding may not cover the
entire cost of implementing the program if
the teachers involved command a relatively
high salary due to their education level and
experience. Thus, the incentive to maintain
K-3 student-teacher ratios at or below 20-to-1
has been dampened considerably.

These factors have led to a substantial
reduction in CSR participation. A Septem-
ber 2010 survey of the state’s 30 largest school
districts by California Watch, an investiga-
tive journalism organization, showed that all
will have classes with more than 20 students
in some or all of grades K—3 this year. Some of
those 30 districts will keep classes relatively
small, with average class sizes in the low 20s.
However, half of the districts surveyed will
enroll at least 28 students in some or all of
their K-3 classes, and nine districts will have
at least 30 students.

As a result of lower participation in the
program, some of the funding the state set
aside for full implementation has not been
claimed. The state reclaimed those dollars—
amounting to several hundred million—dur-
ing the past two years to help address the
budget deficit.

As noted above, current law will remove
the increased flexibility after 2011-12. Absent
legislative action, school districts will have
to choose between reinstating the relatively
costly program by increasing their K-3 staff-
ing or foregoing the funding they are now
receiving—$1,067 per pupil for a full day or
$533 per pupil for a half day.

Districts are trying to increase their revenues
California’s school districts’ options for
increasing their revenues are more limited
than in most other states. With no direct
taxing authority, they have to get commu-
nity support for private donations, parcel
taxes, or the seldom-used sales tax add-on.
In some communities, these revenues com-
prise substantial per-pupil amounts. State-
wide, they make up a small but growing
portion of funding. Ed-Data reports that
local miscellaneous revenues rose from $147
per pupil in 2006-07 to $187 in 2008-09.
Many districts are trying to generate more

funds in a variety of ways.

Charging fees for certain activities and materials is
under legal challenge
One way that districts make ends meet is by
charging students fees for some activities or
materials. Families in California have grown
accustomed to paying fees to support school-
related activities such as home-to-school
transportation. However, it appears that sev-
eral schools throughout the state have begun
charging fees for course-related expenses, a
practice that has come under legal challenge.
In September 2010, the American Civil Lib-
erties Union of Southern California (ACLU)
filed a class action lawsuit in Los Angeles
Superior Court to force the state to stop
school districts from charging families for
instruction-related expenses. The suit grew out
of complaints from parents and other instances
of schools’ charging fees that the ACLU dis-
covered by reviewing the websites of a sam-
ple of public high schools. For example, the
ACLU says it found that schools were requir-
ing students to purchase mandatory academic
textbooks and workbooks, buy school-issued
P.E. uniforms, and pay lab fees for science
classes and material fees for fine arts courses.
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Communities throughout California have been
relatively successful in raising funds for school
facilities through the passage of their own general
obligation bonds, but often they depend on state
matching funds to help finance their capital proj-
ects. Those state funds are expected to run out by
the end of 2010, and policymakers did not place
a new statewide bond on the November 2010 bal-
lot. That means districts may have to raise the
full amount needed for projects on their own or
wait until voters approve a replenishment of state
funds before proceeding with projects.

No statewide ballot measure for education
facilities in 2010

In spring 2010, state legislators considered, but
ultimately did not pass, a bill that would have put
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on the November 2010 ballot a $6.1 billion bond
measure for constructing and modernizing K-12
and higher education facilities. Three-quarters of
the funds would have gone to K-12 schools, in-
cluding $50 million for preschool facilities to be
located on elementary and secondary school
sites. The California Community Colleges would
have received $800 million, and the University of
California and California State University would
have received $350 million each.

According to School Services of California, a technical
assistance and lobbying firm in Sacramento, the lack
of a statewide bond measure is a disappointment
to the education community because state bond
funds available to K-12 schools are expected to be
depleted by the end of 2010. In addition, all of the

Approval of local school-facilities bond measures has been relatively high
during the recent economic downturn
General Obligation Bond Measure Passage Rate: Jan. 2008-Dec. 2010
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higher education facilities bond monies from the
last statewide bond (Proposition 1D in 2006) have
already been apportioned. Further, construction
firms have been offering more affordable bids on
jobs during the recent economic slowdown, so having
bond funds available would have allowed education
agencies to get more for their dollar.

Several concerns on the part of legislators stood
in the way of passage. Many argued against
adding to the state's debt service obligations
in a time of severe deficits. In addition, funding
needed to run a bond campaign—as much as
$9 million—was in doubt. Further, early polling
revealed that a majority of respondents would
support a bond, but the majority was not large
enough to give bond proponents confidence that
a measure would ultimately pass in November.

The earliest that the next kindergarten-
university facilities bond measure can now be
expected is in 2012.

Local communities have increased the passage
rate of local school facilities hond measures in
recent years

Districts can issue general obligation bonds to
build or renovate facilities with the approval of
two-thirds of local voters or just 55% if they meet
specific conditions related to the election and
public oversight. They levy a tax based on property
values to pay back those bonds. Districts gained
the ability to pass bond measures with 55% voter
approval in 2001. Since then, 79% of the 698
G.0. bond elections attempted have passed.

Local communities have in recent years been
even more likely to approve G.0. bonds. From
January 2008 through December 2010, local
voters approved 81% of the 221 G.0. bond
measures attempted, despite only a 75%
passage rate in the November 2010 election.

DATA: EDSOURCE, SCHOOL SERVICES OF CALIFORNIA, INC., AND LEAGUE OF WOMEN VOTERS OF CALIFORNIA-SMART VOTER

Plaintiffs argue that such fees violate
the state constitution’s guarantee of a free
education, and the suit names the state and
Gov. Arnold Schwarzenegger as defendants.
The ACLU bases its case in part on a state
Supreme Courtrulingin a 1984 case, Hartzell

8 M CHALLENGING TiMEs M DECEMBER 2010

v. Connell. As the ACLU argues, in Hartzell
the court said that all activities that are “‘edu-
cational’ in character” must be free, whether
curricular or extracurricular and whether
they are worth credit or not. In addition, the
ACLU relies on the court’s ruling that even
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fees that could be offset with a waiver for
those unable to afford them are not consti-
tutional. The ruling explicitly confirmed sev-
eral prior California Legislative Counsel and
Department of Education interpretations of
California Administrative Code provisions
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prohibiting fees for extracurricular athletics,

uniforms, band instruments, and club dues.?

School agencies are trying to increase attendance rates
Because a major portion of districts’ funding
is tied to the number of students attending
school each day, some districts are trying to
boost attendance rates to generate more rev-
enue. To do this, districts are hiring consul-
tants, analyzing data, engaging parents, and
creating extra incentives for students to attend
school. One consulting firm reported helping
districts increase attendance rates by 0.25%
to 1%. That may appear to be a small amount,
but at the low end of that range, a district with
10,000 students would generate enough addi-
tional revenue to prevent the layoft of a vice

principal or two new teachers for a year.

Districts can use revenues from parcel tax elections
for operating expenses

Communities can raise funds for schools by
approving with a two-thirds vote a tax on par-
cels ofland. Most parcel taxes assess a flat fee
on each parcel of property, no matter what its
size or value. These taxes generally remain in
effect for three to 10 years, but the timeframe
can be longer, even permanent.

School districts occasionally use par-
cel tax proceeds for facilities, but in the vast
majority of cases, the money is used for oper-
ating expenses. Districts must declare the
specific purposes of the parcel tax proceeds
before the election. In recent years, the stated
purposes have explicitly included reducing
the impact of state budget cuts. Examples of
other uses include keeping class sizes rela-
tively small, providing a range of science
classes, bolstering library collections, mod-
ernizing technology, and maintaining music
and art classes. Each district that passes a
parcel tax generally garners a few hundred
dollars per pupil annually.

Of the 542 parcel tax elections held from
1983 through November 2010, 289 (53%)
passed. However, in recent years, the pas-
sage rate has generally been higher than that.
Since January 2008, communities approved
68 of 111 parcel tax measures, a 61% pas-
sage rate. Figure 3 shows parcel tax election
results during the past three years, broken
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figure 3 | Local communities were relatively likely to pass parcel taxes in the past three
years—until November 2010
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down into six-month periods. Of note is
the relatively high approval rate in July-
December 2008. All of the elections in that
six-month span occurred in November 2008,
just a few weeks after many voters had seen
their retirement plans nosedive in value. In
other words, many residents agreed to raise
their own taxes in support of local schools
despite a recent blow to their personal savings.

Also of note, however, is the dramatically
low passage rate in the most recent election.
A generally anti-tax electorate in November
2010 approved only two of 17 parcel tax
measures for K-12 schools.

The 68 parcel tax measures that passed
during the past three years affect a fairly
small proportion of the state’s students,
as measured by average daily attendance
(ADA). For example, the districts that passed
parcel tax measures in 2008—09—a relative
high point in terms of parcel tax measures
attempted and approved—represented about
228,000 students or s% of the statewide
ADA. For the three-year period, districts that
passed parcel taxes were smaller on average
than ones where measures failed, with an
average ADA of 8,168 students in the success-
ful districts versus an average of 27,754 stu-
dentsin the unsuccessful districts. Those that
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passed parcel taxes were roughly proportion-
ate to the state distribution of elementary,
high school, and unified districts, but they
were located predominantly in the San Fran-
cisco Bay Area. In November 2010, the only
two successful parcel tax elections occurred
in Alameda County, which is in the Bay Area.
However, eight other parcel tax elections in
the Bay Area failed.

Some would like to see a §5% voter thresh-
old option added for parcel taxes, similar to
an option created for general obligation bond
measures for school facilities. Despite multi-
ple attempts in the Legislature and a 2010 sig-
nature gathering effort for a ballot initiative,
this policy change has not been put to a vote
on the statewide ballot. Thus, passing a parcel
tax still requires a two-thirds vote.

Among the parcel tax elections con-
ducted from January 2008 through Decem-
ber 2010, 86% achieved a 55%+ majority (as
opposed to 61% that achieved the current
two-thirds vote requirement). If the thresh-
old were lowered to 55% as a matter of gen-
eral policy, more districts would likely try to
pass parcel taxes, as happened with school
facilities bond measures when a 55% approval
option was provided beginning in 2001. (See
the box on page 8.)
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Federal stimulus funds have helped, but many districts still face severe

funding difficulties

The recently granted fiscal and programmatic flexibility along with augmented local funding sources
in some parts of the state have helped districts manage their budgets during the revenue downturn.
Perhaps more significant than those measures has been the injection of temporary federal funding. In
contrast to parcel tax revenues, these federal funds have benefitted most districts across the state, with
a portion of the funds targeting high-needs students.

Money from the State Fiscal Stabilization
Fund has prevented many teacher layoffs
The American Recovery and Reinvestment Act
(or federal stimulus) enacted in February 2009
provided about $6 billion in one-time monies
to California’s K-12 schools, spread over three
years. About half of that came through the State
Fiscal Stabilization Fund (SFSF). The SFSF
program was designed to help states shore up
education funding in response to revenue drop-
offs in 2008 and 2009. Local agencies have
been able to use the funds for a wide variety of
educational purposes. Large stimulus amounts
were also added to existing funding streams—
$1.5 billion in additional Title I funding to sup-
port the education of students from low-income
families, and $1.3 billion in additional funding
to support Special Education. All of these funds
must be spent by the end of September 2011.

The 2009 survey by the LAO indicated
that few districts spent much of their stimu-
lus funding in 2008-09. Most respondents
planned to use a significant percentage of
the money in 2009-10. In fact, roughly 40%
of districts planned to spend the bulk of their
funds that year. However, a sizable number
of the respondents had decided to spread the
money over 200910 and 2010-11.

Although districts have varied somewhat
in the timing of their spending, they are simi-
lar in how they are using the funds. On aver-
age, districts reported spending:

B 62% of their stimulus funds to prevent
teacher layofis;

B 19% to backfill reductions to categorical
programs;

B 12% to make one-time investments;
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B 7% to fulfill miscellaneous other pur-
poses; and

B 1% to give raises to teachers.

The subsequent “Education Jobs” bill
has also saved positions
In August 2010, federal policymakers enacted
the Education Jobs and Medicaid Assistance
Act, which provided states with an additional
$10 billion to save or create PreK-12 education
jobs. The funds were distributed to states based
on total population and school-age population.
California received about $1.2 billion
through the program. The funding was dis-
tributed to California’s local education agen-
cies (LEAs) proportionally on the basis of
total revenue limit funding; however, it is re-
stricted funding and must be spent in 2010-11
or 2011-12.° LEAs may not use the money for
anything other than job creation or retention,
and must report quarterly and annually on
how they spend the money and the number of
jobs created or retained. Anecdotal evidence
suggests that the funds have generally been
used to rescind furloughs and prevent layofts.

Despite substantial federal aid, the number
of California districts with qualified or
negative certifications continues to grow

At least twice per year, local education agen-
cies self-certify their ability to meet their

financial obligations and submit that cer-
tification to their overseeing agency for
approval. Districts submit the documents
to county offices of education, and county
offices submit theirs to the CDE. The three
possible certifications include:

W Positive: the LEA will meet its obligations
for the current fiscal year and two subse-
quent fiscal years;

B Qualified: the LEA may not be able to
meet its obligations for the current fiscal
year or two subsequent fiscal years; and

W Negative: the LEA will be unable to meet
its obligations for the remainder of the fis-
cal year or the subsequent fiscal year.
Districts’ financial statements reveal

that a record number of California school

districts are struggling to bring their expen-
ditures and revenues into balance. Because
districts are largely dependent on the state for
their revenues, the cuts in state funding dur-
ing the past several years have clearly taken
their toll. Figure 4 shows that 174 out of 1,077
local education agencies—which includes
school districts, county offices of education,
and joint powers agencies—had qualified or
negative certifications in 2009-10. The vast
majority of the 174 LEAs with such certifi-
cations were school districts, but two were
county offices of education and one was a

joint powers agency.
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figure 4 | The number of local education agencies with qualified or negative certifications in the
second interim reporting period has grown
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Notes: Districts and other local education agencies are required to file two interim reports each fiscal year on the status of their fiscal
health. The first report covers the period ending Oct. 31, and the second report (shown in the chart above) covers the period ending

Jan. 31.

All “negative” totals consist solely of school districts. The “qualified” totals are also mostly school districts, but they do include one
county office of education (COE) in 2005-06 and 2006-07, two COEs in 2007-08, two COEs and one Regional Occupational Program in

2008-09, and two COEs and one joint powers agency in 2009-10.

DaTa: CALIFORNIA DEPARTMENT OF EpUCATION (CDE)

When an agency receives a qualified or
negative certification, it loses some of its
financial autonomy. For example, a quali-
fied rating for a district prompts the local
county office of education to assign it a fiscal
adviser. In addition, that district will need
county office approval before borrowing
funds through specific nonvoter-approved
methods such as Tax Revenue Anticipation
Notes or TRAN:Ss. It will also have additional
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reporting obligations, including a Third
Interim Report due June 1.

Often, the district will work with the
Fiscal Crisis and Management Assistance
Team (FCMAT) to evaluate its financial
position and develop a plan for improve-
ment. FCMAT is overseen by an advisory
board made up of county office and school
district superintendents, plus an adminis-
trator from the CDE. It has regional teams

of experts who can act as budget advisers
when needed as part of county office budget

reviews.

School agencies face worse times ahead
There is good reason to anticipate that more
school agencies could soon find themselves
in financial trouble. A combination of factors
contributes to this.

Federal stimulus funds, though quite wel-
come to local school agencies, are one-time
in nature and will soon be exhausted. The
depletion of the larger pot of money (SFSE),
though somewhat mitigated by the Educa-
tion Jobs funding, will likely create a severe
drop-off in local budgets as districts move
from 2010-11 to 2011-12.

And economists’ projections indicate
that state and local funding sources will
almost certainly not backfill that hole in the
near future because of the slow economic
recovery described earlier.

Policy decisions by state leaders and
the electorate will also reduce, or constrain
increases in, state revenues. For example,
temporary increases in the personal income
and sales tax rates will soon expire, and some
tax benefits for corporations will continue or
resume. Inaddition, Proposition 26, passed in
November 2010, requires a two-thirds major-
ity vote in the Legislature to pass many fees
and levies that could previously be enacted
by a simple majority vote. And by approving
Proposition 22 in November 2010, state vot-
ers prohibited the state from borrowing from
local governments, which the state has relied
oninrecentyears.

As a result, for many districts the need
to make cuts—likely including layoffs—
will continue. For districts that have already
reduced their reserves and staffing lev-
els drastically in recent years, few options
remain and multiyear budget planning is a
grim exercise. Already, districts have taken
previously unthinkable actions to deal with
fiscal difficulties. For example, some districts
have cut the school year or furloughed their
staffs. Others have converted several schools
to charter schools in the hope of benefitting
from regulatory freedom and, in some cases,

additional funding.
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Obama administration programs represent seed money for reforms it

hopes will be game-changing

When Congress passed the federal stimulus package, it granted President Barack Obama’s administra-

tion considerable discretion in the allocation of funding. The administration used its authority to create

incentives for states to adopt policies and practices that align with Duncan’s goals of improving educa-

tional productivity. They fall into four reform areas—increasing the effectiveness of teachers and princi-

pals, creating rigorous assessments and standards across states, turning around the lowest-performing

schools, and building statewide longitudinal data systems.

To date, the most direct impacts for
California districts relate to turning around
the lowest-performing schools. But the fed-
eral impact has been felt in other ways too:
some school districts have received grants to
develop promising innovations aimed at rais-

ing student achievement.

The School Improvement Grant program is
providing generous funding and encouraging
more aggressive intervention in the persistently
lowest-achieving schools

One program that the Obama administration
expanded and modified is the federal School
Improvement Grant program. SIG provides
substantial resources to districts that partici-
pate in Title I and have schools that are strug-
gling to make progress on state tests.

The modified SIG focuses resources more
intensely on the persistently lowest-achieving
schools than did the prior version of the pro-
gram. Specifically, interventions are now
targeted at the lowest-achieving s% of Title I
schools that have also repeatedly missed aca-
demic performance targets. It also places more
emphasis on middle and high schools, provides
more resources for each participating school,
calls for more significant school-level changes,
and builds in more accountability measures.

California has recently received $416 mil-
lion in SIG funding. To participate, districts
in this state and elsewhere must commit
to implementing one of four intervention
approaches in their participating schools:

1. Turnaround, which includes replacing the
principal and at least 0% of school staff,
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adopting a new governance structure, and
implementing anew orrevised instructional
program. New governance structures could
include, for example, appointing someone
to lead turnaround efforts in the district or
giving schools more freedom in exchange
for more accountability. Districts also have
to implement new teacher recruitment, pro-
fessional development, and school calendar
approaches as well as commit to continuous
use of student data to improve instruction.

2. Restart, which involves closing a school
and reopening it under the management of
a charter school operator.

3. Closure, with students reassigned to other
schools in the district.

4. Transformation, which includes enhanc-
ing teacher and principal effectiveness;
reforming instructional practices; extend-
ing learning time (and building in more
time for teacher collaboration and plan-
ning as well as more opportunities for
family involvement); and providing more
operational flexibility and ongoing techni-
cal assistance to the school.

Participating schools can adopt other
practices/programs as well: for example,
opportunities for high school students to do
college-level work, credit-recovery programs,
smaller learning communities, and partner-
ing with community organizations to address
students’ nonacademic needs.

Participating districts receive funding for
district-level operations (based largely on the
number of schools facing interventions) and
for school-level activities. Districts can get

$50,000—-$500,000 per year per participat-
ing school, which includes money for cen-
tral office work. In addition, for school-level
activities, districts receive at least $500,000
for each participating school for each of
three years. However, school-level funding
in the second and third years is contingent
on academic progress. (Districts receive
only $50,000 for relocating students or other
expenses associated with closing a school.)

In March 2009, the State Board of Edu-
cation identified 188 schools as eligible for
participation based on their graduation rate
and/or the percentage of students scoring
proficient or above on California Standards
Tests in English and math in 2007 through
2009. Of those, 113 schools applied. In August,
the State Board of Education selected 92
schools to receive a total of $415.8 million.
The 92 chosen schools include 4 4 elementary,
22 middle, and 26 high schools. Most are
implementing the transformation model:

B 72 schools are using the transformation
model;

B 32 schools are using the turnaround
model;

B 7 arerestarting; and

W 2 are closing.

Some stakeholders object to this pro-
gram, stating thatits approach lacks a founda-
tion in the research on school reform. Others
have complained that California’s particular
implementation of the program has been
deeply flawed. These critics assert that the
state’s planning and district-selection pro-
cess lacked transparency, adequate public
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notice, and realistic timelines for schools to
create sound applications. In addition, crit-
ics found the school-selection process prob-
lematic in that a specified level of progress
could exempt a school from being chosen,
which meant some schools in the second and
third deciles on the state’s Academic Perfor-
mance Index (API) were selected in place of
lower-scoring schools in the first decile (low-
est 10%). Finally, some central office grant
amounts seem excessive, as do some school-
level grants. For example, one school with 131
students is receiving $10,178 per student per
year, while some other schools are gettingless
than $1,000 per student per year. The median
grant is about $1,800 per student.

Although participating schools may not
have liked receiving the “persistently lowest-
achieving” label and found the implementa-
tion frustrating at times, they are generally
excited about the influx of funding and plan
to use it in a variety of ways. Hillside Ele-
mentary in Alameda County, for example,
is receiving $1,086 per student for each of
three years. The school is implementing a
transformation, offering more after-school
programs, hiring three support teachers,
and paying the existing teachers $1,000 sti-
pends to boost retention and to pay for visits
to students’ homes.

Another school that is using the trans-
formation model is Semitropic School in
Kern County, which serves 234 students in
kindergarten—8th grade. Semitropic is using
its $5,514 per pupil to train teachers, buy new
library books, replace a very old computer
lab, hold extra sessions on Saturdays, and
extend the school day to offer tutoring to
all students.

The state expects to get funding to add
some additional schools to the program in
2010-11. If this occurs, it is not clear whether the
state will choose from the existing list of eligible
schools or create a new list. State officials have
also not indicated whether they will modify
the selection process to address critics’ concerns.

What remains to be seen for the schools
participating currently is what will happen
to them when they transition out of SIG. The
schools know that the money is one-time in
nature. But do they have plans in place for
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California’s Quality Education Investment Act takes another approach to
school turnarounds

The Quality Investment Education Act (QEIA) program is the result of a 2006 legal settlement involving
Proposition 98 funding. The settlement originally called for payment of about $2.7 billion over seven years
to selected K-12 schools, beginning in 2007-08. QEIA distributes about $400 million per year among 488
schools that were in the bottom two deciles (lowest 20%) of the 2006-07 Academic Performance Index (API).

Participating schools receive $500 per student in grades K-3, $900 per student in grades 4-8, and
$1,000 for each student in grades 9-12. This means that a typical 650-student, K-6 elementary school
eligible for the program would receive about $436,000 per year.

In return for the funds, schools must meet annual benchmarks for ratios of pupils to teachers and counselors,
teacher qualifications and experience, and API growth targets. QEIA tends to maintain a participating school’s
governance structure and most staff, in contrast to most options under the modified School Improvement
Grant (SIG) program.

Continuation of a school’s QEIA funding after three years is contingent on making progress in the areas
cited above. The current school year is the third year of participation for most schools in the program,
s0 2010-11 is a key year for the QEIA. A recent study of the program commissioned by the California
Teachers Association (the plaintiffs in the case that ultimately produced the QEIA) found that the average
participating school increased its API score by a greater margin than the average similar school not
participating in the program.

Still, there will likely be some QEIA schools that do not meet all of their required benchmarks. Before the
state cuts funding for such schools, the superintendent of public instruction must provide advance notice
to allow the governing district a reasonable amount of time to make staff and other adjustments. The state
must also cover the cost of such adjustments.

what to do when the funds are exhausted?
Will they be able to sustain any improve-
ments they make when they have fewer

resources?

The Investing in Innovation (“i3”) program

is providing more than $76 million for
California-based organizations to expand
new approaches

As part of the stimulus, federal officials
provided $650 million nationally for an
entirely new program called Investing in

Innovation (or “i3”). The purpose of i3 is

to develop and expand practices that show
promise or have clearly demonstrated
positive results in the following areas:
improving student achievement, narrow-
ing achievement gaps, increasing high
school graduation rates, or increasing col-
lege enrollment and completion rates.
Applicants could include 1) LEAs, and
2) nonprofit organizations in partnership
with LEAs or a consortium of schools.

The i3 program provides three types of
grants that differentiate between new ideas
worthy of further exploration and proven
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figure 5 | Eight California-hased organizations have won Investing in Innovation (“i3”) grants
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Project Title

Development Grants

Integrating English Language Development and
Science: A Professional Development Approach

Districtwide program development, expansion,
and evaluation of the Education Pilot Project (EPP)
for foster youth, and preparation for statewide
scale-up

L.A’s Bold Competition—Turning Around and
Operating Its Low-Performing Schools

STEM* Learning Opportunities Providing Equity

CollegeYes

Write to Learn!

Validation Grant

Scaling Up Content-Area Academic Literacy
in High School English Language Arts, Science,
and History Classes for High-Needs Students

Scale-Up Grant

Success as the Norm: Scaling-Up KIPP’s Effective

Leadership Development Model

Organization
Name

Exploratorium

Advancement
Through
Opportunity
and Knowledge

Los Angeles
Unified School
District

California
Education
Round Table
Intersegmental
Coordinating
Committee

Alliance for
College-Ready
Public Schools

Corona-Norco
Unified School
District

WestEd

KIPP Foundation

* STEM stands for science, technology, engineering, and mathematics.

Amount Requested
and Grant Length

$2,984,628
for five years

($600,000 per year)

$3,649,580
for four years

($912,000 per year)

$4,880,392
for three years

($1.6 million per year)

$4,982,527
for five years

($1 million per year)

$4,989,786
for five years

($1 million per year)

$5,000,000
for five years

($1 million per year)

$18,166,181
for five years

($3.6 million per year)

$50,000,000
for five years

($20 million per year)

Project Description

Refine and expand a professional development program for
teachers that integrates science instruction and English Language
Development techniques.

Expand, evaluate, and prepare for statewide scale-up of the
Education Pilot Project, a service model designed to improve
the academic outcomes and college enrollment of foster youth.

Enhance the open competition for operators of schools in need
of a turnaround in order to create a portfolio of high-performing
schools. To do this, the project will enhance a school-choice
selection process, support the implementation of school im-
provement plans, and implement accountability and continuous
improvement measures.

Further develop a project-based, STEM-focused pre-algebra and
algebra curriculum, college readiness curriculum, and teacher
reflective collaborative coaching model to promote high achievement
in math, especially among economically disadvantaged, English
learner, and rural students.

Promote proficiency on academic content standards, as well

as college matriculation and graduation, through professional
development for teachers and the development of a virtual/real
learning community.

Add specific components—technology, professional development,
and curriculum coaching—to the writing program to provide more
immediate information and support to high-needs students.

Expand the Reading Apprenticeship model of academic literacy
instruction to increase adolescents’ literacy engagement, academic
identity, and achievement.

Scale up KIPP’s leadership development model to increase
dramatically the number of highly effective principals prepared to
lead schools that place high-need urban and rural PreK-high school
students on a path to success in college.

DaTA: U.S. DEPARTMENT OF EDUCATION
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reforms that need support in order to be
expanded. The grants are for between three
and five years and require a 20% matching
grant from a foundation, donor, business,
or service provider. The U.S. Department
of Education (ED) describes the three
types of grants roughly as follows:

EDSOURCE REPORT

B Development grants provide fund-
ing to support high-potential and rela-
tively untested practices, strategies, or
programs whose efficacy in addressing
the areas listed above should be sys-
tematically studied. Successful appli-
cants had to provide evidence that their

California has received funding through other federal programs

The federal government provides financial support targeted to several reform initiatives. Some programs
received significant but temporary boosts through the federal stimulus package. Although the California
Department of Education may be involved in distributing funding, the grantees are generally school
districts and colleges/universities. The following programs have provided substantial funding to local
entities in recent years:

Enhancing Education Through Technology—provides grants to states and districts to improve
student academic achievement through technology use, support technological literacy, and integrate
technology with teacher training and curriculum development. The program’s ongoing funding stream
provided California with $29.1 million in 2009 and about $11.5 million in 2010. The stimulus added a
temporary boost to the program, giving California an additional $71.6 million.

High School Graduation Initiative—supports a number of strategies to increase the graduation rate
in high schools with high dropout rates and their feeder middle schools. In September 2010, three
California local education agencies—Los Angeles Unified, Pasadena Unified, and Riverside County
Office of Education—were awarded a total of $4.5 million.

Smaller Learning Communities—provides large comprehensive high schools with grants to create smaller,
personalized environments and support common planning time for teachers. The federal Department of
Education announced in September 2010 that 28 districts would receive grants totaling $52.2 million, of
which about $8.9 million would go to six districts in California—Oakland Unified, Woodland Joint Unified,
Baldwin Park Unified, Long Beach Unified, Antioch Unified, and Bluff Joint Union.

State Longitudinal Data Systems—For federal support of California’s data system, see the box on
page 17.)

Teacher Incentive Fund—supports efforts to develop performance-based teacher and principal
compensation systems in high-needs schools. In September 2010, four groups of California schools,
including two districts and two consortia of charter schools, were awarded grants totaling about
$30 million over five years. About 70 schools in total will be participating.

Teacher Quality Partnership Program—provides five-year grants for partnerships of higher education
institutions and high-needs schools and districts to create model teacher preparation programs. In
California, six higher education institutions won grants totaling about $53 million beginning in 2009,
and one institution received a grant of $8.4 million beginning in 2010.
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proposed program, or one similar to it,
had been attempted previously, albeit
on a limited scale or in a limited setting,
and had yielded promising results that
suggested that more formal and sys-
tematic study would be warranted. The
maximum amount for each grant was
$5 million.

B Validation grants support programs
that show promise but for which there is
currently only moderate evidence that
they will have a statistically significant
effect. With further study, the effect
of the program may be substantial and
important. Each grant could be as high
as $30 million.

B Scale-up grants facilitate substantial
expansion of programs for which there is
strong evidence that the proposed prac-
tice, strategy, or program will have a sta-
tistically significant effectin one or more
of the areas listed above. The maximum
amount for each grant was $50 million.
Based on a peer-review process, the ED

awarded 49 i3 grants nationwide—30 devel-

opment, 15 validation, and four scale-up
grants. Many applicants did not request the
maximum award amount.

Eight California-based organizations
secured i3 grants, including six develop-
ment, one validation, and one scale-up
grant. (See Figure 5 on page 14.) Together,
the state’s grant winners will receive about
$19.7 million per year. They collectively
represent several themes found in recent
federal policy initiatives—for example,
helping economically disadvantaged stu-
dents and English learners close the
achievement gap, creating a college-going
culture in K-12 schools, using technology
to facilitate learning, and improving stu-
dent achievement in science, technology,
engineering, and mathematics (STEM).
Figure s describes the details of the
California-based projects.

The

quested an additional $500 million for this

Obama administration has re-

program in fiscal year 2011 (Oct. 1, 2010
Sept. 30, 2011) for revised and additional
applications, but the federal budget for the
fiscal year 2011 has not yet been settled.
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In the short term, California schools can expect some new policy requirements

In September 2010, economists with UCLA’'s Anderson Forecast predicted that the state and national

economies—as measured by the unemployment rate and growth in personal income—would grow slowly
through 2011 and not resume healthy growth rates until late 2012. The Anderson economists expect the
state’s unemployment rate to fall from 12.6% in September 2010 to 10% in 2012, and they forecast that
annual growth in personal income will rise from 0.6% to 4.1% during that same period.

In its annual Fiscal Outlook, released in
November 2010, the Legislative Analyst’s
Office also offered a forecast that the imme-
diate future will be bleak. The LAO pro-
jected that fiscal years 2010-11 and 2011-12
will end with a combined general fund defi-
cit of $25.4 billion unless corrective action
is taken. Furthermore, the LAO forecasts
that the state’s current direction will lead
to roughly $20 billion deficits annually
through 2015-16. For education specifically,
the LAO is predicting that the Proposi-
tion 98 minimum guarantee, which affects
K-12 schools and community colleges, will
drop by $2 billionin 2011-12. Thus, state reve-
nues for schools will likely continue to
decline at the same time that federal stimu-

lus funds will be exhausted.

Policymakers’ actions will add to districts’
workload

These pessimistic forecasts followed shortly
after the 2010 legislative session, during
which lawmakers also added a few additional
responsibilities to districts’ plates.

The Open Enrollment Act could increase interdistrict
transfers

Some stakeholders believe that allowing
families to choose schools outside of their
neighborhood creates market-like dynam-
ics in public education. Families become
like customers shopping for the school that
best fits their needs and wants. Supporters
of this view say it creates pressure for schools
to improve so they can attract students and
the funding that comes with them. Critics
of school-choice programs point to mixed
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research findings on the effects of such pro-

grams on student achievement.

In early 2010, California policymakers
enacted legislation making it easier for stu-
dents in low-scoring schools to transfer to
schools outside of their normal attendance
area. The legislation, Senate Bill X5 4, is called
the Open Enrollment Act.” The act required
the CDE to create a list of the state’s 1,000
lowest-performing schools and made schools
on that list inform parents that they may
choose another school for their child, includ-
ing one outside their district of residence. The
receiving district can add the new students to
its average daily attendance (ADA) count and
thus receive funding for them.

The act has the potential to affect all dis-
tricts, not just those with schools on the list.
Acceptance of students wishing to transfer is
not automatic, however. Districts may adopt
policies on accepting and rejecting applica-
tions for enrollment that take into account
school capacity and financial impacts. And
to the extent that a district has more stu-
dents applying to its schools than it has
room for, it must use the following priorities
in accepting students:

1. Siblings of children already attending the
school for which a student is applying;

2. Students transferring from a school in the
bottom 10% (Decile 1) of the Academic
Performance Index;

3. Students selected by lottery.

One controversial aspect of the program
has been the selection of the so-called lowest-
performing schools. If the 2010 selection pro-
cess had been based on API scores alone, 938
of the 1,000 schools would have come from

Decile 1, with the remainder coming from
Decile 2. However, the legislation included a
rule saying no more than 10% of a district’s
schools can be placed on the list. That rule
was intended to promote geographic diver-
sity among selected schools. In addition,
there was a concern that if many students
exercised the choice option, and the 10%
rule were not in place, the large movement
of students would cause employment dis-
placements and a large drop-off in revenue
for districts with a high concentration of low-
performing schools.

The combination of the 10% rule and the
large number of schools on the list meant
that many low-scoring schools in some large
districts could not be selected. This resulted
in some schools with relatively high API
scores being named among the lowest-
performing schools in the state. For example,
there were 18 middle schools from Decile 3
and 341 elementary schools from deciles 3-6.
Among those elementary schools were 11 that
had 2009 Base API scores that equaled or
exceeded the established state API target of
800. In contrast, all selected high schools
came from deciles 1 or 2.

It is too early to tell how many students
will exercise their option to transfer schools,
but if the experience of No Child Left Behind
is a good predictor, the number of transfers
will be relatively small. NCLB allows stu-
dents in Program Improvement (PI) schools
(those that have missed performance targets
for two consecutive years) to transfer to non-
PI schools, with the district of origin provid-
ing or paying for the transportation of
transferring students for as long as the initial
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school is in PI. A small number of families
chose to move their children to a new school
under NCLB’s provisions. Because the Open
Enrollment Act does not require the district
of origin to provide or pay for transportation,
transfers under the new program could be

even more rare.

District staff may have to work with different CALPADS
administrators if Gov. Schwarzenegger has his way
Schwarzenegger has for some time expressed
frustration with the pace of implementation
of the state’s nascent student and teacher
data systems. He has even sponsored legisla-
tion to transfer management of the projects
from the CDE to an office within the gover-
nor’s administration, a recommendation the
Legislature did not approve.

In signing the 2010-11 budget, Schwarze-
negger used his line-item veto authority
to cut $10.3 million in federal funding that
otherwise would have gone to the CDE and
California School Information Services
(CSIS) to further develop the two data sys-
tems. In addition, he called for legislation
directing the funds to another entity to com-
plete the systems.

The systems are formally known as the
California Pupil Assessment Data System
(CALPADS) and California Teacher Inte-
grated Data Education System (CALTIDES).
CALPADS is intended to collect and main-
tain data on student demographics, course-
taking, and test scores, among other items.
CALTIDES is intended to track informa-
tion on teachers’ training, credentials, and
the classes they are assigned to teach.
Policymakers authorized the creation of
CALPADS in 2002 and CALTIDES in Sep-
tember 2006. The development of the two sys-
tems has been plagued with delays ever since.

All districts could not begin entering
data on their students into CALPADS until
October 2009, and implementation of
CALTIDES has not yet begun.

Consultants diagnose the problems with the

data system

CALPADS did not get off to the start that
many hoped for; and in January 2010, the
CDE brought in a consulting group, Sabot
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Federal funding has played a key role in the development of CALPADS and

CALTIDES

A federal program offers funding to states to develop and implement longitudinal data systems, allowing
them to analyze and use education data, including individual student records. Through this program,
California received $3.2 million in 2006 to implement CALPADS and $6 million in 2009 for CALTIDES.
However, California was not one of 20 states to receive a grant from the $250 million in additional funding

made available through the stimulus.

Technologies, to diagnose the problems.
Sabot found the overall architecture to be
sound but also pointed out weaknesses in
software, databases, hardware architecture,
and processes for revising data systems. In
addition, the consultant found the project
to be understaffed by IBM, the contrac-
tor on the project, and the CDE in terms of
the number and expertise of the personnel
involved. Soon thereafter, the project team
ceased work on the unfinished elements of
the project and instead focused on stabiliz-
ing the parts of the system that had been
completed.

In May 2010, the governor declared in his
revised budget that if the system could not
receive and reliably transfer data by the end
of the calendar year, the administration
would seek to contract the project out to
a consortium of local school districts
and offices within the state’s public higher
education system.

Meantime, the project team completed
its stabilization work and resumed opera-
tions. In July, Sabot released another prog-
ress report noting the system itself and
project management had improved markedly
but that the project was not complete and
high levels of risk remained. According to

staff involved with the project, improve-
ments continued through the summer. How-
ever, the governor was apparently still not
satisfied with the progress, as indicated by
the line-item veto.

SPI 0’Connell opposes CALPADS funding veto
Superintendent of Public Instruction Jack
O’Connell reacted strongly, calling the move
“shortsighted, ill-informed, and hypocritical.”
O’Connell admitted to “initial operational
challenges” but said the system is working
and that important data are being collected
and reported because of it. According to
CDE staff, 99% of districts and charter
schools (representing 99% of students state-
wide) have successfully submitted enroll-
ment and dropout data through CALPADS.
O’Connell called this significant given the
state’s education spending cuts in recent
years and the fact that the governor has
repeatedly vetoed legislation calling for $s
per pupil to support districts’ capacity to
report data to CALPADS accurately.
O’Connell stated that with one more year
of data the state could for the first time pro-
vide a four-year graduation rate based on the
tracking of individual students over time.
Such a report, though perhaps not based on
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perfect information, would represent an
improvement over the estimates provided up
to this point. O’Connell stated that the veto
of CDE and CSIS funding would likely pre-
vent the submission of accurate and timely
dataneeded to provide sound information on

graduation rates.

CDE staft have cited other problems
they say will arise because of the funding
veto. For example, subsequent submissions
of data will be delayed and/or the quality of
the data will be compromised. This includes,
for example, data on the courses that teachers
are leading and students are taking, as well
as the grades they earn and information
about English learners. CDE staff said that
CALTIDES implementation would be de-
layed by at least one year as well.

Those short-term concerns may very well
be realized, or perhaps the new Legislature
will come to an agreement with the governor
in his few remaining days in office that
heads off some of these problems. The
more medium- and long-term horizon of
CALPADS and CALTIDES will be worked
out in concert with the newly elected gover-

nor and superintendent of public instruction.

Creating a transitional kindergarten will be necessary
One of California’s most significant educa-
tion policy changes in 2010 was to raise by
three months the minimum age for a student
to enter kindergarten. Currently, children
who turn 5 on or before Dec. 2 are admitted.
Beginning in 2012-13, a student will have
to turn 5 by Nov. 1. In 2013-14, the cut-oft
will be Oct. 1, and in 2014-15, the date will
be Sept. 1.

A student with a birthday after the cut-off
will be allowed to start kindergarten if the
parents apply for early admission and the
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school district agrees that it would be in the
best interest of the child.

However, most students with late birth-
days will be placed in a transitional kinder-
garten, a new two-year program in which a
modified kindergarten curriculum is sup-

posed to be taught in the first year. The

thinking behind the policy change, embod-
ied in Senate Bill (SB) 1381, is that kindergar-
ten has become more academically rigorous
in recent years as standards-based edu-
cation has taken root and that many of the
younger kindergarten students are not ready
developmentally for the academic work. Sup-
porters of SB 1381 believe that ensuring that
students are 5 when they officially enter kin-
dergarten, and offering younger students an
extra year of preparation, will help address
the school readiness issue.

What remains to be seen is whether
schools will offer a modified, transitional kin-
dergarten curriculum and, if so, whether the
modifications will be developed locally or by
a state-level organization.

California’s school funding system faces two
legal challenges

Two complementary lawsuits filed in 2010—
Robles-Wong v. California and Campaign for
Quality Education, et al. v. California—call
upon the state to make its finance system

more rational and fund it accordingly.

Robles-Wong v. California was filed first

In May 2010, the California School Boards
Association, Association of California School
Administrators, and California State PTA
filed a lawsuit against the state seeking a
declaration that the current education fund-
ing system was unconstitutional. The plain-
tiffs assert that California has prescribed

learning goals in the form of academic con-
tent standards adopted by the State Board
of Education and has aligned instructional
materials, teacher professional development,
and assessments with those standards. Yet,
the plaintiffs maintain, the state has made
“no attempt to align funding policies and
mechanisms with the educational program
it has put in place, to determine the actual
cost of the educational program, or to pro-
vide districts with the financial resources
to provide the programs and services it has
prescribed.” The suit also asserts that the
state does not take into account the learning
needs of English learners and economically
disadvantaged children. At the time the suit
was filed, nine school districts and more than
60 students had joined as plaintiffs.

The suit calls for a new funding system
that supports the implementation of Califor-
nia’s rigorous content standards and reflects
the learning needs of all students, but it does
not present a specific alternative funding

method or amount.

Campaign for Quality Education, et al. v. California

has similar goals

Two months after Robles-Wong v. California
was filed, the Campaign for Quality Educa-
tion (CQE), the Alliance for Californians
for Community Empowerment, Califor-
nians for Justice, and the San Francisco
Organizing Project filed a similar lawsuit
against the state. The plaintiffs in the sec-
ond suit assert that California’s constitu-
tion establishes a right to a meaningful
education that will prepare students to
succeed economically and participate in
the nation’s democracy, and that the state is
violating this right. They argue that fund-
ing levels are not “based on what it costs
to deliver all children a meaningful educa-
tion, including the education needed for
children to reach proficiency on the State’s
own academic content standards.”

The plaintiffs would like the state to pro-
vide schools with more money, but they also
seek to ensure existing and additional funds
are used efliciently. For example, to use
tunds efficiently, the plaintiffs say, the state
must have an adequate student data system;
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support teacher development, evaluation,
and effectiveness; and provide preschools
for all low-income children. At the time the
case was filed, more than 20 students and

parents were also plaintiffs.

Resolution of the cases depends on state and

court actions

Although it is theoretically possible that
state lawmakers could, without further
prompting, come up with a new design and
funding level for California’s school finance
system that would motivate the plaintiffs
to drop their lawsuits, it is not likely given
the state’s fiscal condition.

A more likely scenario is an out-of-court
settlement. Other lawsuits challenging state
policies—such as the Williams case filed in
2000 to create more equitable access to educa-
tional resources and the Chapman case filed in
2001 to delay the consequences of the state’s
exit exam for students with disabilities—were
settled out of court. Indeed, California’s out-
going secretary of education, Bonnie Reiss,
expressed publicly in August 2010 that the
state government was ready to settle the law-
suits. However, Reiss wanted settlement of
the case tied to policy changes in other areas.
For example, she sought plaintiffs’ support
for specific priorities of the Schwarzenegger
administration, such as redesigning the
teacher performance evaluation process and
easing restrictions on school districts’ ability
to contract out for services or lay off teachers
on any basis other than seniority.

To date, however, the state’s official
response has been to fight the suits within
the court system. The Attorney General’s
office is contesting the plaintiffs’ claims and
has essentially filed motions to dismiss the
two cases. In response, attorneys for the
plaintiffs have filed their opposition to those
motions, and the two sides were scheduled
to present oral arguments on the matter
shortly after this report went to press—on
Dec. 10, 2010.

Because the attorney general typically
defends the state in cases such as this, it is
unclear whether Jerry Brown, as governor,
will respond to the lawsuits in the same way
that he has as attorney general.

© COPYRIGHT 2010 BY EDSOURCE, INC.
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Action on the overdue ESEA reauthorization
remains doubtful in the near term

Regardless of the outcome of the court cases,
California schools will continue to be affected
by federal policies such as the Elementary
and Secondary Education Act (ESEA).

President Lyndon Johnson signed the origi-
nal ESEA in 1965 to support the education of
the country’s poorest children, and federal poli-
cymakers are supposed to reauthorize (revise
and renew) the law every five to six years. They
last took such action in 2002 when they created
the No Child Left Behind Act (NCLB), so
reauthorization is now well overdue.

Since 2002, ESEA has been a key driver
in creating a school accountability system
based on student test scores, but the propor-
tion of funding it represents is less significant.
States and U.S. territories receive more than
$20 billion per year in total through ESEA. In
California, the allocation of about $3 billion
represents approximately % of total reve-
nues for schools. The act supports a range of
activities including reading in the early
grades, professional development for teach-
ers and principals, extra support for English
learners, student testing programs, and
before- and after-school programs.

In late February 2010, the House Educa-

tion and Labor Committee began hearings

on a bill related to ESEA reauthorization,
but it dealt with charter schools, not a core
issue in the debate. In early March, the
Senate Health, Education, Labor, and Pen-
sions Committee held its first hearing on
ESEA reauthorization. And in mid-March,
the Obama administration released A
Blueprint for Reform, which sets out its vision
ofareauthorized ESEA. Echoing many of the
priorities described in the stimulus initia-
tives, the document focuses on five areas:
1. College- and career-ready students—The
Obama administration is encouraging

states to adopt academic content stan-
dards in English and math that will pre-
pare all high school graduates for college
and jobs that will support a family. In addi-
tion, the blueprint calls for assessments
that are aligned with those content stan-
dards and that do a better job than current
tests of assessing higher-order skills and
student improvement. To avoid a narrow
focus on English and math, the president’s
plan would support teacher professional
development and instructional models

that promote a well-rounded education.

. Great teachers and leaders in every

school-The administration is calling for a
multipronged effort to improve the quality
of instruction. This includes evaluating
teachers and principals based partly on
improvement in their students’ test scores,
developing new ways to recruit and retain
effective teachers, increasing the effective-
ness of teachers in high-needs schools, and
monitoring teacher preparation programs
and investing more heavily in the stronger

programs.

. Equity and opportunity for all students—

This involves both rewards for schools
that help students improve their aca-
demic achievement and intervention for

struggling schools. It also includes extra

support for traditionally lower-achieving
student groups and a push for greater
equity of resources between high- and

low-poverty schools.

. Raise the bar and reward excellence-

President Obama wants to continue Race
to the Top and expand it to allow districts
to apply directly for funding rather than
receiving it via a successful state applica-
tion. (Race to the Top is a competitive
grant program promoting reform in the
four areas described at the top of page 12.)
The administration is also proposing
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additional support for charter schools and
other forms of public school choice as well
as help for high-needs high schools to pro-
vide access to college-level courses and
promote college-going.

5. Promote innovation and continuous
improvement-Under this heading, the
administration proposes continuing the i3
program, making some federal funding
streams more flexible and more competi-
tive, and supporting programs that link
schools with other community organiza-
tions so students receive support in a num-
ber of areas in and out of school.

The administration also wants to change
some of the most prominent aspects of

NCLB—the assessment and accountability
provisions. Obama’s team supports the cur-
rent disaggregation of test scores to monitor
the performance of student subgroups but
wants to add factors such as attendance,
course completion, and school climate to
school accountability systems.

In addition, the administration’s proposal
would eliminate NCLB’s expectation that
states should get all students to proficient on
their respective standards-based tests by 2014.
Instead, states would set their own improve-
ment targets with respect to rigorous stan-
dards common across states. Schools that
struggled to make progress would face differ-
entiated interventions depending on their per-
formance—as opposed to NCLB’s imposition
of Program Improvement for all schools that
failed to make adequate yearly progress, no
matter how far from the targets they were. In
addition, schools that repeatedly failed to
make progress would not necessarily have
to give students the option of transferring out
or provide supplemental instruction as is
now required.

The extent to which the final reauthorized
act will reflect the president’s proposal
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remains to be seen. Washington insiders
expect Congress to elect new leadership,
name new committee chairs, and try to com-
plete action on the federal budget this year
but not achieve much else during the lame
duck period. For 2011, some experts see glim-
mers of hope, while others do not expect re-
authorization of ESEA until 2012—or even
2013, after the next presidential election.

Reg Leichty of EducationCounsel, a
Washington, D.C., firm providing legal and
policy advice on education issues, is cau-
tiously optimistic about the prospects for
ESEA reauthorization in 2011. “With Republi-
cans now having more power in Congress,
and some of those members being quite

conservative and focused on greater local con-
trol,” says Leichty, “a key factor will be
whether they will be able to build a working
coalition within their caucus around K-12
issues. That said, I'm betting that the two
houses will vote on a reauthorization bill by
the fall.” However, Leichty believes that if
Congress fails to actin 2011, Duncan might use
his statutory waiver authority to make major
changes to the law through regulation in 2012.

In contrast, Jack Jennings, a former
longtime Congressional aide and current
president and CEO of the Center for Educa-
tion Policy in Washington, D.C., predicted
in February 2010 that if reauthorization did
not happen in the spring or summer of 2010,
the current NCLB rules would remain in
place until the 2012-13 school year. Jennings
could not foresee bold legislative action
shortly before the midterm elections and
assumed that the new Congress seated in
2011 would need time to get organized
before engaging in serious work on a reau-
thorization bill.

Other inside-the-Beltway experts and
state officials are equally or more pessimistic
about reauthorization happening any time

soon. As reported on an Education Week
blog in November 2010, about half of some
30 opinion leaders surveyed by White-
board Advisors, a policy-oriented consulting
group, believe that reauthorization will not

occur until 2013.

The timeframe of the state’s implementation

of Common Core standards remains
uncertain

On Aug. 2, 2010, the California State Board of
Education voted unanimously to adopt a new
set of academic content standards in English
language arts (ELA) and math. Content stan-
dards lay out what students are supposed to
know and be able to do in each grade and sub-
ject. The new learning expectations grew out of
the Common Core State Standards Initiative,
a project intended to develop a set of specific,
clear, rigorous standards that states can share.
The initiative received important support from
the federal government, which called for states
to adopt some kind of common standards as
part of the Race to the Top competition.

The Fordham Foundation, which has
rated state standards for several years, found
the Common Core to be clearer and more
rigorous than ELA standards in 37 states and
math standards in 39 states. However, Ford-
ham gave California’s standards in both sub-
jects an A and gave the Common Core ELA
standards a B+ and the math standards an A-.
Before California adopted the Common
Core standards, it modified them, particu-
larly in middle grades math.

During the next few years, the standards
that have been in place since 1997 will remain
in effect while state officials consider when
and how to roll out the new standards in the
field. The newly elected governor, Legislature,
and superintendent of public instruction, as
well as appointed members of the State Board
of Education, will all play key roles in the deci-
sion process. Implementing the new standards
will require new curriculum frameworks,
which guide standards-based instruction and
the development, adoption, and purchase of
new instructional materials. In addition,
teachers and school leaders will need training.
All of this will cost a substantial sum of money
at a time when the state can ill afford it.
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Lawmakers will need to decide whether
to maintain the moratorium on updating
curriculum frameworks and adopting new
instructional materials. Policymakers estab-
lished the moratorium in early 2009, and it is
not scheduled to end until 2013-14. Even if it
is lifted, the State Board of Education may
not adopt instructional materials in math
until November 2014, and in ELA until
November 2016, according to a proposal that
the CDE presented to the board in Novem-
ber 2010. The proposal indicates that those
adoptions would not take place until 2017
and 2019, respectively, if the current morato-
rium is maintained in statute.

Whatever the Legislature decides, some

stakeholders are raising questions as to
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whether the traditional instructional materi-
als adoption process is the best way to get
materials that match the lean budgets that
districts now have. Thus, deliberations about
implementing the Common Core could
prompt discussions on improving the adop-
tion process.

Another factor coming into play is the
multistate effort to establish tests based on
the Common Core. Two coalitions have
been awarded federal grants to develop such
tests. One is called SMARTER Balanced
Assessment Consortium, and the other is
called Partnership for Assessment of Readi-
ness for College and Careers (PARCC).
Both groups are aiming to have tests ready
by 2014-15.

In 2010, outgoing California officials
signed a nonbinding agreement to join
PARCC. Michael Kirst, a professor emeritus of
education at Stanford University and adviser
to Governor-elect Brown, stated in November
2010 that he believes that incoming state
officials should consider participating in both
consortia and seeing what plans they develop,
or consider becoming a “governing” state of
one of the groups in order to gain more influ-
ence in its direction. Kirst, speaking to Cabinet
Report, emphasized that he was expressing

his own opinion and not that of Brown.

“Doing more with less” is a daunting challenge for California schools

In some ways, Secretary Duncan’s recent urging to see school funding reductions as an opportunity for

innovation are less applicable in California because of the conditions on the ground in this state. For

example, Duncan suggests targeted increases to high school class sizes. That is a very different con-
versation with different consequences in this state, which has 43 teachers for every 1,000 high school
students, than it would be in a state at the national average of 84 teachers per 1,000 students.

That said, some of Duncan’s larger
points about rethinking the status quo have
special relevance for California because the
fiscal conditions are severe and likely to re-
main so for years to come.

One of the secretary’s larger themes was
that education systems need to do more of
what works and less of what does not. He
called on state and local decision makers to
rethink traditional policies and practices
such as students’ seat-time requirements,
compensating teachers based on their educa-
tion credentials, and over-placement of stu-
dents in Special Education. The secretary
said the “factory model of education” is out-
dated and that the wise use of technology
can help schools personalize instruction.

However, although Duncan believes that
“transformational change” could bring about
better results and a more efficient use of
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resources, he also acknowledged that all par-
ties involved in education still have much to
learn about measuring, evaluating, and
improving productivity. Further, the admin-
istration’s creation of incentive programs
such as Race to the Top and the i3 grants are
nods to the fact that finding new ways to
boost productivity can cost money and that
it takes extra resources to be able to de-

velop, test, and refine new approaches.

California has shown some willingness

to innovate

It was with the hope of getting some
resources to support innovation that Cali-
fornia state officials revised some key poli-
cies and entered the federal Race to the Top
(RTT) grant competition ayear ago. In spring
2010, the state learned that its initial applica-
tion was not successful. Some debate ensued

about whether California should apply for
funding in the second round, and then seven
school districts came together to take the
lead for California’s second-round applica-
tion. Those unified districts included:

Clovis

Fresno

Long Beach

Los Angeles

Sacramento City

San Francisco

Sanger
It is notable that the group includes three
of the four largest school districts in Califor-
nia and that they together serve a high pro-
portion of students who face educational
challenges such as poverty.

Although named a finalist in the second
round, California ultimately did not receive a
grant. But these districts have announced

DECEMBER 2010 M CHALLENGING TiMEs W 21



plans to move forward together with some of
the reforms discussed in the RTT application
anyway. Specifically, they intend to imple-
ment the Common Core standards that the
State Board of Education adopted, improve
their use of student achievement data to
inform instruction, and look for ways to pro-
vide greater support to their lower-scoring
schools. Integral to these efforts will be
attempts to learn from each other and create
economies of scale.

To coordinate their work, these seven dis-
tricts launched a nonprofit organization, Cali-
fornia Office to Reform Education (CORE), in
October 2010. The Silver Giving Foundation
has awarded CORE a $3 million grant, which
is the organization’s primary funding source.

As this report went to press, CORE was still
a relatively new organization. Both state and
local decision makers will likely watch it with
interest. The greatest hope for the participating
districts is that they will work synergistically
and develop new, more eflicient approaches to
helping students prepare for the demands of
higher education and the workplace.

If President Obama is successful in con-
vincing Congress to authorize a third round
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of Race to the Top funding in which dis-
tricts could compete directly for funding—
and CORE produces positive results—these
seven California districts would likely be

well positioned to compete for a grant.

The odds are difficult for the state as a whole
A few other California school districts and
schools have received some extra resources to
fuel innovation and improvement. A handful
willhave the chance to use i3 money to develop
or bring to scale new strategies for addressing
the achievement gap. Another 92 schools (out
of nearly 10,000 schools in California) were
selected for SIG interventions that in most
cases also include large new investments. And
yet another group of schools that are receiv-
ing funds through QEIA provide a test case
for the theory that reducing staffing ratios,
ensuring students have experienced teachers,
and increasing accountability are the keys to
improved student outcomes.

In a state with nearly 1,000 school dis-
tricts and more than 6 million students—
where education cuts amounting to billions
of dollars have been made in recent years—
innovation are

these extra funds for

definitely on the margin. This year, one out
of six local educational agencies face the
paradox of trying to invest in innovation
and improve student achievement while
struggling to just keep themselves fiscally
solvent. And the state’s continuing budget
dysfunction is placing greater burdens on
districts in regard to uncertain funding and
funding deferrals that make cash flow a
critical management concern.

Looking forward, school revenues could
decrease more even as costs for such things as
health care and pensions continue to rise. Dis-
tricts are also called upon to respond to new
policy demands and face uncertainties about
whether the short-term flexibility that has
helped them cope financially will continue.

All told, school districts in most other
statesare in amuch better position to respond
to the “new normal” with better, more cost-
effective ways of operating schools and maxi-
mizing student achievement. Yet, in few
other states is the need to do so more critical.
It remains to be seen whether the Golden
State—with its long history of creativity and
innovation—can somehow beat the odds and
succeed in these most challenging times. f

ENDNOTES

1 The demographic composition of the responding districts was fairly representative of the state as a whole. In addition, five of the 10 largest school districts returned
the survey.

2 Assembly Bill 142 did not alter the provisions of Proposition 20, which directs a portion of lottery revenues to instructional materials under certain circumstances.
Under that measure, if education’s share of the lottery revenue in a given year is higher than the amount provided in 1998-99, half of the overage is to be used only for
instructional materials. In recent years, about 10%-15% of the lottery funds dedicated to schools have been earmarked for instructional materials.

3 Proposition 98, approved by the state’s voters in 1988, amended the California Constitution to create a minimum spending guarantee for K-14 education (K-12 schools
and community colleges). The guarantee reflects only state general fund monies and local property taxes allocated to K-12 schools and community college districts.

4 Capital outlay refers to spending on major pieces of equipment and constructing and modernizing buildings.
5 Physical plant refers to systems supporting the maintenance and operations of facilities—e.g., plumbing, electrical, and heating/ventilation systems.

6 The State Board of Education (SBE) adopts instructional materials for grades kindergarten through eighth. For grades 9-12, districts select their own materials using
SBE-adopted curriculum frameworks and “standards maps” for guidance. (Standards maps show how materials align with the state’s academic content standards.)

7 Until this policy change was made, districts were required to provide their students with instructional materials by the beginning of the first school term that began within
two years of adoption by the State Board of Education.

8 Legislative Counsel is a state agency with lawyers who advise the Legislature and others.
9 The total revenue limit funding referred to is the 2010-11 Second Principal Apportionment (“P2").
10 The label refers to Senate Bill 4 of the fifth extraordinary legislative session of 2009-2010.

22 W CHALLENGING TiMES M DECEMBER 2010 © COPYRIGHT 2010 BY EDSOURCE, INC.



EDSOURCE REPORT

Budget Basics for Schools and Communities

Watch for an EdSource Budget Brief in January that describes the current year budget for K-12 schools—
plus a separate brief on the state budget for community colleges.

EdSource’s tools for understanding and explaining California school finance can be found at: www.edsource.org/school-finance.html

The Basics

Finance System: This section of EdSource’s website provides

concise explanations of school funding mechanisms in
California.

District Budgets: This website section provides information
on the constraints districts face as they build and manage
their budgets.

Budget Calendar: This calendar shows the budget cycle for
school districts and the state.

2010 Resource Cards on California Education: This compact
set of cards contains at-a-glance facts on California’s
education system, including finance data. Available for
purchase online.

Glossary of Terms: EdSource’s online glossary contains
more than 250 terms that define school finance and
education policy. Find everything from adequacy to
Williams v. California.

Presentation Tools

Q&A: The Basics of California’s
School Finance System:

This two-page summary, updated
January 2009, is ideal for
community meetings and those
new to school finance.

Free download.

Q&A: The School District Budget

Process: This Q&A discusses budget
pressures facing school districts, the role

of collective bargaining, and how the public
can influence local school budget decisions.
Free download.

m School Finance in California: Understanding Our Complex

System: This 21-slide presentation explains the basics
of California school finance. Download a PDF of the
presentation for free.

Follow-Up Questions
m School Finance FAQs: EdSource has compiled answers to

some of the most frequently asked questions on school
funding. If you have additional questions, e-mail us at
edsource@edsource.org and a member of our research staff
will provide you with the information you need.

Digging Deeper
m Selected Readings on California School Finance: The

definitive textbook on California school finance has all of our
most popular school finance publications plus an overview of
the system. www.edsource.org/pub_SelectedReadings.html
The 2011 edition will be available to purchase in January.
You can order a printed version or download a PDF.

m Ed-Data Website: Access detailed
financial data about school districts,
county offices of education, and the
_ state. www.ed-data.org

News and Resources
m School Finance News and
Resources: Provides updated news
and resources on school finance,
including the federal stimulus, Cali-
fornia education headlines, and policy
analyses from School Services of California
and Strategic Education Services.
www.edsource.org/iss_fin_news.html

You are invited to link to any of our school finance web content from your own website. Many of our pages can be e-mailed or printed.
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To Learn More

The Education Data Partnership (Ed-Data) website provides a wealth of financial data on the state as well
as individual school districts and county offices of education. Most of the information from Ed-Data cited in
this report can be found by going to the home page, www.ed-data.org, clicking on the link to state reports,
and then choosing “Financial Reports for State.”

For a transcript of Secretary Arne Duncan’s Nov. 17, 2010 speech, go to: www.ed.gov/news/speeches

On the Legislative Analyst’s Office website, www.lao.ca.gov, one can find the publications referred to in
this report—Year One Survey: Update on School District Finance and Flexibility and The 2011-12 Budget:
California’s Fiscal Outlook.

For information about California’s applications for Race to the Top funding, see: www.caracetothetop.org

A Blueprint for Reform, the Obama Administration’s proposal for a reauthorized Elementary and Secondary
Education Act, can be found at: www2.ed.gov/policy/elsec/leg/blueprint/blueprint.pdf

School Services of California, Inc. can be found online at: www.sscal.com

The California Department of Education survey on cutbacks that local education agencies have made is
located at www.cde.ca.gov/nr/ne/yr10/yr10rel71.asp. Information about CALPADS and CALTIDES can also
be found on the CDE website. See, respectively, www.cde.ca.gov/ds/sp/cl/ and www.cde.ca.gov/ds/dc/
es/caltides.asp.

The analysis of the academic performance of schools in the Quality Education Investment Act (QEIA)
program, Lessons from the Classroom: Initial Success for At-Risk Students, can be found at: www.cta.org/
Issues-and-Action/QEIA/QEIA.aspx

To read about Robles-Wong v. California and Campaign for Quality Education, et al. v. California, see,
respectively, www.fixschoolfinance.org and www.fairschoolsnow.org.

The Fiscal Crisis and Management Assistance Team website can be found at: www.fcmat.org

EducationCounsel can be found online at: www.educationcounsel.com
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California’s Challenge,

Update

The U.S. Department of Education allocated Race to the Top competition funds in
two cycles. In the first cycle, only two states won awards: Delaware and Tennessee.
On Aug. 24, 2010, the 10 winners of the second cycle were announced. California
was one of the finalists but did not receive an award.
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California is benefiting from a temporary increase in federal funding

The education component of the American Recovery and Reinvestment Act (ARRA), also known as the

federal stimulus, has been described by President Barack Obama as “the largest investment in education

in our nation’s history.” It provides more than $100 billion for prekindergarten through 12th grade schools

nationwide, and nearly $8 billion for California. This one-time infusion of additional federal money for 2008—

09 and 2009-10 is more funding than California would receive from ongoing federal education programs

in a single normal year, but it is substantially less than the cuts in state education funding since 2007-08.

The stimulus is tied to a federal reform agenda
The stimulus package’s education compo-
nentsare intended to do much more than save
school programs and positions. They create
incentives for states to begin or continue spe-
cific reform efforts in four interrelated areas
that the Obama administration believes are
key to helping schools provide a world-class
education to their students. States have
access to much of the stimulus package’s edu-
cation funding only if they commit to pursu-
ing reform in these four areas:

1. Increasing teacher and principal effective-
ness and equitable distribution of effec-
tive staff;

2. Establishing data systems and using data
for improvement;

3. Adopting rigorous college- and career-
ready standards and high-quality assess-
ments; and

4. Turning around the lowest-performing
schools.

On paper, California has made those com-
mitments. And as of Aug. 28, 2009, the state’s
local education agencies had already received
more than $3 billion—some of it through
existing programs and some in return for
agreeing to the four assurances. More fund-
ing arrived in September through those same
channels. Some of it was conditioned on both
the state and school districts meeting specific
reporting and planning requirements. Those
were described in a preliminary draft released
by federal officials in July. By early 2010, dis-
tricts should have received the remainder of
the nearly $8 billion.

However, California may be able to
secure funding beyond that. The additional
funds would come through competitive
grant programs run by the federal Depart-
ment of Education, the largest of which is
Race to the Top (RTTT). This program will
provide a total of $4 billion to a handful of
states that have created conditions for bold,
comprehensive action in the four reform
areas. A smaller program, known as Invest in
Education or “i3” will provide a total of about
$650 million to school districts and public-
private partnerships experimenting with
promising ideas or trying to expand proven
programs. In June 2009, federal Secretary of
Education Arne Duncan cast some doubt on
California’s ability to win some of those com-
petitive grant monies. He said that the state
had “lost its way” as a leader in public educa-
tion, and he issued a challenge: “Your state
once had the best education system in the
country. From cradle to career, you took care
of your children. You made sure they were
ready to enter your universities or be produc-
tive participants in the workforce. I ask you,
is California going to lead the race to the top
or are you going to lead the retreat?”

As this report was being prepared, offi-
cials in Sacramento were trying to improve
the state’s chances to win Race to the Top
funds. The governor had called a special leg-
islative session and sponsored a bill (SBX; 1)
coauthored by Democrats and Republicans
to align some state policies with the new
federal
has work to do before it will have laid the

initiatives. However, California
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groundwork for the reforms that federal

officials are calling for.

The stimulus package has many components

Understanding how all the education com-
ponents of the stimulus fit together and how
much money they represent helps clarify the
role that competitive grants play in the over-
all package. Each component has multiple
facets, including:

W eligibility requirements;

timeline;

amount of funding;

the program umbrella it is under; and

whether states receive the funds accord-
ing to an established formula or must
compete for them.

The stimulus package’s education com-
ponents can be thought of as three groups
of programs—Ilarge, formula-driven pots of
money distributed quickly to save jobs; sup-
plements to smaller existing programs also
driven by formulas; and a group of competi-
tive grant programs. (Five of those programs
are listed in the table on page 4.)

The largest components of the stimulus package for
schools total $5.6 billion

The three largest components of the K-12
education stimulus package total about
$5.6 billion for California. Two of the three
are substantial add-ons to existing federal
programs—an additional $1.125 billion for
Title I, Part A (grants to help local agen-
cies educate disadvantaged students), and
an additional $1.227 billion for Individuals

© COPYRIGHT 2009 BY EDSOURCE, INC.



with Disabilities Education Act, Part B (Spe-
cial Education). Combined, this represents
roughly a 75% one-time expansion of Cali-

fornia’s share of these federal funds. Districts

began receiving funds in May.

funding that was cut in response to revenue
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The third program—the PreK-12 por-
tion of the State Fiscal Stabilization Fund
(SFSF)—is new. The SESF program is

designed to help states shore up education

shortfalls, and the funds can be used to serve

a variety of educational purposes. California

will receive a total of $3.243 billion in PreK—

12 Stabilization funding. The state was sup-

posed to receive two-thirds of the funds in

Formula-driven education components of the federal stimulus package are not competitive

The Three Largest Components

Component and Purpose

PreK-12 Portion of the
State Fiscal Stabilization
Fund (Reduce need for
layoffs, promote reforms)

Title I, Part A
(Disadvantaged students)

IDEA, Part B
(Special Education)

California’s Share

$3.243 billion
(new program)

$1.125 billion
(above existing allocation)

$1.227 billion
(above existing allocation)

Supplements to Existing Smaller Programs

Existing Program

Child Development Block
Grant

Education for Homeless
Youth

Child Nutrition Equipment
Grants

Education Technology

Title I School Improvement
Grants (above existing
allocation)

New Funding Component—
California’s Share

$220.3 million

$13.8 million

$12.9 million

$71.6 million

$351.8 million

Accessing the Funds

Application by the governor,
committing to pursuing reforms
and collecting data

Current funding formula

Current funding formula

Accessing the Funds

Current funding formula

Current funding formula

To states by formula; to districts by
competitive grants

To states through formula. CDE
will distribute half to LEAs with
approved Ed Tech plans based on
their proportion of Title I, Part A,
funding. The other half will be
disbursed in a competitive process.

Application process for funds,

which are distributed by states by
formula. State subgrants must be
between $50,000 and $500,000.
USDE is proposing that significant
funding be spent on high schools.

Timeline to California

90% (Phase I) already
disbursed

10% (Phase II) in fall
2009 upon approved
report on specific
indicators under the four
assurances

50% went to the
California Department
of Education (CDE) in
spring 2009

50% in September 2009

50% went to CDE in
spring 2009

50% in September 2009

Projected Timeline

Part of 2008-09 allocations

Timeline to Districts

Phase I: Issued by
fall 2009

Phase II:
In fall 2009

50% disbursed to local
education agencies
(LEAs) in spring 2009;
remainder distributed
by June 30, 2010

Periodically from
June 2009 through
January 2010

Disbursed beginning in July 2009

Dishursed beginning in July 2009

Applications for LEAs were available at the end
of September 2009. At that time, CDE planned to
distribute the funds to LEAs “by the end of the year.”

State applications available in late summer.
LEA applications will follow, with funding distributed

in fall 2009.

SOURCES: CALIFORNIA DEPARTMENT OF EpucaTION (CDE), U.S. DEPARTMENT OF EDUCATION (USDE), SEPTEMBER 2009

© COPYRIGHT 2009 BY EDSOURCE,

INc.

EpSource 10/09

OCTOBER 2009 M THE NEw FEDERAL EDUCATION POLICIES M 3



EDSOURCE REPORT

California and local districts will have to compete for a share of education stimulus funds

Program Stimulus Funds Available
Nationally
Race to the Top $4.35 billion, including

$350 million for
assessments

Invest in Innovation Fund Up to $650 million

Teacher Quality $100 million
Enhancement Grants

(recruitment and retention)

Teacher Incentive Fund $200 million
(alternative pay structures)

State Longitudinal Data $250 million

Systems

Accessing the Funds

Competitive grants awarded in two rounds—
for states only

Competitive application process—for LEAS
and public-private partnerships

Competitive grant process for states,
grants administered by higher education
institutions in state

Competitive grants to school districts,
states, and partnerships

Competitive grant process for states

Projected Timeline

The first round will open in late 2009, with
awards made in early 2010. The second
round will open in late spring 2010, with
awards made by September 2010.

According to an Aug. 20, 2009 speech by
U.S. Secretary of Education Arne Duncan,
applications are expected to be available in fall
2009 and awards are expected in spring 2010.

Applications were due July 23, 2009.
Public universities take the lead on these
applications.

When this report went to press, USDE planned
to release program guidance in fall 2009.

Grant application is due on Nov. 19, 2009.

Sources: U.S. DEPARTMENT OF EDUCATION (USDE), CALIFORNIA DEPARTMENT OF EDUCATION (CDE), EDUCATIONCOUNSEL , SEPTEMBER 2009

the spring, but, pleading hardship, received
90% instead. The remainderis duein fall2009.
The U.S. Department of Education (USDE)
structured the disbursement this way to help
fill states’ budget gaps quickly while buying
time to develop detailed requirements tied to
the funding.

State access to the first installment
required only a briefapplication from the gov-
ernor and an assurance to pursue reform in
four areas. Gov. Arnold Schwarzenegger sub-
mitted the state’s application in April, which
prompted federal officials to release two-
thirds of California’s portion (later increased
to 90%). School districts could then apply
to the state for funds by submitting online
a commitment to the four assurances. The
money arrived at school districts in mid-June.

In late July, USDE released preliminary
guidance on the reporting requirements
attached to the Stabilization funds. For each
of the four reform areas, federal officials have
established quantitative and descriptive infor-
mation they want from the state and, in many
cases, all local education agencies (LEAs).

To be eligible for the second phase of
Stabilization funding, states must submit
a plan describing their current ability to

collect information on those indicators and
make it publicly available. If they are not cur-
rently able to do so, they must describe their
timeline and process for creating the capac-
ity to report on the indicators. This work is
to be completed as soon as possible, but no
later than Sept. 30, 2011. This is part of the
Obama administration’s push for greater
transparency on the part of state and local
education agencies.

After a 30-day “comment period,” in which
people could suggest revisions to the prelimi-
nary guidance, USDE began reviewing and
responding to comments. The final regula-
tions are expected by early November 2009.

Stimulus funding supplements other, smaller
programs
California has also begun to receive a total
of $670.4 million that the federal stimulus
added to a number of existing programs,
such as Child Care and Development, Educa-
tion for Homeless Youth (McKinney-Vento),
Child Nutrition Equipment, Education
Technology, and Title I School Improvement.
The table on page 3 outlines the key
aspects of the formula-driven (noncompeti-
tive) education components of the federal
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stimulus package—the three largest, as well
as the add-ons to five existing programs that
do not relate directly to the four reforms.

The stimulus package provides funding
for a number of other programs related to
education but not directly to K-12 school
operations. For example, California is receiv-
ing nearly $3 billion for facilities construc-
tion and renovation, mainly in the form of
subsidized bonds. In addition, Special Edu-
cation funding for infants and preschool-age
children and their families, as well as general

preschool moneyj, is available.

The stimulus also provides competitive grants
The education portion of the stimulus also
includes a number of competitive grants.
(See the table above.) These include:

B the Race to the Top program, which goes
only to state governments and requires
them to develop a coordinated approach
to addressing the issues in the four
assurances;

the “Investin Innovation” or “i3” program,
which provides funding for districts and
public-private partnerships to explore
promising ideas and expand small but
successful programs; and
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B more targeted grant programs for data
systems and for teacher recruitment,

retention, and quality.

The application for the Race to the Top competitive
grant program is demanding

The $4.35 billion available nationally in the
Race to the Top program is by far the largest
amount of money over which USDE has ever
had discretion. Duncan announced in June
2009 that he was setting aside up to $350 million
to help states improve their assessments so that
they move beyond multiple-choice questions
and focus more on critical thinking skills. (De-
tailed information on the funding conditions
and timeline of the testing program were not
available when this report went to press.) This
leaves about $4 billion for other RTTT grants.
The department plans to make large grants to
a few states rather than spreading the funds
thinly across alarge number of states.

RTTT grants will be awarded in two
rounds. The current schedule calls for
first-round applications to be submitted to
USDE by late December 2009. Awards will
be announced in February or March 2010.
Second-round applications will be due in
late spring 2010, and awards will be made in
late summer. States that win grants in round
one will not be eligible for additional money
in the second round, but those that are not
successful at first will be allowed to apply in
round two. States that secure a RTTT grant
must distribute at least half of the award to
local education agencies based upon their
share of Title I, Part A (“Basic Grant”) fund-
ing. The state can spend the other half on
state-level activities and further disburse-
ments to local agencies.

The Race to the Top application—as
proposed in July 2009—must address eli-
gibility requirements, an “absolute priority,”
selection criteria, and competitive priorities.
Applicants are also encouraged to consider

“invitational priorities.”
Eligibility requirements

To be eligible to apply for a Race to the Top
grant, states must first meet two conditions:

© COPYRIGHT 2009 BY EDSOURCE, INC.
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Districts must document their use of Stabilization funding

In exchange for Stabilization funding, districts are expected to not only pursue reform in the four areas, but
also report quarterly on their use of the funds. For example, districts must document the number of jobs
created or retained, the status of projects funded by stimulus monies, vendors paid by said funds, and the
districts’ five most highly paid individuals, among other items.

1. The state’s application for funding under
Phases One and Two of the Stabiliza-
tion program must have been approved.
This will be determined during fall 2009.

2. The state must have no legal restrictions
on using student achievement data to
evaluate teachers and principals. This has

been a controversial issue for California .

Absolute priority

Afterastateis deemed eligible to apply, it must
meet the absolute priority of addressing each
of the four reform areas comprehensively,
thus demonstrating a systemic approach to
reform. Again, the reform areas are teacher
and principal effectiveness, data systems,
standards, and turning around struggling
schools. Applications must also address all
19 specific selection criteria. The selection cri-
teria are divided between reform conditions
needed to make USDE'’s envisioned reforms
possible and reform plans for achieving the
specific reforms that the department has in
mind under each of the four areas.

Selection criteria

USDE has also articulated five overall selec-

tion criteria, three of which are reform condi-

tions and two of which are reform plans. The
conditions include:

B the extent to which a state has made prog-
ress in the four reform areas, increased
graduation rates, and improved test
scores on the National Assessment for
Educational Progress or NAEP, a federal
testing program;

B whether several stakeholder groups—
teachers unions, the business community,
civil rights organizations, grant makers,
and local education agencies—have com-
mitted to reform; and

B how favorably a state’s K-12 and higher
education funding in 2008-09 compared
with that of 2007-08.

Regarding reform plans, the department
is looking for states with:

B ambitious yet achievable goals to raise
overall student achievement and close
gaps among student subgroups; and

B an ability to effectively and efliciently
oversee a potential grant, sustain reforms
beyond the grant period, and collaborate
with local education agencies and possi-
bly other states.

Competitive priorities

If a state has met the two eligibility require-
ments and made a convincing case on the 19
indicators and the five overall selection cri-
teria, its application will then be judged by
competitive priorities.

A state will receive competitive preference
if it plans to work with industry, universities,
and other community partners to offer more
rigorous courses in the STEM fields—science,

technology, engineering, and mathematics.

Invitational priorities

USDE characterizes invitational priorities

as reforms that it is encouraging, but it says

these reforms will not play a role in determin-
ing which state is chosen for a grant. As the

RTTT process moves forward, it is possible

the department will provide more clarity on

this point.
Invitational priorities include:

B Incorporating into states’ longitudinal
data systems information on Special
Education, English acquisition, finance,
and other areas;

B Working with other states in running
data systems;
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B Creating seamless connections among

multiple education segments—early
childhood, K-12, postsecondary institu-
tions, and workforce organizations—so
the systems are aligned and people can
more easily navigate transitions as they
progress in their academic and profes-
sional careers. (This goes well beyond
simply linking the data of the education
segments.)

B Having local education agencies provide
school sites with autonomy in selecting
staff, configuring the school day and year,
crafting budgets, awarding credits to stu-
dents based on performance instead of
seat time, and partnering with outside
agencies to provide comprehensive ser-

vices to high-need students.

The stimulus package also includes some more
narrowly tailored competitive grants
In addition to the large Race to the Top pro-
gram, which emphasizes a comprehensive
approach to a broad array of reform efforts,
the stimulus package has smaller competitive
grant programs with narrower purposes.

The new Invest in Innovation program

will provide up to $650 million in grants to
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local education agencies, school consortia,
and partnerships between nonprofit organiza-
tions (including colleges and universities) and
districts or schools. In August, Duncan pro-
vided a rough schedule for the release of pro-
posed guidance, a comment period, and then
an application process, with grants awarded
in “early 2010.” He said he has in mind three
categories of grants to support organizations
and ideas that advance the four reform areas:

B Pure Innovation grants of up to $5 million
for promising ideas that should be tried;

B Strategic Investment grants of up to
$30 million for programs that need to
build a research base or organizational
capacity at a larger scale; and

B Grow What Works grants of up to
$s0 million to expand proven programs.
The existing Teacher Quality Enhance-

ment Grant program received an additional
$100 million from the stimulus package.
Under the program, states can apply for
grants to improve their teacher recruitment,
preparation, and certification practices. In ad-
dition, partnerships of colleges/universities
and high-need LEAs can apply for grants
to bolster the preparation and professional
development of teachers.
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Reflecting a growing interest in alterna-
tive systems of compensating teachers, the
stimulus boosts the Teacher Incentive
Fund by $200 million. To date, this program
has rewarded districts, states, and partner-
ships between such governmental entities
and nonprofit organizations for establish-
ing systems that offer more pay for teach-
ers and principals in high-need schools and
factor performance evaluations into teach-
ers’ compensation. As this report went to
press, USDE was considering proposing
changes to the program that had not yet been
made public.

Finally, the stimulus package added
$250 million to the existing federal program
to support statewide longitudinal data sys-
tems. Under this program, states receive
grants of $2 million to $20 million to design
and implement data systems that link pre-
school, K-12, postsecondary, and workforce
data. To be eligible for a grant, a state must
commit to establishing a data system that
includes the 12 elements described by the
2007 America Creating Opportunities to
Meaningfully Promote Excellence in Tech-
nology, Education, and Science (COMPETES)
Act. [
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Independent and impartial, EdSource strives to advance the common good by developing and widely distributing trustworthy, useful information that
clarifies complex K-12 education issues and promotes thoughtful decisions about California’s public school system.
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Understanding School District Budgets: A Guide For Local Leaders

A school district budget is more than numbers. It is a record of a district’s past decisions and a spending plan for
its future. It shows a district’s priorities whether they have been clearly articulated or simply occurred by default. And
it is a communications document that can tell constituents a lot about the district’s priorities and goals.

A school district budget can certainly be difficult to understand and even more challenging to describe. But behind
the volumes of mandatory reporting forms, accounting procedures, and jargon are some basic principles that can
help bring clarity for those who develop school district budgets and for those who want to understand them.

Some California school districts use their budget documents to do more than just present financial data. They
directly connect their financial decisions to their goals for student, school, and district performance. At best that
effort can further those goals. At a minimum it can illuminate some of the obstacles to realizing them.

This guide provides an overview of the mechanics of the budget process and the documents most commonly used
to describe a district’s financial condition. It begins with a budget calendar and glossary that provide context for the
rest of the report. The guide reviews the information school district officials must use for responsible fiscal manage-
ment, the inevitable adjustments districts must make in their budgets, and the oversight procedures the state has
put into place to ensure that districts remain solvent and maintain their financial health. Finally, this report explores
some ways that budget information can help decision makers evaluate how well district spending matches educa-
tional goals, set priorities consistent with those goals, and plan expenditures that are aligned with that vision.
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The budget calendar for 2005-06: From start to finish

Every school district is simultaneously operating its current-year budget, evaluating its budget from the previous year, and developing
its plans for the upcoming year. The following is a typical calendar for the development of a single year’s budget.

Fall 2004

Even as one school year starts,
districts begin to discuss priorities,
evaluate existing programs, and set
parameters and goals to guide budget
development for the next year.

January—April 2005

The district adopts its budget calen-
dar and reviews its guidelines for
budget development. Following the
governor’s Jan. 10 release of a
proposed state budget, district staff
members present a discussion of
the likely impact on the district.
They should build into this discus-
sion the projected costs of new
district initiatives and anticipated
savings that can be realized from
dropping or changing current
programs. They should also include
estimates of salary and benefit
increases based on existing commit-
ments and potential collective
bargaining agreements. If this
process indicates that staff layoffs
may be necessary, preliminary
notices must be given to all certifi-
cated staff members who might be
affected (teachers, counselors,
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principals, etc.) by specific dates in
March. This process needs to be
done carefully given the complexity
involved in determining staff senior-
ity and the severe impact layoffs
can have on staff morale. A prelimi-
nary budget document is typically
developed during this time.

May 2005

The governor submits an official
“May Revision” of his proposed state
budget that will update projections
for district revenues in the coming
year. The district staff uses this infor-
mation to evaluate the preliminary
budget and make revisions. Mean-
while, state leaders begin finalizing
the state budget.

June 2005

Final study sessions and mandatory
public hearings precede the governing
board’s adoption of the budget. The
deadline for adoption is July 1.The
district then submits that budget to
the county superintendent.
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July—August 2005

The state budget is typically adopted
and signed by the governor sometime
in July. (The state constitution calls for
the Legislature to adopt a state budget
by June 15 and the governor to sign it
within 12 days, but it is usually later—
in some years as late as September.)
Once the state budget is signed, a
district has 45 days to amend its
adopted budget. During this time, the
district also closes its books from the
previous year. The state’s official adop-
tion of funding levels for education and
the district’s confirmation of its prior-
year revenues, expenditures, and
ending balance are essential in order
to finalize the budget. By Aug. 15 the
district receives the review and
comments on the adopted budget by
the superintendent of the local county
office of education.

October 2005—June 2006

State law requires that twice during
this period the district staff prepare,
the board review, and the county
superintendent receive interim reports
that update the district’s revenues
and expenditures and project them
through the balance of the school



year. The First Interim Report, due
Dec. 15 to the county office of educa-
tion, covers the period through Oct. 31,
2005.The Second Interim Report, due
March 15, covers actual revenues and
expenditures through January 2006.
With each interim report, the school
district board states whether the
district’s fiscal condition is positive,
qualified, or negative (will, may not, or
will not be solvent over the next three
years), and the county superintendent
officially certifies that. These two
interim reports represent minimum
legal requirements. A Third Interim
Report, due June 1, may be required.
The district board can also call for
additional budget reviews or reports
at its discretion.

July—December 2006

Once the district’s books are closed,
the final balances are reported to

the state in October 2006 as part of
its annual reporting of unaudited
actuals. Concurrently, the district must
retain an independent auditor who
will review the year-end financial
statements and deliver the annual
audit report on or before Dec. 15.

Glossary of Terms

Actuals The amount a district actually spent in a given period as opposed to original budget estimates.

Bond Interest and Redemption Fund An account maintained on a local education agency’s
behalf by the county auditor and used for repayment of bonds.

Cafeteria Fund A separate fund used by many districts to track the income and expenses related to
food semvice.

Debt Service Expenditures made to pay both principal and interest on borrowed funds, includ-
ing bonds.

Direct Support Costs Services necessary to maintain instructional programs, including curricu-
lum development, library, pupil support, transportation, and maintenance. Most support costs
not initially identified with a program may be accumulated and then transferred at a later date
as a direct support cost.

District Governing Board The official name for the local school board.

General Fund The primary, legally-defined fund used by the state and school districts to differ-
entiate general revenues and expenditures from those placed in other funds for specific uses.

Indirect Costs Agencywide general administrative costs, including fiscal, personnel/human, and
data process services. Indirect costs benefit multiple objectives and cannot be readily identified
with a particular final cost objective.

Joint Powers Agreement (JPA) An agreement among local education agencies (and sometimes
the California Department of Education) to share services or responsibilities. A joint powers
board made up of representatives of the local education agencies governs the JPA.

Object Codes For revenues, the object code identifies the general source and type of funds. For
expenditures, it identifies the type of item or service being purchased. District line-item budget
reports usually reflect fund and object-level information.

Other Outgo Includes outlays for debt service, transfers between funds within a district, and
transfers to other agencies.

Position Control A function that coordinates and authorizes positions in accordance with
established district policies and procedures. This function is useful for budget development and
the preparation of salary projections within a district.

Restricted /Unrestricted In the General Fund budget, the designation of a revenue or expendi-
ture as being for specific (restricted) or general (unrestricted) purposes. Some revenue limit
sources may be posted as restricted and some categorical program sources (such as K-3 Class
Size Reduction) may be posted as unrestricted.

Special Education Local Plan Area (SELPA) Regional group for purposes of administering
Special Education services effectively and efficiently. Districts are organized in SELPAs. Some are
countywide, a single large district, or part of a district; and some combine several smaller districts.

Title I Provides funds for educationally disadvantaged students and is the largest of several
federal programs included in the federal No Child Left Behind Act (NCLB).

TRANs (Tax Revenue Anticipation Notes) Short-term loans that school districts can use to
address a cash flow problem created when expenditures must be incurred before tax revenues
are received.



District budgeting operates within a set framework

In California, the state and all school
districts operate on a fiscal year that
begins July I. The budget process,
however, is virtually continuous. In
any given year, it begins in the fall of
the preceding year with forecasts of
revenues, expenditures, and student
enrollments. A preliminary budget is
adopted prior to July I but generally
continues to be adjusted. During the
school year, the district confirms its
financial status both ofﬁcially and un-
officially. After the books for that
year are closed, the process ends with
an audit certifying the accuracy of the
district records. The calendar on pages
2-3 provides a basic timeline.

A district’s elected school board
holds final responsibility for adopt-
ing the budget, and that budget
must be balanced—i.e., allow the
district to meet its current and
future financial obligations. The
board’s role in fiscal accountability
goes beyond a simple vote, however.
The board also sets policies that
help guide both the budget develop-
ment and financial management of
the district. It is responsible for sup-
porting and monitoring the imple—
mentation of the budget as carried
out by the superintendent and dis-
trict staff. And it sets the expecta-
tions for how the district’s financial
status and expenditure decisions will
be communicated to board members
and to the public.

A few basic realities create the
framework within which district fi-
nancial management and reporting
operate in California. They include:

the concept of fund accounting,

the critical role that the number
of students plays,

the process by which districts re-

ceive their revenues, and
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the recognition that personnel
costs dominate district expendi-
ture decisions.

The fund accounting system—looking at
the whole picture
California school districts use a Sys-
tem called “fund accounting” All
revenues and expenditures are placed
in one of several funds. The one that
is used to record most of a district’s
day—to—day operations is the General
Fund, which all districts are required
to have.

Most of the district’s financial
flow through the
General Fund. The largest part of

transactions

the money is for general purposes
and is categorized as unrestricted.
Some of the revenues that go into
the General Fund, however, are re-
stricted to specific uses, usually in
compliance with state or federal reg-
ulations. This includes most special
purpose or categorical programs.
There are dozens of these programs,
such as Special Education, trans-
portation, instructional materials,
and Title I of the federal No Child
Left Behind Act (NCLB) that sup-
ports disadvantaged students.
General accounting guidelines re-
quire that districts place certain rev-
enues into governmental funds that
are separate from the General Fund.
Most often, these revenues are to be
used for purposes other than provid-
ing K—12 instruction. In addition,
districts have the option of setting
up other funds outside the General
Fund. These fall into the following
general categories:
Special Revenue Funds, such as
Adult Education, Cafeteria, Child
Development, Deferred Maintenance,

and Charter Schools.

JANUARY 2005

Capital Project Funds, such as
the Building Fund, Capital Facili-
ties, and State School Building
Lease-purchase.

Debt Service Funds, such as Tax
Override, Debt Service, and Bond
Interest and Redemption Fund.
Funds,
Foundation Permanent Funds (en-

Permanent such as
dowments in which the main bal-
ance is preserved but which produce
ongoing income the district uses).
A district can also create Special

Reserve Funds that allow the school
board to set money aside for various
reasons, including anticipated ex-
penses such as benefits for retired
employees. The district retains the
right to transfer that money—at
will—back to the fund or funds it
came from.

Some districts also establish
separate proprietary and fiduciary
funds. Proprietary funds track enter-
prise activities for which the district
charges a fee to external users. For
example, a district could provide
professional development services to
teachers outside the district and
charge for that. Fiduciary funds are
assets the district holds on behalf of
others, such as pension funds for
employees. These cannot be used to
support district programs.

Each fund is self—balancing and
has its own financial statement with
a beginning balance, list of revenues
and expenditures, and ending bal-
ance. The balances for all funds are
shown on a district’s financial report.
A district can temporarily borrow
from one fund to supplement an-
other. However, it generally must
repay such loans by the end of the
same fiscal year. (If the loan is made

within 120 days of the end of the



fiscal year, it does not have to be
repaid until the following year.)
In general, the California School
Accounting Manual recommends
that a district transfer funds as little
as possible in order to simplify finan-
cial recordkeeping and reporting.

Projecting the number of students
comes first

The primary focus of budget devel-
opment each year is related to
General Fund revenues. They repre-
sent the bulk of the operating money
for K=I2 instruction, the central
purpose of every district.

In California, a school district
has little control over most of its
revenue sources. Instead, its income
is affected by state-determined
funding formulas and the manda-
tory programs in which it must par-
ticipate. Officials can also choose to
operate optional programs—such
as K=3 Class Size Reduction—for
which the state provides a set level
of funding.

The number of students who at-
tend school is critical to district rev-
enues because most of this funding
1s provided on a per—pupil basis, ad-
justed for actual attendance. The
budget process thus begins with a
careful projection of the number of
students. However, the student count
is not just a matter of how many
children enroll each year. For most
funding purposes, districts receive
income based on the number who
actually attend class, referred to as
the average daily attendance (ADA).

The state uses a school district’s
ADA through April each year to de-
termine its total general purpose
(revenue limit) funding. Some spe-
cial purpose (categorical) funding is
based on ADA as well.

Accurate projections of ADA are
pivotal to the development of a

sound budget. First, a district must
estimate how many children will reg-
ister for school. Most districts use
several data sources to arrive at this
estimate, including census informa-
tion, birth rate data by zip code,
questionnaires sent home with cur-
rent students, and sometimes the
services of demographers. Then the
district needs to look at past years to
see what the relationship typically is
between its enrollment and its ADA.
When districts estimate badly, it is
often because of unexpected events
like a sudden economic downturn or
perhaps the demolition of a large
apartment complex.

Changes in a district’s ADA can
have a significant impact on its rev-
enues. JTo protect districts from
unanticipated reductions, the fund-
ing is based on either their current
or prior year ADA, whichever is
greater. A district with ongoing de-
clining enrollment will continue to
receive less money each year regard-
less of its ability to reduce expenses.
Some analysts estimate that while
districts lose a full unit of ADA
funding for each fewer student, they
typically save less than 70% of that
amount in terms of reduced costs.
Conversely, the incremental cost of
each additional student is about
70% of the additional revenues a
district receives. Thus, in general, a
district with a growing population
benefits financially. (One exception
can be “basic aid” districts. See the

box on page 6.)

The state largely determines revenue levels
Each district has a revenue limit—
the per-pupil amount it receives for
general purposes—that makes up
most of its General Fund revenues.
Revenue limit income is a combina-
tion of local property taxes and
state funds.
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How ADA is calculated

A district’s ADA is calculated by dividing
the total number of days of student
attendance by the total number of days
in the regular school year. A student
attending every day would equal one
unit of ADA. The number of pupils
enrolled in the school is usually larger
than the ADA due to factors such as
students moving, dropping out, or stay-
ing home because of illness.

The state calculates the revenue
limit amount separately for each
district based both on its historical
funding level and a set of adjust—
ments that changes a bit each year.
In most years, that includes a cost-of-
living adjustment (COLA). Districts
have no control over their revenue
limit amount. In sirnple terms, a dis-
trict multiplies its revenue limit by 1ts
projected ADA to determine its total
general purpose funding.

In providing this funding for
each district, the state first applies
the local property taxes designated
by law for that district. The differ-
ence between those taxes and the
amount due is covered with state
funds. If the local property taxes ex-
ceed the amount due, the district
falls into “basic aid” status. (See the
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box below for a further explanation
of basic aid.)

The rest of the General Fund in-
come comes primarily from restricted
categorical (special purpose) sup-
port. This includes state programs
like Economic Impact Aid and
Professional Development, federal
categorical programs like Title I, and
programs like Special Education that
receive both state and federal funds. A
district’s special purpose income de-
pends on the programs for which it
qualifies. Some are based on student
characteristics, others on providing
specific programs, and a few on the
district’s size or location. For the
most part, the California Department
of Education handles the apportion-
ment of both state and federal cate-
gorical program funds.

The Legislature and governor,
through the annual state budget
process, set the amount by which
revenue limits will increase (or, n
rare instances, be reduced). They may
make changes in statute that affect
the formula used to calculate them.
In addition, they can adjust the

amount and aﬂocation PI’OCESS fOI'

the numerous categorical programs
as well as add or eliminate programs.

Districts also receive General
Fund revenue from the state lottery,
which has historically provided less
than 2% of funds for schools. All
districts receive the same per—pupil
amount from the lottery. Most of it is
unrestricted, but a small portion must
be used for instructional materials.

A final group of revenue sources
is labeled “local miscellaneous in-
come.” Parcel taxes, rental income,
interest on investments, and charita-
ble contributions all fall into this
category. In some districts such
sources represent substantial amounts,
while in others they are almost non-
existent. Districts choose whether
to pursue these types of revenues,
including asking local voters to pass
a parcel tax. They can also be ag-
gressive in their management of as-
sets in order to increase district
income. Examples include maximiz-
ing interest income on district ac-
counts (including bond proceeds)
and generating extra revenues
through the sale or lease of any sur-

plus district properties.

“Basic aid” school districts face some different challenges

In a limited number of school districts—fewer than 80 in most years—revenues from local property taxes exceed the total revenue limit income
due to a district based on the state formula. These districts are allowed to keep all of their property taxes but do not receive per-pupil general
purpose funding from the state. They are called “basic aid” or “excess revenue” school districts and, for them, the process of projecting revenues

is somewhat different.

Expense estimates begin with staff costs
Typically about 85% of a district’s
General Fund is spent for staff
and benefits—of which

about

salaries
teacher compensation is
two-thirds—making it crucial that
districts project staffing costs accu-
rately. Three things affect those
costs: the number of employees
needed, the salaries they will receive,
and the cost of employee benefits.
Generally,  districts  allocate
teachers—and to some degree other
staff—based on negotiated class
sizes or other ratios of staff to stu-
dents. Thus, a district’s first step in
determining staffing levels is get-
ting an accurate count of how many
students will attend school. Once
that has officials
calculate how many teachers and
other staff it will take to educate
those students. This

depends on the class sizes in the

been done,

calculation

district and the preparation time
for which teachers are paid, Both
of these are negotiated as part
of the collective bargaining agree-
ment between the district and the
teachers’ union.

Many of these districts are very sure of their status as a basic aid district from one year to the next. In that case, their revenue projections depend
on a solid analysis of the potential property tax revenues in a community, with particular attention to possible changes. An influx of students in
a basic aid district does not trigger additional funding. The financial impact of enrollment increases and decreases is more nuanced and less

straightforward in these districts.

A few districts go from year to year unsure of their basic aid status. They wait until almost the end of the year to see whether their total local
property tax collections will exceed the product of their state-set per-pupil amount times their ADA. The California Department of Education
certifies which districts are basic aid at the time of districts’ second principal apportionment, which occurs in June at the end of the school
and fiscal year. For these districts, predicting revenues and the impact of additional students is far from straightforward.
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District participation in special
programs usually requires extra
staffing, which often includes teach-
ers on special assignment. Some dis-
tricts use set formulas to adjust
administrative and service staff (e.g.,
vice principals, counselors) based on
site-level student counts. Every dis-
trict also employs a number of clas-
sified staff—such as secretaries,

janitors, groundskeepers, cafeteria
workers, and teachers’ aides—who
help to keep the operation going.
Conservative estimates of stu-
dent population and revenues will
lead to conservative staffing commit-
ments. If the projection proves to be
low, it may cause a sudden rush to
hire at the start of a school year and
perhaps necessitate moving children

Ilustration #1

around after the year begins, At the
same time, being conservative will
protect the district from overstaffing,
which can have a disastrous financial
impact. While districts can add staff
after the school year begins, state law
substantiaﬂy limits their ability to
dismiss permanent teaching staff—
even if they overestimated how many
students they would have.

Major General Fund Revenue and Expenditure Categories

District budgets use standardized object codes to classify their General Fund revenues and expenditures.The following represent the main

categories into which both are placed.
REVENUES

Revenue Limit Sources (8010-8099): includes base revenue limits, plus other funds such as Equalization, Summer School, Prior Year

Adjustments, etc.

Federal Revenues (8100-8299): includes all money received for the No Child Left Behind Act (Title I, Title Il, etc.) plus Special Educa-

tion and other federal programs.

Other State Revenues (8300-8599): includes lottery and state categoricals (e.g., K-3 Class Size Reduction, Gifted and Talented
Education (GATE), Economic Impact Aid).

Local Revenues (8600-8799): includes interest, donations and reimbursements, parcel taxes, rents and leases, and other local sources.

EXPENDITURES

Certificated Salaries (1000-1999): includes teachers, certified pupil support, certified supervisors and administrators, etc.

Classified Salaries (2000-2999): includes instructional assistants, athletics staff, clerical and office, maintenance staff, classified

supervisors and administrators, etc.

Employee Benefits (3000-3999): includes Health and Welfare, Worker's Compensation, and other employee benefits.

Books and Supplies (4000-4999): includes approved textbooks and core curricula material, books and other reference materials, mate-

rials and supplies, etc.

Services and Other Operating Expenses (5000-5999): includes travel and conferences, dues and memberships, housekeeping services,

rentals, leases, and repairs.

Capital Outlay (6000-6599): most commonly refers to site improvements, equipment, and equipment replacement.
Other Outgo (7100-7299): includes TRANS, payments to districts, and payments to county offices.

Direct Support/Indirect Costs (7400-7499): used to record transfers of direct support and indirect costs within or between funds.
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A district’s first budgetary responsibility is to be fiscally sound

District officials must ensure that
the district is able to meet its finan-
cial commitments each year. Thus,
they must temper the desire to inno-
vate and invest in new priorities—or
provide raises to ernployees—with a
clear-sighted evaluation of the
district’s current and anticipated
fiscal condition. Certainly this
requires that the adopted budget
be fiscally sound. Beyond that, it
demands that district officials, most
notably the school board, also moni-
tor district revenues and expendi-
tures throughout the year to ensure
fiscal solvency.

Districts are required by law to
report their financial status to the
public and to county office of edu-
officials

budget, interim, and year-end finan-

cation periodically in
cial reports. Each of these can help
identify emerging problems and

avert a financial crisis.

Looking at an overview is the critical
first step
Each fund has its own line-item
budget that provides an important
overview of revenue sources and ex-
penditure decisions. A look at the
line-item budget for the General
Fund in particular reveals a lot about
the fiscal health of a district.
Examining the difference between
total revenues and total expenditures
may show whether a district is operat-
ing with a deficit in any given year. A
comparison of fund balances from
year to year can do the same. Transfers
from other funds to the General
Fund may indicate that the district
is balancing its ongoing budget
by borrowing from other funds.
Transfers into those same funds may

8 UNDERSTANDING ScHooL District BupceTs

mean that General Fund revenues are
subsidizing other operations, such as
facilities or a cafeteria program.

The line-item budget also pro-
vides a quick assessment of what
proportion of the district’s revenues
are unrestricted (available for general
purposes) and restricted (must be
used for specified purposes). Expen-
ditures are divided the same way.
While these designations conform
to state policy, they can also reflect
local board decisions to restrict
specific revenues or expenditures not
required by the state.

In the General Fund, the classifi-
cation “Designated for Economic
Uncertainties” is sometimes referred
to as “the reserve.” This is money set
aside for major unforeseen expenses
or revenue shortfalls.

The state requires districts to

of between
their General

maintain a reserve
2% and 5% of
Fund expenditures (after deducting
Transfers Out and Other Sources/
Uses). The percentage depends on
the size of the district. The smal-
lest districts (those with fewer than
300 students) must keep a 5% re-
serve, and the largest (those with
more than 30,000 students) are re-
quired to keep 2%. Los Angeles
Unified School District, the only
district in the state with more than
400,000 students, must keep a
reserve of 1%.

In difficult budget years—such
as 2002 to 2004—it is much more
chaﬂenging for even the most consci-
entious districts to make ends meet.
Recognizing that, the state has occa-
sionally relaxed for a limited time
some of its expectations in regard to

bOth fund transfers and reserves.
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Interim reports help ensure solvency
during the course of the year
Inevitably the estimates used to cre-
ate the original budget will change
somewhat as the year progresses.
There are too many unknowns at the
time of budget adoption to expect
anything else.

Sometimes, however, unantici-
pated events create budget problems
that are more extreme. For example, in
2002 and 2003, midyear cuts in the
state’s education appropriations left
districts with less revenue than they
expected. A shortfall between the dis-
trict’s estimated and actual student at-
tendance can also result in signiﬁcant
losses in revenue. On the expenditure
side, the cost of a new program may
dramatically exceed estimates and a
retroactive midyear settlement of em-
ployee contracts can unexpectedly in-
crease personnel costs.

Even the most skillfully prepared
budget is just a snapshot in time, and
it is imperative that the assumptions
upon which it was based are reviewed
regularly. Districts are required to
certify their financial condition twice
during the school year, for the peri-
ods ending Oct. 31 and Jan. 31.
They do this by filing interim re-
ports in a format specified by the
state. The school board must ap-
prove the October information by
Dec. IS and the January information
by March 15. If a district receives a
qualified or negative certification on
its Second Interim Report, it must
file a third by June 1.

These reports compare the ongo-
ing financial conditions to what was
projected in the district’s original
budget. Through this review of an-

ticipated versus actual revenues and



lllustration #2: Sample School District
2005-06 Combined General Fund

The budget shows how

much the district expects to

receive and spend for general
purposes and for categorical

programs.

2004- 05 Estimated Actual

209 GBviéet
/49 S

Categories Unrestricted Restricted Combined Unrestricted Restricted Combined
Revenues
Revenue Limit Sources 12,655,584 184,203 12,839,787 13,324,221 194,184 13,518,405
Federal 0 237,097 237,097 0 321,049 321,049
Other State 1,460,249 1,954,901 3,415,150 1,320,775 2,398,067 3,718,842
Local 1,273,460 160,454 1,433,914 540,000 18,329 558,329
Total Revenues 15,389,293 2,536,655 17,925,948 15,184,996 2,931,629 18,116,625
Expenditures
Certificated Salaries 8,464,623 1,292,345 9,756,968 8,659,378 1,245,717 9,905,095
Classified Salaries 1,877,446 417,000 2,294,446 1,882,116 453,069 2,335,185
Employee Benefits 2,051,617 310,877 2,362,494 2,078,292 311,879 2,390,171
Books & Supplies 394,109 210,620 604,729 614,776 1,124,528 1,739,304
Contracted Services 1,286,686 414,809 1,701,495 1,346,046 326,915 1,672,961
Capital Outlay 288,952 80,776 369,758 341,643 251,350 592,993
Other Outgo 59,115 92,528 151,643 95,751 119,254 215,005
Direct Support/
Indirect Costs
Total Expenditures 14,422,578 2,818,955 17,241,533 15,018,002 3,832,712 18,850,714
Beginning | Jevenues Less Expenditures 966,715 (282,300) 684,415 166,994 (901,083) (734,089) ¢
balance
includes | Jther Sources/Uses 861,094 (314,885) 546,209 850,093 (491,391) 358,702
reserves.
- et Increase/Decrease 105,621 32,585 138,206 (693,099) (409,692) | (1,092,791)
BEGINNING BALANCE 1,724,929 377,107 2,102,036 1,830,550 409,692 2,240,242
Net Change 105,621 32,585 138,206 (683,099) (409,692) | (1,092,791)
ENDING BALANCE 1,830,550 409,692 2,240,242 1,147,451

0
A comparison of fund )
balances from year

the deficit.

to year can also show J

Difference
between

total revenues
and expenditures
shows this
district is
operating

with a deficit
(at a loss).
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expenditures, districts certify whether
they will be able to meet their
obligations.

The school board is responsible
for monitoring the interim reports to
ensure that the district remains on a
solid financial footing throughout the
year. These interim reports include
updates on staffing and student at-
tendance, year-to-date accounting,
and projections of future expenses.
They can also shed light on potential
cash flow problems.

Once the school year has begun,
reducing expenses can be quite diffi-
cult because so much of the budget
is devoted to personnel. State law
makes it nearly impossible for a dis-
trict to reduce permanent certifi-
cated staff midyear. Districts have
more flexibility in regard to classified
staff but still must provide them
with a 30-day notice prior to any
layoffs. Thus when a district discov-
ers at the time of its interim report
that it is facing a budget deficit, its
options are limited.

If the problem is a question of
cash flow in the short term—with
expenditures needing to be made
before funds become available—dis-
tricts can issue short-term tax rev-
enue anticipation notes (TRANS).
They may also borrow temporarily
from other funds, such as the build-
ing fund or a special reserve. If the
problem is a more serious structural
imbalance between revenues and ex-
penditures, districts with healthy re-
serves often depend on them to get
through the year—a short-term fix.

Collective bargaining agreements are
central to spending decisions

With so much of a district’s expendi-
tures tied up in personnel, collective
bargaining agreements can have a dra-
matic impact on a district’s budget,
both in current and future years.
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Contract provisions have both obvi-
ous and subtle effects on a district’s
ability to align its expenditures with
its priorities. An increase in salary
and benefits is just one facet of that.

Another significant factor is a
district’s salary schedule. Most dis-
tricts determine the salary level for
their teachers and the majority of
other employees based on a schedule
that includes “steps” for years of
service in the district and “columns”
for the amount of education or
training employees receive. Staff
seniority usually has the greatest in-
fluence on average salaries and thus
on the percentage of the budget
that is spent for personnel. In gen-
eral, the base salary of most senior
teachers is about twice as much as
new teachers.

The structure of the salary sched-
ule and the amount of any salary in-
crease has predictable multiyear cost
implications. The district needs to
consider the long view in negotia-
tions and budget development.

Another significant cost is em-
ployee benefits including paid vaca-
tions and holidays, sick leave, health
care, life insurance, and retirement
plans. The state requires some of
these, such as retirement and work-
ers’ compensation. Virtually every
district in the state pays for addi-
tional employee benefits, but they
vary substantially in the amount they
spend, the manner in which they
structure them, and the extent to
which they expect employees to share
the cost. All of these things must be
negotiated. Controlling the cost of
benefits can be crucial for a district’s
financial health. Many districts use a
benefits cap for this purpose, agree-
ing in the employee contract to pay a
set maximum per employee.

The contract provision with the
next greatest financial impact is ar-



lllustration #3: Sample School District
2005-06 First Interim Report

General Fund Summary: Revenues, Expenditures, and Changes in Fund Balance

Adopted Latest Board Actuals Projected | Difference
Budget Approved To Date Year Totals | (Col. B & D)
Operating (Latest Working
Budget Budget)
Description Object Codes () (B) (C) \(D) . (E)
A. REVENUES \
1) Revenue Limit Sources 8010-8099 93,379,997 93,379,997 Some variation from the original
2) Federal Revenues 81008299 | 8786960 | 0,603,508 | budgetisto be expected. 53,910)
3) Other State Revenues 8300-8599 17,580,535 18,492,646 2,335,819 | 18,490,496 (2,150)
4) Other Local Revenues 8600-8799 8,684,155 9,326,590 1,715,994 9,334,295 7,705
5) TOTAL REVENUES 128,431,647 | 130,802,741 | 23,935,767 | 130,754,386 (48,355)
B. EXPENDITURES A minor reduction
1) Certificated Salaries 1000-1999 69,783,368 69,612,783 11,821,477 | 69,612,783 in anticipated
2) Classified Salaries 2000-2999 16,832,264 16,914,130 5,535,014 | 16,914,130 revenues
3) Employee Benefits 3000-3999 23,982,828 23,738,350 4,272,615 | 23,999,341 260,991
4) Books and Supplies 4000-4999 5,586,658 7,188,560 1,208,687 7,190,429 1,869
5) Senvices, Other Operating 5000-5999 11,522,095 12,539,321 2,149,263 | 12,543,007 3,680 Higher costs
Expenses for employee
6) Capital Outlay 6000-6599 519,939 1,040,566 463,648 986,656 | (53,910, Denefits
7) Other Outgo (excluding Direct 7100-7299 3,482,985 3,466,877 817,921 3,466,877
Support/Indirect Costs)
8) Direct Support/Indirect Costs 7400-7499 (376,201) (376,200) 97,946 (376,200)
9) TOTAL EXPENDITURES 7300-7399 | 131,333,936 | 134,124,387 | 26,366,571 | 134,337,023 212,636
C. EXCESS (DEFICIENCY (2,902,289) (3,321,646) | (2,430,804) | (3,582,637) | (260,991)
OF REVENUES OVER
EXPENDITURES BEFORE
OTHER FINANCING SOURCES The anticipated
AND USES (AS5-B9) budget deficit
D. OTHER FINANCING SOURCES/ increases by
USES about 8%.
D4) TOTAL, OTHER FINANCING (450,723) (450,723) 767,997 (450,723) -
SOURCES/USES
E. NET INCREASE (DECREASE) (3,353,012) (3,772,369) | (1,662,807) | (4,033,360) | (260,991)
IN FUND BALANCE (C+D4)
F. FUND BALANCE, RESERVES
Fle) Net Beginning Balance 11,221,007 13,152,673 13,152,673
F2) Ending Balance, June 30 7,867,995 9,380,304 9,119,313 | (260,991)
(E + Fle) /
A strong beginning balance for the next

fiscal year keeps this district solvent.

|/

J
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guably class size because it relates so
directly to how many teachers the
district must ernploy. Other things
such as retiree benefits, hours of em-
ployment, preparation periods, leave
policies, safety measures, and the
timing of pay adjustments can also
have a substantial tmpact on a dis-
trict’s bottom line.

While union negotiations are al-
most always done in private, union
proposals and district responses, the
salary schedule, and the collective
bargaining agreement are public doc-
uments. Further, with the passage of
a new state law in 2004, the district
superintendent and chief business
official are now required to certify in
writing that the costs incurred by the
district under a proposed collective
bargaining agreement can be met
during the term of the agreement. It
is critical to a district’s long-term fis-
cal health that the multiyear impact
of any collective bargaining agree-
ment be analyzed before it is offi-
cially adopted.

Under state law, employee con-
tracts must be renegotiated at least
every three years, but there is often
an agreement that salary and benefits
will be negotiated annually. Some
districts, however, commit to multi-
year salary agreements.

Assessing a district’s financial condition
goes beyond the General Fund

A number of expenses accounted for
outside of “regular K—I2 educa-
tion” can affect the district’s financial
solvency. The most obvious is facili-
ties. For example, when the heating
system gives out, a district has to fix
it. Absent funds set aside for such a
need, the money will come out of
the General Fund. Several other fi-
nancial obligations can also affect a
district’s ongoing revenues or expen-

ditures in unexpected ways.
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Special Education requires local funds
Special Education, which provides
extra services for students with dis-
abilities, is the largest categorical pro-
gram in California in terms of
dollars. In the district’s General Fund,
Special Education revenues and ex-
penditures are accounted for in the re-
stricted category. However, the law
requires that the allocation of those
revenues and many of the expenditure
decisions occur outside of the local
school board’s budget authority.

The state provides the bulk of
Special Education funding as a rate
per unit of ADA (based on the total
number of students in the district).
The funds are then targeted to those
students identified as eligible for
Special Education. However, the
funds do not go directly to the dis-
trict but to a Special Education Local
Plan Area (SELPA). The governing
boards of the SELPAs member dis-
tricts and agencies approve a plan for
its governance, and their superinten-
dents make sure the plan is imple-
mented. It is up to the SELPA to
allocate the funding based on formu-
las that the member agencies have
formally approved. These formulas
vary from one SELPA to another.

The law requires that Special
Education services be provided re-
gardless of which agency pays for
them. Both the state and the federal
government provide substantial
funding, but not enough to cover the
entire cost of the required services.
All California school districts are ex-
pected to contribute a portion of
their unrestricted General Fund
money to provide services to their
Special Education students. While
the amount the state and federal gov-
ernments will contribute is set at the
beginning of each school year, the
full cost of services can be quite un-

predictable as it is driven by student
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needs. Further, the cost per student
varies. And in some SELPAs, the for-
mula may treat all districts uniformly
even though their obligations vary.
For these reasons, it is not unusual
for a district’s General Fund contri-
bution to Special Education to ex-
ceed its estimates. The resulting
encroachment on a district’s operat-
ing budget can become a source of
serious concern for district officials,
particularly because it is not within
the district’s direct control.

Joint powers agreements provide
management options

A SELPA is one example of a joint
powers agreement (JPA). Districts
participate together in JPAs in order
to provide specialized services more
effectively and efficiently than they
can on their own. This can be for in-
structional purposes, such as occupa-
tional education programs; support
services, such as transportation; or
central administrative services, such
as accounting. Some districts have
used a JPA for the purpose of nego-
tiating and managing employee bene-
fits and other insurance purchases in
order to keep costs down.

The state has set clear guidelines
for tracking JPA expenditures and
revenues so that they remain separate
from district finances. This also en-
sures that they are not counted twice
in the statewide financial totals the

California Department of Education
(CDE) collects and reports.

Upcoming requirements for reporting
retiree benefits could affect budgets

More than half of the districts in
California offer their retirees some
health insurance benefits. New ac-
issued by the
Governmental Accounting Standards

Board (GASB) in June 2004 will

soon require districts to show these

counting rules



and other similar post-employment
benefits as liabilities on their finan-
cial statements. The new require-
ments under GASB 45, as the new
law is commonly called, will be
phased in. The largest districts must
comply first. Beginning with the
2007-08 school year, districts that
had revenues of more than $100
million in 2000 will be the first to
have to meet the new rules.

In the past, many districts only
reported the annual cost of retiree
benefits in their financial statements.
Under the new rules, districts will
still have to recognize those annual
costs as current expenses in their
budgets and will also have to recog-
nize future obligations as liabilities
in their projections for future years.
They will have some flexibility on
how they calculate the projected
cost based on assumptions about
risk and life expectancy, but they
will have to report the number of
retirees and active employees eligible
for the services.

School Services of California, a
school-management consulting firm,
reports that some districts were
shocked at the magnitude of their
future obligations when they were
accounted for in this way. Districts
may have to renegotiate some of
these benefits for retirees with their
unions or face negative consequences

because of these accrued obligations.

Charter school finance is still evolving
Charter schools represent relatively
new entities in the school finance
system. In some instances a charter
functions like a school within a dis-
trict, but at other times it may act
more like a separate agency. The
rules have evolved as these dual
identities have become more clearly
defined, but the funding process

continues to change.

Most charter schools receive
their funding as a uniform, set
amount per pupil. One allocation
is for general purposes and another
is a “categorical block grant” that
represents aggregate funding for
more than 40 categorical programs
school districts can receive. All of
these funds are discretionary and
are distributed to charter schools
based on their ADA. The amounts
vary depending on the age of the
school’s students, with the state
providing more money as students
get older.

Some specific financial issues—
often the result of state regula-
tions—challenge relations between
districts and charter schools. For ex-
ample, in unified districts the rev-
enue limit amount is the same for all
students. However, districts pass
funding on to their charter schools
based on the charter school grade-
level apportionments. Thus, an ele-
mentary charter is entitled to less per
pupil than the district receives from
the state, while a charter high school
is entitled to substantiaﬂy more.

State law also specifies a month-
by-month allocation process for
charter schools that is not fully syn-
chronized with when districts receive
tunding. This is especially true with
property tax revenues because districts
do not receive their property taxes
until December each year. This type of
inconsistency creates cash flow prob-
lems in some districts. Resolving dis-
trict versus charter obligations for
Special Education students and facili-
ties can also be difficult.

Financial relationships are gen-
erally negotiated as part of the
chartering process, but disputes
are still common. Districts are
precluded from considering fiscal
impact in deciding whether to approve
a charter.
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State reporting and oversight requirements establish budget standards

14

County superintendents can choose
one of three financial certifications

When reviewing interim reports, the
superintendent of the local county office
of education issues one of three certifica-
tions in regard to an LEA's ability to meet
its financial obligations for the current
fiscal year and the next two years:

Positive = the LEA will meet its obligations.

Qualified = the LEA may not be able to
meet its obligations.

Negative = the LEA will be unable to meet
its obligations.

UNDERSTANDING ScHooL District BUupGETs

There is tremendous variation in the
size, location, and student diversity in
California’s 985 school districts and
58 county offices. While their budg-
ets differ accordingly, all of them
must meet common state require-
ments, such as budget deadlines, bal-
anced budgets, and the responsibility
to invite public comment. In addi-
tion, districts are required to submit
specific reports to the county super-
intendent and to commission a finan-
cial audit each year.

California has standardized many
school district accounting and re-
porting forms in an effort to further
increase accountability for the use of
public funds. One strong motivation
was to create an early warning system
to help avert a financial crisis, such as
bankruptcy and/or the need for an
emergency loan from the state. Most
of these apply to every local educa-
tion agency (LEA). LEAs include
county offices of education, school
districts, joint powers agencies, and
charter schools that receive their
funding directly from the state.

In 1991 Assembly Bill (AB)
1200 created a formal process of re-
view and oversight that furthered
these goals. The process requires the
county superintendent to approve the
budget and monitor the financial sta-
tus of each school district and JPA in
its jurisdiction. County offices of ed-
ucation today perform a similar func-
tion in regard to many charter
schools. The CDE, in turn, reviews
the finances of county offices.

In 2004 lawmakers strengthened
these fiscal accountability provisions
with the passage of AB 2756. The
new law calls for the state to update
the standards and criteria used
for the fiscal oversight of LEAs.
These new standards take effect in
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2006—07. The law also made imme-
diate changes in the process county
offices use to review district budgets

and interim reports.

The county superintendent reviews
district finances several times annually
Each year, local LEAs submit to the
county superintendent at least five
finance-related documents for review
that are then submitted to the state
superintendent of public mstruction,
They include the district’s preliminary
budget passed by July 1, the first and
second interim reports, an unaudited
tinancial report at the end of the
budget yeatr, and the district’s annual
audit a few months later. (County
offices submit their own budgets and
reports directly to the state superin-
tendent for a similar review.)

The process begins with the
budget adopted in July. Based on its
review, the county superintendent
approves a district’s (or charter
school’s) budget, approves it condi-
tionally, or disapproves it. Districts
with approved budgets proceed with
the implementation of their pro-
grams as planned.

A conditional approval became
an option with the passage of AB
2756 in 2004. In this case, the
county superintendent submits to
the district governing board written
recommendations for revising the
budget, which may include specific
budget adjustments. The county su-
perintendent can also appoint a fiscal
adviser and/or convene a committee
to review those recommendations.
The governing board of the district
must submit a revised budget to the
county office after holding a public
hearing. The county at that point
must either approve or disapprove the

budget. If the county finds that the



budget revisions were not sufficient
or appropriate, it can use that as the
basis for a qualified or negative certi-
fication at the time of the first in-
terim report in December, even if the
revised budget is ultimately approved.
In the case of a budget disap—
proval, the county superintendent
must call for the formation of a
budget review committee (BRC).
With approval of the CDE, the
county and district can agree to waive
this requirement. If the BRC is
waived or if both the BRC and the
state superintendent disapprove the
budget, the county superintendent
must, in consultation with the state
superintendent and the district gov-
erning board, develop and adopt a
budget and fiscal plan for the district.
The county superintendent may also
stay or rescind any action that is in-
consistent with the adopted budget.
If a district does not submit a
budget to the county superintendent,
the county superintendent is to de-

velop a budget for that district by
Sept. 15 at district expense. The
state superintendent is required to
report to the Legislature and the
state director of finance if any dis-
trict does not have an adopted
budget by Nov. 30.

The next official review occurs
with the LEAs First Interim Report.
The county superintendent issues a
positive, qualified, or negative certifi-
cation based on this review. (See the
box on page 14.) The same process
and reporting accompanies the
Second Interim Report. When a dis-
trict receives a qualified or negative
certification, it loses some of its fi-
nancial autonomy. Its collective bar-
gaining agreements are subject to
county office scrutiny prior to board
approval, and it is prohibited from
incurring specific nonvoter-approved
financial obligations (such as
TRAN:E). It will also have additional
reporting obligations, including a

Third Interim Report due June 1.

District warning signs that can trigger budget disapproval

AB 2756, passed in 2004, requires the use of 15 predictors developed by the Fiscal Crisis and Management Assistance Team (FCMAT) as one
basis for evaluating a district’s adopted budget. If an external reviewer has found more than three of the following in evidence, the county super-
intendent must withhold budget approval unless the district can provide adequate assurances that it is able to meet its financial obligations.

The official list of 15 predictors is as follows:

agreement effects

8. Flawed multiyear projections

9. Inaccurate revenue and expenditure estimates

These items are part of a comprehensive list: “FCMAT Predictors of
School Agencies Needing Intervention.” In its role as a financial adviser,
FCMAT has found these to be the most common school agency problems.
The full list and further explanation is available at: www.fcmat.org
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1. Governance crisis 10. Poor cash flow analysis and reconciliation
2. Absence of communication to educational community 11. Bargaining agreements beyond state cost-of-fiving adjustment (COLA)
3. Lack of interagency cooperation 12. No integration of position control with payroll
4. Failure to recognize year-to-year trends 13. Limited access to timely personnel, payroll, and budget control
5. Flawed average daily attendance (ADA) projections CEREIT

. . 14. Escalating General Fund encroachment
6. Failure to maintain reserves

. ) ) o 15. Lack of regular monitoring of categorical programs

1. Insufficient consideration of long-term bargaining

UNDERSTANDING ScHooL District BUDGETS
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FCMAT helps with planning, managing
Districts with financial problerns
often receive help from the Fiscal
Crisis and Management Assistance
Team (FCMAT). This state-funded
organization is overseen by an advi-
sory board made up of county office
and school district superintendents,
plus an administrator from the
CDE. Legislators (AB 1200) cre-
ated FCMAT in order to provide
assistance to districts with financial
problems or other management
needs. FCMAT is establishing re-
gional teams of experts that can be
used as budget advisers when needed
as part of the new review require-
ments. It also provides training for
school business officials.

Particularly during difficult eco-
nomic times, some school districts
have only avoided financial insol-
vency by receiving emergency finan-
cial support from the state. When
the state provides such a loan,
FCMAT has a more official role. It
conducts an assessment of major op-
erational areas in a district and then
develops an improvement plan, pro-
viding progress reports to both local
and state authorities. The state also
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appoints an administrator who, at a
minimum, has veto power over dis-
trict actions. When the amount of
the loan exceeds a set threshold, the
state appointed administrator takes
control of the district. The board
then loses its decision—making
power, and the district superinten-
dent must be dismissed.

The audit provides a final check of
district financial procedures

By law, every school district must
hire an independent auditor who re-
views its financial records once the
books are closed for a given school
year. Each district must submit its
audit report to the county office of
education, the CDE, and the state
controller.

The audit is an after-the-fact
look at how the district operated. It
tells the governing board and the
public about the integrity of the dis-
trict’s financial systems and practices.
Formally presented at a public meet-
ing, the report includes a manage-
ment letter that highlights any
concerns or problems the auditors
found—including serious “audit ex-

ceptions”—plus recommendations
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for addressing them. Districts must
then provide information on whether
the findings have been addressed and
the conditions corrected.

An audit is an advisory docu-
ment intended to help a district im-
prove its financial management. The
absence of audit exceptions does not
necessarily mean a district has no fi-
nancial worries. Similarly, a long list
of recommendations does not mean
that district staff members are acting
irresponsibly. The audit is intended
to provide important information
with which to help evaluate a dis-
trict’s operations and its future finan-
cial health, but it is just one of many
tools for doing that evaluation.

County offices have long been ex-
pected to review district audits and
report audit exceptions related to at-
tendance, inventory of equipment,
and internal controls. Beginning with
the 2004—-05 school year, they are
now also required to inform the state
superintendent of public instruction
and the state controller’s office if any
audits include exceptions related to
instructional materials, teacher mis-

assignments, and school accountabil-

ity report cards (SARC:s).



Budgets can link finance decisions to performance and priorities

The budget documents and official
financial reports that districts pre-
pare for the county office and state
follow prescribed governmental
accounting conventions and state
requirements. They must be ac-
curate and thorough. But the format
needed for consistent state reporting
often differs from what the lay
public—including school boards and
many district officials—needs in
order to understand the signiﬁcance
of the information.

While the official budget is im-
portant for understanding a district’s
overall fiscal condition, it leaves
many of the most important day-to-
day questions about district decision
making unanswered. Districts can
use the same data they compile for
these official documents to create
reports for their boards and the
public that make school district
finances clearer. These reports can
illuminate a district’s fiscal condi-
tion, provide important details
related to specific schools and
programs, look at change over time,
and facilitate comparisons. In other
words, they can describe how effec-
tively the district is managing its
resources to meet its priorities,
address performance issues, and con-
trol its future. The state’s account code

structure helps make this possible.

Districts can align priorities and
resources with performance goals

A budget document reveals a great
deal about a district’s priorities, even
when those are not explicitly stated.
Often such priorities become clear
through a comparison with similar
districts. Wage levels are a good ex-
ample. A district’s officials may be-
lieve that having a generous salary
schedule will ensure that the district

has high quality teachers. They may
decide it is worth having larger
classes in order to accomplish that
goal. Comparing both the salary lev-
els and class sizes to those in other
districts should highlight that deci-
sion. Another district may believe
that having additional certificated
staff work as coaches is more impor-
tant than providing instructional
aides for teachers. That district may
have a higher share of its expencli—
tures in certificated salaries and a
lower share in classified salaries.
Some district policies are spelled
out in budget documents. For exam-
ple, a district may choose to allocate
supplies to school sites based on en-
rollments, programs, or some other
formula. It may distribute counseling
services based on student characteris-
tics rather than just the number of
students. Each strategy 1s likely to give
some schools an advantage and others
a disadvantage. Such trade-offs can be
evaluated against the district’s goals
for student performance. “Equal”
services at a school with students who
are already behind might be counter
to a district commitment to narrow
the achievement gap. On the other
hand, reducing the services or enrich-
ment programs available to high-
performing students may not make
sense if the district’s highest priority
is to improve college admissions.
New ideas for improving educa-
tion emerge constantly. Some are
mandates from the state or federal
government, some are initiatives that
promise additional funds, and some
are supported by staff or community
but depend on existing district re-
sources. Some are “experiments” in
the truest sense of the word, and oth-
ers are well proven. All, however, have
some fiscal impact. A thorough finan-
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cial analysis can help ensure that such
initiatives get the resources necessary
to be successful and that they do not
inadvertently hurt other efforts.
Implementing new ideas can also
mean abandoning old ones. Some
experts suggest that districts directly
link any expenditure increase for a
new program to an expenditure de-
crease somewhere else. They also
counsel against simply building on
“what is” by using only new dollars
for district priorities and assuming
that all other expenses will remain

the same.

SACS makes new analyses easier

The state’s standardized account
code structure (SACS) provides all
California school districts with a
uniform and comprehensive chart of
accounts that they must use to cate-
gorize each revenue and eXpenditure.
This system, which was first intro-
duced in the 1990s, represented a
major transition from previous ac-
counting requirements.

As of the 2003—04 school year,
all districts must report their finan-
cial information electronically using
SACS. The uniform use of these
codes is expected to dramatically im-
prove the ability of school districts
and the state to analyze school ex-
penditures and extract more useful
information for policymakers, edu-
cators, and the public. Districts vary
in how skilled and how motivated
they are to change their budget re-
porting and analysis practices to take
advantage of these capabilities. (See
the box on page I3 for a listing of
these codes and their uses.)

Using the SACS categories, fi-
nancial information can be displayed
in a number of ways that connect

revenues and expenditures to speciﬁc
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district goals and activities. School
and department level data can add to
the sophistication of these budget
analyses. SACS facilitates reports
and comparisons that were previ-
ously eXtremely difficult or even im-

possible. However, districts have

ﬂexibility in the extent to which they
use the system. They also vary in
their interest in going beyond re-
quired reports and in their profes-
sional capacity to do so.

For example, districts use SACS to
break out their expenditures nto gen-

eral categories of goals and functions.
However, the system also facilitates the
creation of more detailed categories
based on the priorities and programs
districts wish to examine more closely.
For example, the state requires that a

district track instruction expenditures

Districts track budget items using the standardized account code structure (SACS)

e Governmental funds (including General Fund, Special
Revenue, Capital Project, Debt Service, and Permanent funds)

Category Major subcategories
Fund

* Proprietary funds

e Fiduciary funds
Resource e Unrestricted resources

Goal (Program)

Function (Activity)

Object

School
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e Unrestricted resources with special reporting requirements
o Restricted resources (including restricted revenue limit, federal,
state, and local resources)

e |nstructional (including regular K-12 education, adult,
specialized services, supplemental education, Special
Education, regional occupational center/program, and
nonagency)

e Other goals (e.g., community services and child care)
e Undistributed

e [nstruction

e [nstruction-related services (e.g., supervision, library, school
administration)

e Pupil services (e.g., counseling, health services, transportation)
e Ancillary services (e.g., athletics)

e Community services

o Enterprise (services provided for a fee)

* General administration

* Plant services (e.g., maintenance, rents)

e Other outgo (e.g., debt service)

* Revenues, including revenue limit sources, federal revenue,

other state revenues (e.g., categorical programs, state lottery),
and other local revenue

e Expenditures, including certificated salaries, classified
salaries, employee benefits, books and supplies, capital
outlay, and other outgo

* The district may assign a code for each school.
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Explanation of use

Each fund is a self-balancing set of accounts recording financial
resources and liabilities. Revenues and expenditures are posted
in the fund that will be used to administer them.

This indicates whether the revenues come from general purpose
funds or from a restricted source, such as a categorical program.

Expenditures are tracked by goal when applicable, which identi-
fies the instructional setting or group of students receiving
services. Expenditures that cannot be directly assigned to a goal
are coded to Goal 0000, Undistributed.

Functions track the general operational area and group together
related activities. Many functions, such as instruction, serve a
variety of goals.

For revenues, the object code identifies the general source and
type of funds. For expenditures, it identifies the type of item or
service being purchased. District line-item budget reports usually
reflect fund and object-level information.

Districts must provide the capacity to include this field in their
accounts, but state reporting at the school level is currently
optional.



lllustration #4: Sample School District

2005-06 Program Summary, Certificated Salaries

Description Adopted 2005-06 Actuals 2004-05
POSITIONS
K-5Teachers 191.80 194.90
6-8 Teachers 69.60 71.60
ESL Teachers 4.00 4.00
Teacher On Spec Assignments 1.40 1.40
Sub Teacher Sick Leave 0.00 1.00 Salary data
Certificated Salaries 266.80 272.90 deabcizg?s’
not averages.
2> EXPENDITURES Does this
Teachers Salaries 640 big decrease
K-5 Teachers 9,230,329 0071026 | o dc.ﬁitfé a
Science Teachers 550 influx of newly
Phys Ed Teachers 800 credentialed
ESL teachers?
6-8 Teachers 3,605,642 3,694,492
Using SACS, Other Teacher Salaries 50 93,347 y
a district . ESL Teachers 201,936 343,437 7
:taar}ffg‘gm'"e Teacher On Spec Assignment 83,059 136,556
assignments Administrator Spec Assignment 120
?n"g(;(;?rs Substitute Teacher—Vacant Positions 180,465
Substitute Teacher Sick Leave 456,391 355,366
Sub Teachers Curriculum Development 3,000 47,136
Subsitute Teachers—Jury Duty 2,810 5,796
Substitute Teachers—Negotiations 520
Substitute Teachers—Other 90 12,591
Substitute Teachers—Industrial 2,675 1,730
= Teachers—0thers 40,957
Certificated Salaries 13,586,622 13,984,888
J

(other than Special Education) using
the I000 function code. However,
local  districts
1001-I099 to create their own in-
struction categories that might be by

can use codes

grade level, subject, or some other vari-

able they want to be able to analyze.

When districts use these data in
conjunction with traditional object
codes—and with department or site-
level information—they can perform
quite detailed analyses. Some districts
look at the differences in total support
they are providing to elementary, mid-

dle, and high schools. Some examine
how particular categorical funds—
such as Instructional Materials or
Economic Impact Aid—are distrib-
uted. A few use SACS as the founda-
tion for data systems sophisticated
enough to analyze all their expendi—
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lllustration #5: Sample School District
2005-06 Adopted Budget

General Fund Expenditures by School and Program

Removed from this display are the expenditures
for the other eight schools in the district.

Districtwide programs are
accounted for separately.

/

|

FTES ABC School Special Student Direct
2005-06 Education |(Transportation| Instruction
Support
>4 Site Enroliment 749

Certified Salaries 229 1,870,226 1,628,444 0 | 1,901,883

Classified Salaries 99 278,835 536,519 232,434 291,967
Using Employee Benefits 691,333 683,649 114,862 276,303
object
code Total Salary and Benefit Expense _ 328 2,840,394 2,848,612 347,296 | 2,470,153
categories .
ties this Books & Supplies Subtotals for 16,745 24,333 336,857
report Contract, Services and Other personnel costs 908,413 446,706 437,686
to the Capital Outlay and Equipment include benefits.
overall Other Outgo 0 0 100,512
district
budget. Total Expenditures 3,061,507 3,773,770 818,335 | 3,345,208

N —
Interfund Transfers to Other Funds
To Cafeteria Fund
e T0 Deferred Maintenance Fund
Total Expenditures 3,061,507 3,773,770 818,335 | 3,345,208

District Routine 2005-06 2004-05
General Repair & Working 2nd Interim

Support Maintenance Budget Budget
285,094 0 | 16,203,377 | 16,423,129
1,249,021 202,922 | 4,265,360 4,258,751
868,030 81,778 | 6,048,670 5,452,052
2,402,145 284,700 | 26,517,907 | 26,133,932
161,607 39,500 | 1,051,481 2,020,938
938,529 87,400 | 3,886,633 4,264,560
10,000 141,884
(94,244) 0 14,331 38,093
3,408,037 411,600 | 31,480,352 | 32,599,407
25,000 25,000 57,306
157,402 157,402 130,000
3,590,439 411,600 | 31,662,754 | 32,186,713

|

tures in a general category, such as the
professional development of teachers
or district office support services.
These reports make it possible to ex-
amine the amount of categorical
funding, detail how the funds are used,
and describe the full investment a dis-
trict is making, including any en-
croachment on unrestricted funds.
SACS also makes it possible to
look at the manner in which a partic-
ular type of service is being distrib-
uted. For example, a report about
student support services, such as
counselors and school psychologists,
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could illuminate which schools are
receiving the largest share of these
services. Tracking these expenditures
over time might show how the dis-
trict’s investments have changed.
Correlating those changes with be-
havior records, test scores, and other
measures could show a relationship
between the level of support services
and student performance.

The development and analysis of
detailed financial reports can help a
district more readily estimate the
total cost of its various activities and
programs. This can then be com-
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A comparison over
time shows budget cuts.

pared to what the district has de-
cided is most important—whether
that is improving reading mstruction
in the early grades, addressing the
achievement gap with English learn-
ers, or improving the percentage of
students completing college prepara-
tory courses. Is the level of funding
consistent with district priorities?
What other, lower-priority efforts
might the district be able to reduce
or eliminate in order to make more
resources available? What would an
expansion of a current high—priority
program really cost?



Site-level budgeting and reporting can
provide valuable insights

While the state requires districts to
have a place for site-level informa-
tion in their financial data under the
SACS system, it does not require
them to compile or report expendi-
tures by individual school. Many
experts, however, believe that school-
level data is an essential part of a
complete budget report because it
provides information about expendi-
tures at the point where they most
directly affect students—at the
school site.

The audiences for school-level
budget information can be quite
diverse. New parents may most
appreciate a straightforward visual
presentation that provides basic sum-
mary information. Staff will likely
be interested in the level of district
resources the school receives based
on student needs and in comparison
to other schools. District officials,
induding the school board, benefit
from the most robust and nuanced
information, including comparisons.
They also need to be able to provide
clear data to the media and to those
staff—and community and parent
advocates—interested in broad dis-
trictwide issues of accountability,

equity, and funding adequacy.

School budget reports come in many
shapes and sizes

When they are available, school-
level budgets take many different
forms. The most comprehensive
ones report the cost of every dis-
trict resource that goes to the
school, including the actual salaries
and benefits of all staff; the value of
shared resources, such as district of-
fice business and maintenance serv-
ices; and site-level discretionary
budgets, such as Title T funds,
grants, and supplies.

Some districts only provide
school budgets that report on the ex-
penditures over which the site has
discretion. Others will summarize the
amount of discretionary funds and
what
schools receive, but they will not de-

perhaps  compare various
scribe how the sites spent the money.
In many districts, the reports com-
bine financial information with stu-
dent demographics to help put
categorical funding for specific popu-
lations—such as Special Education
and Title I—into perspective. In a
few districts, reports also include per-
formance information.

Concerns about equity among schools
may prompt more robust reporting
Both the state and federal govern-
ments have begun holding districts
and schools accountable for improv-
ing student performance. Critical to
meeting this expectation is their abil-
ity to narrow the achievement gap by
focusing on the academic tmprove-
ment of the lowest-performing stu-
dents. Students from low-income
families and those who need to learn
English are statistically more likely
to be in this group. Districts have
data that show the concentration of
these students in each school.
Helping these students achieve
more will require that they receive
additional services targeted to their
educational needs. It would follow that
schools serving high concentrations of
disadvantaged students will need to
receive the personnel and materials
necessary to provide those services if
student performance is to improve.
However, public education has
come under increasing fire for not
providing even basic resources at
some of the schools that serve the
most disadvantaged students. In
California, a lawsuit charging that
this was the state’s responsibility was
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Salary
allocations
are based
on district
averages.

——
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from
categorical
funds

\——

Enrollment
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Special Education Day Class

English Proficiency

Total Enroliment

School Budget
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Regular Education

Other

Subs/ Temps
Librarians

Counselors/Guidance

Principals/Vice Principals

Clerical
Instructional Aides
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Campus/Noon Duty Monitors

= Operations, Other

Employee Benefits

Instructional Materials/Supplies

Services/ Other Operating Expenses

Capital Outlay
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State Compensatory Education

School Improvement Program
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lllustration #6: Sample School District
2005-06 Elementary Schools Budget
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23.40
3.00

1.00
1.38
2.63
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2.00

21.00

School X
368

21
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534

BUDGET

1,253,749
160,737
21,734

85,826
43,763
67,597

6,723
58,657
492,990
27,400
60,080
3,000

2,288,256

2,226,426

(61,330)

197,955

45,623
39,778

2,571,612

School Y
379

102

481

FIE BUDGET

22.40 1,200,170

1.00 53,579
24,101

1.00 85,826
1.50 48,808
0.63 15,731
0.56 5,043
2.00 56,924
422,910

19,072

51,634

1,983,798
1,847,990

46.00  (135,308)

124,248

41,327
23,704

2,173,077

School Z
307
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346

FTE BUDGET

14.80 792,969

2.00 107,158
17,450

1.00 85,826
1.44 45,357
213 54,922
0.75 6,762
2.00 58,455
343,174

10,800

43,681

1,566,554
1,541,163

9.00 (25,391)

102,768

28,353
7,629

1,705,304

Enroliment
and number
of personnel
help describe
each school.
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settled out of court in 2004. The
settlement calls for additional over-
sight of school districts to ensure
that the state’s lowest-performing
schools have safe facilities, qualified
teachers, and sufficient textbooks.
Site-level budgets may be a criti-
cal component in districts’ abﬂity to
prove that they are meeting these new
state expectations. At a broader level,
they are the only way districts can
evaluate how equitably they are dis-
tributing resources and either prove
that schools are being treated fairly or
make changes to ensure that they are.
But some district accounting
practices can obscure rather than il-
luminate these concerns. For exam-
ple, rather than providing actual
salary data, many districts prepare
school budgets that give costs based
on multiplying the number of teach-
ers and other staff by the average
salaries in the district. Some fi-
nancial experts question this practice,
particularly as it relates to teachers.
Counting every teacher as an equal
resource can mask substantial differ-
ences in the total staffing cost at dif-
ferent schools, which would be an
indicator of teacher experience and
qualifications. For greater clarity
about teacher qualifications, some
reformers advocate showing the
amount of funding allocated to
schools based on actual salaries

rather than averages.

The importance of site-level discretion
is a matter of opinion

Some observers believe that school site
leaders need more control over expen-
ditures so that they can better address
the speciﬁc needs of their students
and thus improve school performance.
Others say that district, state, and fed-
eral policymakers have an obligation
to ensure that all schools operate at an
optimum level and should control the

distribution of resources to better
achieve that goal.

In California and throughout the
country, new accountability systems
make individual schools responsible
for their success in improving stu-
dent performance. Yet for the most
part, school districts decide how
much control schools have over the
resources they receive.

Schools that participate in se-
lected state and federal programs
control at least a portion of their
budget. In return for that, they must
complete a planning process called
the “Single Plan for Student
Achievement.” Its stated purpose is
to improve the academic perform-
ance of all pupils, as measured by the
state’s standardized tests. This plan-
ning process has taken the place of
earlier approaches to site-level im-
provement planning in California,
most notably the model previously
required by the state’s School
Improvement Program.

The Single Plan is to be developed
by a school site council made up of
the principal, staff, parents, and com-
munity members (With representatives
of the latter two groups selected by
their peers). It addresses how the par-
ticular categorical funds will be used,
but it does not necessarily look at the
entire budget for a school. The district
is expected to not only pass the funds
through to the school, but also to re-
view and approve the plans.

Trend reports confirm and improve the
validity of budget assumptions

The budget development process
leans heavﬂy on assumptions about a
district’s students, revenues, and ex-
penses. Examining trend reports can
help improve the validity of these as-
sumptions. By looking over district
budgets for several years, it is possible
to identify patterns and past errors in
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prediction. Is ADA consistently un-
derestimated or overestimated? Has
the district regularly projected less for
utilities than it has spent? Are expen-
ditures for health care benefits grow-
ing at a faster rate than anticipated?

A sense of a district’s financial
history—combined with an in-
formed look at the future—can also
help make the opportunities for
flexibility and new programs clearer.
For example, a district may see sub-
stantial changes n its staffing needs
and categorical income as its stu-
dent population gets older. On one
hand, fewer students will be in sub-
sidized small classes. On the other
hand, more will be in high schools,
which are traditionally more expen-
sive to operate. How might that
demographic change affect the
district’s revenues and its expendi-
tures? Will it require a realignment
of priorities that could have far-
reaching effects?

Financial forecasting—essential
to building and managing school dis-
trict budgets—is increasingly required
by the state as well. Collecting data
and developing assumptions are both
important steps in being able to make
financial projections. Using comput-

erized accounting systems and SACS
data, district staff can develop “what
if ” scenarios that attach costs to such
proposals as program changes and
salary increases. This can help district
officials Weigh their options with a
clearer picture of the fiscal impacts.

Getting beyond the complexities
promotes better use of information
California’s school finance system is
undeniably complicated. The chal-
lenge of just complying with state
regulations for financial accounting
and reporting is substantial. Yet such
compliance is just the first step in
budgeting.

Districts that are committed to
improving student performance use
financial information to facilitate
their objectives. They make sure that
they are funding the programs and
priorities they believe are most im-
portant. They tie their expenditures
to student and school information
about demographics and per-
formance in order to evaluate their
“return on investment.” And they
produce budget documents that
illuminate their choices and their
challenges, thus building public un-
derstanding and support.

Such sophisticated budget re-
porting may challenge the abilities of
district office staff in some school
districts. In others, it may reveal
problems with the status quo that
could cause dissension among staff,
community members, or the school
board. Ultimately, however, it can be
instrumental in ensuring that public
schools fulfill their responsibilities to
students and taxpayers. o

Free software helps make user-friendly budgets easier to develop

Part of making any budget document helpful to the general public is to also provide background information that puts the information into
context. For example, an explanation of a program’s function and objectives should accompany a program budget. Easy-to-read charts and

graphs are also important.

Free budget software available to all California school districts provides examples of effective district, program, and school site budgets,
templates for producing these types of reports, and suggested text for many of the reports, including programs common to most districts.

User-Friendly Budgets is available free from School Services of California through a grant from the Fiscal Crisis and Management Assistance
Team (FCMAT) and the Girard Foundation. The CD-ROM includes both software templates and a wide variety of samples from districts through-
out the state that have used the templates to present budget information.

Information about getting this software is available at: www.sscal.com/ufb.htm
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To Learn More

These resources can supplement the information in
district budgets and help school board members and the
public develop a more sophisticated approach to budget
evaluation and analysis.

e The Education Data Partnership website at
www.ed-data.k12.ca.us provides fiscal data for
every district back to 1992-93. It also makes possi-
ble “apples to apples” comparisons of district finan-
cial statistics, student demographics, teacher
salaries, and student performance.

e The Annenberg Institute’s School Communities That
Work project at www.schoolcommunities.org pro-
vides tools that districts can use to examine their
school-level allocations more systematically.

o The Fiscal Crisis and Management Assistance Team
(FCMAT) at www.fcmat.org has a wealth of resources
to help districts with their financial management.

e School board members in districts affiliated with the
California School Boards Association (CSBA) can at-
tend Masters in Governance workshops that include
a comprehensive session on school finance.
Information is available at: www.csha.org

o EdSource offers a large number of full-length reports
and shorter publications on school finance, account-
ability and assessment, and other key education
issues. In addition, we maintain a robust website
with data, background information, and news on
California education policy: www.edsource.org
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Budget Process

BUDGETS PROVIDE A DESCRIPTION of a school district’s
program plans for the upcoming year. They include an esti-
mate of the money a district will receive (revenues) and the
district’s plan for spending those funds (expenditures). The
state government in California largely controls school district
revenues. Each year, the Legislature and governor decide
how much funding will go to public education and how those
funds will be allocated. Decisions about how the funds are
spent largely rest with local school districts, which face a
number of constraints as they decide on their priorities.

Where does the operating money for local public
schools come from?

In California, the state provides about 61% of the operating
tunding for schools from its General Fund. Local property
taxes contribute less than 21%, and federal funds provide
11%. Proceeds from the lottery generally add up to less than
2% of the total. School districts have one other source

of funds, commonly referred to as “local miscellaneous
revenues.” These can come from a variety of sources, such

as lease income, donations, food service sales, and parcel
taxes. Statewide, these average about 6% of revenues, but
that varies dramatically from district to district. (School
districts may also receive additional monies, often from
local bonds, that are earmarked for facilities.)

Most of the funds that school districts receive are for
them to use at their discretion. These are called general
purpose funds. About one-third of district revenues are
intended by the state or federal government for specified
purposes and programs. These are called categorical funds.
In 2006-07 California has more than 80 separate categori-
cal programs, such as teacher professional development and
Special Education programs for students with disabilities.

Who decides how education funds are spent in local
school districts?

Within specific parameters, each district makes its own
choices about how to spend the funds it receives. The local
school board is responsible for approving the district budget
and the expenditure decisions made by district staff.

Although districts control the salaries and benefits they
pay employees, districts almost always determine the
amounts through a collective bargaining process with

employee unions. Union contracts can also affect a number
of other district expenditures related to working conditions,

such as class sizes and number of workdays.

Districts decide which voluntary state and federal
programs they will operate for students, including everything
from K3 Class Size Reduction to summer school. But if they
choose not to participate, they lose the funding for that
program. They are also required by law to put resources into
some programs, such as Special Education and school lunches.

Districts choose how much to invest in the construction,
maintenance, and upgrading of their facilities. However,
state law controls what buildings may be used as classrooms,
requires including features such as accessibility for the
disabled, and speciﬁes that some maintenance services must
be performed by school district employees. In addition, state
law prohibits districts from using money raised through local
bonds for anything but the facilities promised as part of the

bond measure.

What are the major budget pressures facing

school districts?

Local school districts have very few opportunities to raise
additional funds, no matter what their needs. The state

decides how much revenue they have to work with each school
year. State leaders do not finalize that decision until they pass
the state budget, an action that is legally required by the end of
June but which has in some years been delayed to as late as
September. Further, the state provides its support for schools
through income and sales tax revenues that can change dramat-

ically from year to year.

When the state faces a difficult or uncertain budget,
school districts must prepare for the worst and hope for the
best. They have to adopt their preliminary budgets by June
30, regardless of state action or inaction. They are also
required by law to provide notice by March 15 to most
employees, particularly teachers, if layoffs are a possibility.
Yet they may not know the exact amount of revenue they
will be able to spend until months later. This is why teachers
sometimes receive layoff notices (or “pink slips™) but ulti-

mately keep their jobs.

The bulk of school district expenditures go to employee
salaries and benefits—more than 80% in most districts. A
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How can | find out more?

district’s response to budget cuts or even flat funding almost

always includes eliminating personnel.

For about half the school districts in the state, a major
concern is shrinking enrollments. Because a large portion of
education funding is based on the number of students attend-
ing school in a district, revenues decrease along with a decline in
the number of students. However, the overall costs of a school
do not go down with the loss of a few students. For example, a
district typically has to lose 20 or 30 students before it cuts one
teaching position. Thus districts with dedining enrollments
often face a budget squeeze that is particularly challenging,
though the state provides them with some additional funding
to cushion the impact.

How does collective bargaining affect district
spending decisions?

Some of the most important district spending decisions are
made at the bargaining table between the district governing board
and employee unions. Granting a raise in a given year, or for

multiple years, s just one of many issues negotiated.

Collective bargaining also determines what kinds of
automatic raises teachers and other employees will receive
for experience and continuing their education. These
increases for individuals are in addition to any cost—of—living
increase. Bargaining with teacher and other employee unions
also decides working conditions, such as maximum class
sizes, teacher preparation time, the number of days school is
open, and more. Each of these decisions directly affects the
district’s budget.

For further explanations of California’s school finance
system and updates on current budget action, go to:
www. californiaschoolfinance.org or www.edsource.org

School Services of California, Inc., has free software available
to help school district officials prepare “User Friendly Budget
Displays.” It is available at: www.sscal.com/ufh_soft.htm

For district-level financial statements, including comparisons
to state averages and other districts, go the District pages of
the Ed-Data Partnership website; www.ed-data.k12.ca.us

How can | make sense of school budget information?
Every parent, educator, businessperson, and resident

has the right to examine most school district financial
records. These are public documents. However, school
districts are allowed to charge for extra costs incurred in

providing records, including data collection and copying.

School district budget documents can be complicated
and difficult to understand. Many school districts work hard
to clarify their budgets for the public. They are likely to
report expenditures down to the school level and go out of
their way to eXplain the meaning behind the numbers. Other
districts may not clearly explain their financial documents. A
variety of resources are available to help districts do this job
well and to explain the school finance system to their various

constituents.

What can the public do to affect local school budget
decisions?

Various opportunities exist for public input. In order to
effectively influence issues they care about, parents and
community members need to understand which spending
decisions are made at the school level and which the district
controls. Further, being aware of how—and when—such
decisions are made helps ensure that public input is both

appropriate and timely.

For example, most schools have a School Site Council
that influences some expenditure decisions. Many school
districts have Budget Advisory Committees that consider
district-level decisions. School principals and district admin-
istrators typically seek comments from these groups and
manage the process of collecting both public and staft input
as they develop budgets. The school board makes the final
decision at a public meeting based on the recommendations

of the district administration.

Actual collective bargaining is almost always done in
closed meetings between the district and the union. However,
school districts are required to make public (“sunshine”)
both union and district proposals before bargaining begins
and ask for public input. At the end of the process, districts
must explain the contract they have agreed to and again

provide an opportunity for public comment. o

Reprints permitted with credit to EdSource. For a Spanish version, go to:
www.edsource.org/pub_spa.cfm

DURCE

Clarifying Complex
Education Issues™

EdSource, is a not-for-profit 501(c)(3) organization established in California in 1977.

Independent and impartial, EdSource strives to advance the common good by developing and widely distributing trustworthy, useful information
that clarifies complex K-12 education issues and promotes thoughtful decisions about California’s public school system.

© CoPYRIGHT 2006 BY EDSOURCE, INC.

520 SAN ANTONIO RD, SUITE 200, MOUNTAIN VIEW, CA 94040-1217 ® 650/917-9481 ® Fax: 650/917-9482 ® EDSOURCE(@EDSOURCE.ORG

WWW.EDSOURCE.ORG ® WWW.CALIFORNIASCHOOLFINANCE.ORG ® WWW.ED-DATA.KI2.CA.US




© CopYRIGHT 2007 BY EDSOURCE, INc.

APRIL 2007

Clarifying Complex
Education Issues®

ﬂ"“[:ﬂ REPORT

Keeping California
School Districts
Fiscally Healthy

Current Practices

and

Ongoing Challenges

A summary of a research study by EdSource and School Services of California
prepared for the 2007 Getting Down to Facts research project

PUBLIC SCHOOL DISTRICTS IN
California are responsible for providing
a free education to more than 6 million
through ~ 12th-grade

students. The news media and the

kindergarten

public pay careful attention to how the
public school system 1s performing its
primary task of educating students.
Studies that rank California students’
performance on national tests and the
state’s announcements regarding test
scores and school performance receive
broad coverage.

The performance of a school
district as a business enterprise,
however, rarely garners much attention
except when there is a crisis. Districts
forced to seek emergency financial
assistance from the state draw the
attention of the press and policymak-
ers. A teachers’ strike becomes the
focus of the community’s interest as
does a proposal to close a local school.
Yet, the day-to-day financial man-
agement of school districts seldom
receives serious scrutiny.

In California, just maintaining a
solid financial operation can be chal-

lenging for a Variety of reasons,

including the complexity of the school
funding system and the general lack of
control that school districts have over
their revenues, particularly since the
passage of the Proposition 13 tax-
cutting initiative in 1978,

California’s nearly 1,000 school
districts vary in their ability to maintain
strong fiscal health within this envi-
ronment. They also differ in the
quaiiﬁcations and stability of the
personnel responsibie for their financial
management, the nature of their gover-
nance and leadership, and their financial
management practices.

This report looks at the financial
management of California school
districts and its reiationship to strong
fiscal health based primarily on the
findings of a 2006 research study
conducted by EdSource and School
Services of California. After a brief
overview of the conditions under which
school districts generally operate in
California, this report looks at the extent
to which districts are fiscally healthy
based on a measure developed as part of
the study. It examines how conditions

outside a district’s control relate to fiscal

O

health and the complexities involved in
developing strategies to help struggling
districts. This report also looks at how
districts vary in the qualiﬁcations and
stability of the responsible personnei,
the nature of their governance and lead-
ership, and their management practices.
It considers fiscal best practices, includ-
ing which practices show a relationship
to district financial health. Finally, it
looks to the future, including a discus-
sion of ways to improve the fiscal health
of the state’s school districts.

California school districts face

fiscal realities and constraints

School districts are the fiscal agents
responsible for the management of the
schools under their purview. The varia-
tion in their size and configuration leads
to differences in the challenges school
district leaders face in managing them
financially. That said, all districts in
California operate within a larger
context that includes state control of
revenues, the dynamics inherent in being
a public agency, and operating charac-
teristics that are unique to public

education.
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A state-controlled school revenue
system limits options for districts

In California, the school revenue
system is state-controlled, with districts
having limited options for increasing
the funds they receive. They can maxi-
mize attendance and claim funding for
programs for which the district or
school is eligible. They can also enhance
local funding through foundations,
parcel taxes, and other sources. But in
the end, the vast majority of a district’s
revenues are generated by the number
of students multiplied by their base
revenue limit for general (unrestricted)
purposes. Their eligibility for categori-
cal (special-purpose) funds depends on
a variety of additional factors, but
many such funds are allocated on a per-
pupil basis.

For most California school districts
then, the number of students is a driving
force in fiancial planning, But it is a
number that can be somewhat unpre-
dictable and over which districts have
little control. Further, while enrollment
propels district costs, such as stafﬁng and
materials, revenues are largely driven by
the yearly average of students who attend.
Average daily attendance (ADA) usually
is lower than enrollment due to factors
such as students moving, dropping out,
or staying home due to illness. Thus,
accurate budgeting and sound financial
management depend, in an important
way, on the ability of district leadership
to estimate not only how many students
will sign up for school, but also what
their average attendance will be.

CBOs report that they maximize
revenues where they can

When chief businesss officers (CBOs)
were asked in the EdSource/School
Services survey to what extent they
felt their district was successful at
maximizing revenues where possible,
they generally reported success at
maximizing public funds, including
unrestricted state funds and, to a lesser
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extent, categorical state and federal
tunds. They were split, however, regard-
ing their success at maximizing interest
income and securing extra revenues from
private sources. And few CBOs report
success at maximizing revenues from
property (such as lease income) or serv-

ices for which they could charge a fee.

School district management requires
good business practices, but it is not
like managing a business
Although some critics say school
districts should just manage their
finances more like businesses, experts
point to numerous contrasts between
school district financial management
and business management. A 2005
report by Stacy Childress out of the
Public Education Leadership Project at
Harvard Business School states that the
differences between businesses and
school districts are greater than the
similarities. The report cites examples,
such as the way districts acquire capital,
the requirement to serve all students
regardless of their capabilities, and
districts” accountability to a number of
public and private stakeholders.

A number of additional require-
ments for school districts that are
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particular to California can be added to
this more general comparison. These
include the requirement to collectively
bargain with employees should they
choose to be represented, due process
protections for employees that can
make the cost of termination substan-
tial and the process lengthy, and
limitations on the ability to contract
with outside vendors for services.

School districts often rely on
common business practices

At the same time, many school districts
adhere to common business practices
that improve their efficiency and reduce
their costs, such as strategic planning,
competitive bidding, and best practices
in the area of personnel management
(hiring, evaluation, and progressive
discipline). Districts can also approach
their interactions and communications
and

constructively, treating them as the

with  families communities
“clients” of the education business.
Effective investment strategies can
that
property well and maximize earnings on

ensure districts manage real
cash balances and other investments.
Districts also benefit from the use of
effective management  information
systems. Some school districts gain
important advantages by forming joint
powers authorities (JPAs) for purposes
of combining purchasing power, provid-

ing services, or sharing risk.

Financial decisions are a shared
leadership responsibility

Another reality regarding school district
financial management is that it is always
shared among school district governing
boards, superintendents, and CBOs.
Generally, CBOs are responsible for
developing and managing the technical
details of the budget, monitoring fiscal
activities, and advising the school board
and superintendent on the district’s fiscal
health. But California law requires that
the superintendent and the board review

|
Study Methods

The original study relied on data available from state
and local sources, augmented with a survey
completed in spring 2006 by 135 chief business offi-
cers in a stratified random sample of California school
districts. A review of both legal requirements and
professional standards for the financial management
of school districts guided the survey's development.

To determine the fiscal health of districts, the study
used data from California’s system for identifying
fiscally troubled districts, which was supplemented
with data regarding patterns of deficit spending
and financial reserve levels. This measurement tool
was used to evaluate the short-term financial
health of all districts in the state for the period
from 2002-03 to 2004-05.

The study uses comparative statistics to test for
relationships between the fiscal health of districts,
the survey responses from the sample districts, and
state data. Where appropriate, the study also
applies regression analysis to examine relation-
ships between the fiscal health of all California
school districts and selected district characteris-
tics. For some of the variables, a statistically
significant difference (not likely the result of
random variation) was found based on the fiscal
health of the district, and those findings are noted
throughout this report.

and ultimately approve the budget and
other fiscal information submitted to
local county offices of education
(COEs) and/or the California Depart-
ment of Education (CDE). When
superintendents and boards sign financial
reports, that means they agree with and
support the information provided. For
this reason not only CBOs but also
superintendents and board members
need to be knowledgeable about financial
management laws and practices.
California does not currently have
any official requirements for CBO certi-
fication. Districts are free to hire
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“Basic aid” and small districts
operate outside the “normal”
finance system

“Basic aid” districts have property taxes that
exceed their revenue limit

About 50 districts regularly generate property tax
revenues that exceed their base revenue limit
amount. These districts are termed “basic aid”
districts. They are allowed to keep all the property
taxes they collect but receive no other general-
purpose funding from the state.

The budgeting process for basic aid districts is
fundamentally different. Their general-purpose
revenues are typically more predictable from year to
year because they do not depend on student count
and property taxes are a relatively stable revenue
source. Although other districts have an incentive to
maximize their average daily attendance (ADA) in
order to receive additional funds, basic aid districts
can benefit from a lower student count that leaves
them with more funds per student.

Small districts often rely on their county
offices of education

0f the state’s 979 school districts, 396 qualify to
be “direct service” districts based on size. These
districts, by law, must have fewer than 901 elemen-
tary students, 301 high school students, or 1,501
unified (K-12) students. They can depend on their
local county office of education (COE) for a variety
of services, such as instructional supervision,
attendance supervision, health services for pupils,
and guidance services. For some of the smallest
districts, this includes financial management, and
the COE officially acts as the district’s chief busi-
ness officer. Data regarding the number of districts
that receive financial services or give their fiscal
duties to their COE are not readily available.

whomever they choose in this role, and
the state does not regularly collect data
regarding the education or experience of
district CBOs. In other states, the certi-
fication requirements for CBOs vary.

EDSOURCE REPORT

Fourteen states require some form of
certification or licensure for CBOs, ac-
cording to surveys conducted in spring
2003 by the Association of School
Business Officials International (ASBO)
with Purdue University. Another 14
states have voluntary certification, and
20 have neither type of program. (Two
states did not respond to the survey.)

Compensation issues—determined
through collective bargaining—are
central to school district finances

An inescapable reality for every school
district is that the bulk of expenditures
are for personnel. That fact, combined
with California state law regarding
collective bargaining, means that district
negotiations with employee unions are
central to the district’s ability to keep its
eXpenditures in balance with its revenues.

Collective bargaining is mandatory
for school districts in California, and
the vast majority of them are totally
unionized. A typical district will have
at least two bargaining units, one for
teachers and one for classified employ-
ees. Some districts also have bargaining
units for a portion of their administra-
tors, such as school principals.

The scope of bargaining is defined
partly by state law and partly by local
contract and past practice. State law spec-
ifies wages, benefits, representation, and
working conditions as mandatory subjects
of bargaining. The scope of bargaining
often also includes class sizes, coaching
stipends, paid planning time, compensa-
tion for after-school activities, number of
teaching minutes, duty-free lunch periods,
retiree benefits, employee transfer and
reassignment policies, and processes for

evaluation and termination of empioyees.

Public employees can strike

In California, pubiic employee unions
have the right to strike, and the district
has the right to unilaterally impose its
last, best, and final offer. But first the

parties must comply with specified state

processes, including a declaration of
impasse, mediation, and fact-ﬁnding, In
California, there is no binding end to
negotiations short of a bargained agree-
ment, and neither the school board nor
the union is compelled to reach one.

After an agreement is reached,
however, state law requires that the district
superintendent and CBO personaﬂy
certify that the district can afford the cost
of the agreement for its duration. The
COE then reviews the agreement and can
advise the board of any concerns.

Compensation is determined locally
but within state guidelines
California requires districts to place all
teachers on a single salary schedule
based on seniority and educational
quaiiﬁcations. But the speciﬁcs of the
schedule are locally bargained. As a
result, no two districts use exactiy the
same compensation scheme.
Compensation also includes days and
hours of work as well as health and
welfare benefits, with many districts offer-
ing free, or nearly free, health benefits
while others cap their contribution.
Statutory benefits are an automatic—and
substantial—cost to school districts. For
each employee, the district is required to
contribute to speciﬁed public ernployee
retirement programs and unemployment
as well as Social Security/ Medicare for
some employees. These expenses cost

more than 12% of salary.

Retiree health benefits are a concern

The issue of postretirement benefits,
particularly health care, has gained visi-
bility in recent years and is creating new
challenges to districts’ fiscal health. Most
districts limit benefits to a maximum
number of years or age. A small number
of districts, however, offer benefits for
life, often including a retiree’s spouse and
dependents. The cost of lifetime benefits
is dramatically higher because, in general,
a disproportionate share of health care
costs occur during the final year of life.
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This report relies on fiscal data
during financially volatile years

This report relies on fiscal data from 2002-03 to
2004-05. During those years, the state’s financial
situation was particularly volatile, and the number
of districts identified as having serious fiscal health
problems increased.

In 2005-06 the new set of regulations based on
Assembly Bill 2756 (see the box on page 6) went into
effect, further increasing these oversight require-
ments. In addition, 2005-06 marked a turning point
in a two-decade increase in student enrollment.
Projections are that enrollment in California’s K-12
schools will decline in 2006-07 and will continue to
decrease by small numbers during the next decade.

Districts vary in their experiences, however, with
about half experiencing declining enroliment, but
about a third—generally in areas with lower hous-
ing costs—expecting growth to continue.

Districts that terminate the benefit or
transition former employees to Medicare
at age 65 avoid some of that cost.

If districts choose to offer postretire-
ment benefits, they are not required to
prefund any part of the benefit; and most
districts do not. Thus, a district can grant
a costly benefit to current employees and,
in the future, have to balance that cost
against a desire to augment educational
programs or raise salaries.

In the past, districts were not required
to include any acknowledgement of the
liability for postretirement benefits in their
financial statements. A footnote referenc-
ing the actuarial value of the unfunded
benefit was sufficient to meet disclosure
requirements. Then, in 2004, the federal
Governmental Accounting Standards
Board (GASB) issued statements 43 and
45, which require districts to record the
unfunded liability in their financial state-
ments beginning with the largest districts
in 2006. But, unlike private corporations,

EDSOURCE REPORT

districts still do not have to set aside fund-
ing to pay for the future benefit. They can
continue to allow the liability to grow.

The district can also determine the
nature of the benefit offered. In practice,
most plans require coordination of bene-
fits with Medicare (when eligible), but
some do not. Many California school
districts offer a zero benefit—and a few
offer the most costly benefit—but most
districts fall in the middle.

Once given, the postretirement
health benefit is difficult to take away.
Districts that have done so have typically
established a two-tier system. Employees
hired before a certain date have the bene-
fit; those hired after that date do not.

Finally, the cost of health benefits
has risen at a rate that is two to five
times higher than revenue increases in
school districts. This unfunded liability
grows at a rate far in excess of the
district budget. Over time, both the
unfunded liability and the cost of “pay
as you go” benefits have become larger
percentages of district expenditures.

Good facilities management is key to
fiscal health, but funding is separate
School buildings are integral to district
operations, yet much of the financial
management related to them is outside
of district general fund budgets. In
California, the capital investment in
buildings, including both  new
construction and modernization, is
primarily financed through a combina-
tion of local and state bond money.
Except for cases of hardship or emer-
gencies, districts are expected to match
state bond proceeds with funds from
local bonds and/or developer fees.
The ongoing maintenance of facili-
ties, on the other hand, comes from
district operating funds in ways that are
partially mandated by state law. Districts
are required, for example, to maintain a
routine restricted maintenance fund that

dedicates 3% of their general fund budget
to this purpose. In addition, districts can

receive state funds for deferred mainte-
nance projects as long as they provide
matching local funds. Custodial work is
paid through the general fund.

School districts are also required to
comply with the Civic Center Act and
allow use of their facilities by the public.
These arrangements are handled at the
local level, and districts vary in the
requests they get, the fees they charge,
and the number of obstacles they some-
times place in the way of such use.

Additionally, school districts are free
to engage in asset management programs
and use excess property to generate addi-
tional revenue. This most commonly
involves leasing vacant school sites.
Some districts also sell some of their

holdings to raise one-time money.

The study uses a robust measure
that more accurately captures
district fiscal health

One of the central questions in the
EdSource/School Services study was the
relationship between a district’s fiscal
health and various personnel characteris-
tics, state and local policies, and district
practices. A first challenge was to accu-
rately categorize which districts are fiscally
healthy, marginal, or unhealthy. A concern
was that the state’s current measures for
identifying districts with poor fiscal
health, described next, appear to underes-
timate the problem. EdSource and School
Services developed a new measure of
district fiscal health that more accurately
captured district fiscal health during the
three—year period examined in the study.

Assembly Bill 1200 created California’s
current fiscal warning system

In 1991 California lawmakers passed
Assembly Bill (AB) 1200, which
established standards for financial
management and created a system of
fiscal accountability and oversight for
school districts. The standards are broad
in scope, dealing with such things as
required reporting, data formats, a
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California leaders strengthened the
fiscal oversight provisions in 2004

After several years of robust economic growth and
increased funding for schools, the state’s financial
situation worsened after 2000, affecting school
funding. During the next few years, a small number
of districts did not have the financial reserves or
systems in place to avoid disaster. After granting
the two largest school district emergency loans in
the history of the state and a couple of lesser
loans, lawmakers passed Assembly Bill (AB) 2756
in 2004. This bill added more teeth to the oversight
process that AB 1200 created in 1991. Lawmakers
used a list of indicators developed by the state's
Fiscal Crisis & Management Assistance Team
(FCMAT) to strengthen the fiscal oversight function.
In July 2005, the State Board of Education supple-
mented the list. (See: http://wwwstatic.kern.org/
gems/fcmat/predictors12805.pdf)

standard account code structure, and
purchasing and bidding procedures.
The AB 1200 certification process is
a straightforward evaluation of district
solvency based on financial documents
required by the state and dependent on
local officials” ability to accurately project
enrollments, costs, and revenues over
time. When districts submit their annual
budgets and interim financial reports to
the county superintendent, they certify
their ability to meet their financial obliga-
tions for the current and subsequent two
years. County office officials review these
documents to validate the district’s self-
certification. A similar process occurs
when the district finalizes a collective
bargaining agreement with employees.
Based on this review, districts receive
one of three financial certifications:

@ Positive—based upon current projec-
tions that a district will be able to meet
its financial obligations for the current
and immediate two fiscal years.

° ified—Dbased upon current projec-
tions that a district may not be able to

EDSOURCE REPORT

meet its financial obligations for the
current and immediate two fiscal years.

° Negative—based upon  current
projections that a district will not
meet its financial obligations for the
current or next fiscal year.

Of California’s 58 county offices of
education, SI provide secondary fiscal
oversight for the state’s school districts.
State law requires county superinten-
dents to not only monitor the financial
performance of school districts, but
also intervene when a district is unable
to meet its fiscal obligations. The
California Department of Education
(CDE) does the same for county
offices. Additionally, school districts
must retain independent certified public
accountants to conduct annual audits
as speciﬁed by the State Controller’s
Office. Further, the Fiscal
Crisis & Management Assistance Team

(FCMAT) provides both preventive

services and recovery assistance to finan-

state’s

cially troubled districts.

Regarding financial reporting poli—
cies, the state also requires that all
districts use a standardized account
code structure for tracking revenues and
expenditures, that they maintain a fund-
accounting system that meets specific
guidelines, and that they comply with
state law regarding budget development,
review, and submission. These rules
are—in spirit, if not always in prac-
tice—consistent with the guidelines of
GASB Statement 34, issued by the
federal government in June 1999.

Outside California, some work has
been done to create more robust
systems to evaluate school district
financial conditions. For example, the
Financial Condition Indicator System
developed in 2003 to assess New York
school districts looked at districts’
short-run financial solvency, long-run
financial condition, conditions within
the local economy surrounding
districts, and student performance as a

measure of service-level adequacy.

These types of indicators are largely
not available for California. The state’s
current  approach  fundamentally
measures districts’ short-run financial
condition and solvency. In 2004 poli-
cymakers added some additional

oversight provisions to the AB 1200
process. (See the box on this page.)

The state’s current measures identify
few districts of concern
Initially, this study attempted to use
districts” AB 1200 status to categorize
them as healthy, marginal, or unhealthy‘
Using this approach, healthy districts
were those that received only positive
certification from 2002—03 to 2004—05;
marginal districts received one qualified
certification; and unhealthy districts
received a negative certification or two
qualiﬁed certifications.
The vast majority of districts (88%)
were in the healthy category by this
measure, with 7% marginal and almost
5% unhealthy. These data make clear the
relatively small number of districts that
have been identified as having fiscal diffi-
culties under the AB 1200 process.
However, recent experiences in Cali-
fornia suggest that the current system
under-identifies districts that may be
facing fiscal health problems. In par-
ticular, it does not provide a clear
distinction between districts that are
healthy and those that are marginal (at
risk for problems given current prac-
tice). Specific issues include:
® Management flaws compromise data.
There are several examples of school
districts that received a positive certi-
fication under AB 1200 one year and
then required the drastic step of state
loans the next year in order to meet
their obligations. The fiscal crisis did
not erupt in one year but went unde-
tected for several years because of the
lack of quality information about the
true fiscal situation.

o There is limited ubility to generate early

warning. Under the current system,
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there are ways to distinguish districts
that will clearly be unable to meet
their financial obligations in the
current year. However, there is no
systematic review used to monitor or
identify risky financial practices—
such as deficit spending or inaccurate
revenue estimates—that can eventu-
ally lead to fiscal problems.

® Districts and county offices have difficulty
evaluating the long-term effects of their deci-
sions. State law calls for districts and
county offices to certify that the
district can meet its obligations for the
current year as well as the subsequent
two years. There is no objective stan-
dard for these projections, however,
and they are particularly difficult to
evaluate or monitor due partly to
funding fluctuations in the state

budget and, thus, in school funding.

A more robust approach shows more
marginal and unhealthy districts

To compensate for these problems,
the EdSource/School Services study
created a multidimensional measure
that would consider not only districts’
AB 1200 status over a three-year period,
but also their deficit-spending patterns
and reserve levels. The assumption was
that fiscally healthy districts are less
likely to exhibit patterns of spending
beyond their means and more likely to
have reserves. Using this more robust
measure, districts in the state as a whole,
and in the sample, were categorized as
fiscally healthy, marginal, and unhealthy.
Statewide, more than half of school
districts fit the healthy category, but
almost three in 10 were in the marginal

category. (See Figure 1.)

Districts’ fiscal health is related
to factors outside their control
Numerous factors influence a school
district’s financial condition. Some are
under the direct control of district
management or can be significantly

influenced by management decisions.
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figure 1 | Districts statewide and in the study are rated based on fiscal health
Districts Statewide Districts in Study Sample

Number Percent Number Percent

Not available 12 1%

Healthy 520 53% 53 39%

Marginal 275 28% 46 34%

Unhealthy 176 18% 36 27%

Total 983 100% 135 100%

Note: The survey participants included an oversample of districts that had been identified as having fiscal problems. This was in
order to make conclusions about unhealthy districts possible given the relatively small number of districts included in the survey.

Data: Scroor District FinanciaL Manacement (Perry/GDTF) 2007

figure 2
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From 2002-03 to 2004-05, districts statewide with increasing

enroliments were more likely to be healthy

Enrollment change from

Percent of Districts

2002-03 to 2004-05 Healthy Marginal Unhealthy
Districts that Declined 49% 30% 21%
Districts that Increased 56% 28% 16%

Darta: ScrooL District FinanciaL Manacement (Perry/GDTF) 2007

Other factors are largely outside the
sphere of influence of district manage-
ment. The study showed that some of
those factors were related to district
fiscal health as previously defined.

The state provides extensive data
regarding school district enrollments
and revenues, two factors over which
California districts have limited
control. Districts in California also
generally fit three types of configura-
tions: unified (grades K-12), high
school (9-12), and elementary (K-38).

For all districts in California, the
study compared these characteristics
and others, such as student demo-
graphics, against the fiscal health
categories described previously for the
years 2002—03 to 200408, consider-
ing each characteristic (one at a time)
against the fiscal health categories.

The relationships discussed next are

EpSourct 4/07

statistically significant (not likely the

result of random variation).

Declining-enrollment districts are
more likely to be fiscally unhealthy,
and growing districts are more likely
to be healthy
School districts in California have
limited control over their enrollment.
They must serve all students who show
up for class, but the number of
students can grow or decline because of
larger demographic and residential
patterns in the state. What districts can
control—such as attracting students to
good district schools or losing them to
other districts or charter schools—
typically have only a marginal impact
on total enrollment.

Yet enrollment and
numbers have a substantial influence over
school district expenditures and revenues in

attendance
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The funding system disadvantages
declining-enroliment districts

Declining enrollment puts specific fiscal stresses on
school districts in California because of the funding
system, while increasing enroliments bring financial
advantages to districts. As school districts increase
their enrollment, the state provides additional funds
based on their per-pupil revenue limit. This amount
represents an average amount that would be needed
to accommodate the new workload, even though the
district may not incur the equivalent increase in aver-
age costs for that unit of average daily attendance
(ADA). Instead, districts usually incur a marginal
increase in costs for each additional student.
Marginal costs would be the added salary and bene-
fit costs for a teacher and an aide (if applicable).

Conversely, when enroliment declines, school
districts lose revenue limit (unrestricted) funds at
the average rate perADA, rather than at a marginal
rate. To accommodate this loss of revenues,
districts must cut costs beyond the classroom. A
somewhat simplified example illustrates the point.
If a district lost 30 ADA at a per-pupil revenue limit
of $5,000, it would face a loss in unrestricted
revenue alone of $150,000. However, cutting one
teacher from the district’s payroll would reduce
costs by only about $50,000 to $60,000 (assum-
ing the least senior staff would be released first).
The savings related to an aide could be about
$30,000. After making these reductions, the
district would still have to find savings of at least
$60,000 to mitigate the revenue loss. Reductions
in other school or district operations—such as
administration, student support services, or main-
tenance—would be required to keep the district’s
budget in balance. Because the scale of these
operations do not adjust automatically with
marginal changes in ADA, incremental implementa-
tion of reductions in these areas can be a major
challenge. And this example assumes that the 30
students would all attend one school and that
categorical funding (for special-needs students or
for special programs) would not be reduced. Yet,
neither scenario would likely be the case.

EDSOURCE REPORT o
figure 3 | Statewide, elementary districts are the most likely to be healthy
Percent of Districts
Healthy Marginal Unhealthy
Elementary School Districts 62% 24% 15%
High School Districts 54% 27% 18%
Unified Districts 40% 36% 24%
All Districts Statewide 53% 28% 18%

Note: Rows may not equal 100% due to rounding.

Data: Scroot District Financiat ManaGement (PErrY/GDTF) 2007

California. Enrollment establishes the
number of teaching and support staff a
district will need. Attendance rates among
those enrolled students largely determine
the amount of revenue a district will receive.
Enrollment growth and decline also affect
a district’s facility needs and costs.
Figure 2 on page 7 summarizes the
distribution of all districts statewide
with regard to enrollment change and
fiscal health based on ADA histories
from 2002—03 to 2004—05. Statewide,
districts that experienced declining
enrollment are under-represented in the
healthy category and over-represented
in the unhealthy group. Conversely,
districts that experienced increased
enrollment are disproportionately
healthy and less likely to be unhealthy.
However, enrollment data from
2002-03 to 200405 do not capture the
magnitude of enrollment declines that
have occurred in California since then.
Some districts have experienced declines
over several years. In addition, an increasing
number are now facing this situation, and
many declines are becoming more acute.
The survey asked respondents to
indicate what they expect their district’s
enrollment pattern to be for the next
three years. Altogether 52% indicate
that they expect their district’s enroll-
ment to decline, 16% predict no
change, and 32% anticipate an increase.
An analysis of these responses against
the districts’ fiscal health show that the

expectation for enrollment declines is
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highest in districts that are currently clesig—
nated as fiscally unhealthy: almost six in
10 anticipate enrollment losses. Less than
one in five unhealthy districts anticipates
an increase in enrollment in the next three
years. On the other hand, more than half
of the currently healthy districts expect
either an increase (39%) or no change
(15%), while 46% of this group predict
enrollment losses. Of the districts identi-
fied as marginal, 52% expect declining

enrollrnent mn the next three years.

Unified districts are more likely to be
marginal or unhealthy
Based on the study’s fiscal health index,
the data suggest that both elementary
and high school districts are more likely
to be healthy and less likely to be
marginal or unhealthy cornparecl with
unified districts. (See Figure 3.)
Although these data are compelling,
a number of factors make it difficult to
draw substantive conclusions regarding
the relationship between district type and
district health. For exarnple, revenue
limits per ADA—and thus total funding
per ADA——correlate highly with district
type. By design, the state’s revenue limit
system provides, on average, a higher per-
pupil amount to high school districts, a
lower amount to elementary districts,
and a middle amount to unified districts.
(However, in recent years, elementary
districts have been receiving almost
the same amount as unified districts.)

District size is a similar variable, with
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elementary districts being the largest in
number but the smallest in size. By
contrast, unified districts include all of
the state’s largest districts.

However, a further regression analysis
to control for these other district variables
showed the same results and that these
results are statistically significant. Unifted
districts are more likely to fall into the
marginal and unhealthy categories.

Higher-revenue districts are more
likely to be fiscally healthy
The study also looked at the extent to
which districts’ fiscal health might be
related to revenue levels. The authors
examined districts’ revenue limit funds and
their total revenues, using a per-ADA
measure to control for the size of districts.
For this analysis, the study looked at
elementary, unified, and high school
districts separately. Although there was no
statistically significant relationship for the
84 high school districts in the state,
elementary and unified districts yielded a
number of statistically significant results:
® Those with higher total revenues per
pupil (ADA) are less likely to be in
the marginal or unhealthy category.
® Looking only at revenue limit
amounts per ADA, the same relation-
ships are true, with districts that have
higher revenue limit amounts more
likely to be in the healthy category.
® An examination of “other revenues”
(total revenues minus revenue limits)
shows the same general pattern, but
not as strongly.

The study found that, for the most
part, district size alone did not seem to
have a clear relationship to fiscal health.
But there was one exception: large
elementary districts are more likely to be

rnarginal than healthy.

Data on district leadership provide
a partial picture

The study looked at a variety of issues
related to the superintendent and the
CBO to learn more about the people

EDSOURCE REPORT

responsible for keeping California school
districts fiscally healthy. Topics of interest
included the stabﬂity of district leader-
ship and the education and experience of
district chief business officers. State data
on these topics is extremely sparse, so the
study depended on the CBO survey and

proprietary data sources.

Fiscally healthy districts
are more likely to have
stable leadership and
more administrative staff

Districts with the highest stability in the
superintendency are more likely to be
fiscally healthy, based on data for the
sample districts and the state as a whole.

Based on survey responses, the level of
CBO education or training is not clearly
related to fiscal health among the sample
districts, but healthy districts are more
likely to have had the same CBO for a
decade or more.

Districts in the sample that have adminis-
trative staffing ratios lower than 125 to 1
are more likely to be healthy.

The majority of California school
districts have stable top leadership
and well-educated CBOs

Based on data collected by EdSource
over several years, 39% of California
school districts had the same superin-
tendent from 200I-02 to 2005-06,
and another 46% had only one leader-
ship change in that time. In other words,
about 85% of school districts in the
state had relative stability at the top
during that period. No data are available

regarding superintendents’ total years of
experience in the role or their education.

The CBOs who answered the survey
are generally well-educated. The vast
majority of respondents report holding
at least a bachelor’s degree, and three-
fourths hold a bachelor’s or advanced
degree in a finance-related field.
Further, the majority of CBOs say they
have participated in some voluntary
training. (See the box on page 11.)

Stability of business leadership is
difficult to measure, again due to a lack
of state data. Survey responses, however,
provide a sense of what may be happen-
ing statewide. They indicate relatively
high turnover in any given district, but a
relatively experienced cadre of people
ﬁﬂing CBO jobs statewide. On average,
respondents had 4.7 years of tenure as a
CBO in their districts and 10.5 years of
experience in the role. Among the 129
CBOs who responded to this question,
43% report having 10 years or more of
experience, but only 9% say they have
been in their current position for that
length of time.

Most CBOs in California have a
broad scope of responsibility. Re-
spondents to the survey are nearly
unanimous In saying that they are
responsible for their district’s budget-
ing, accounting, purchasing, and risk
management/ insurance administration.
Approximately seven out of 10 indi-
cate responsibility for facilities, main-
tenance, operations, transportation,
and food service. Only about half,
however, say they handle their district’s
information technology, and about
15% say they have human resources
responsibility for both certificated and
classified staff.

The study also used state data to
compare the level of administrative
staffing in the sample districts, based on a
ratio of staff to students. The data include
both district office administrators and
employees in the office/dlerical category.
The majority of districts in the sample
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(58%) have a staffing ratio of between 75
and 125 students per administrative staff,
but nearly 30% have fewer staff.

Attention has been directed at
improving the capacity of CBOs
Presumably, appropriate education and
training are an important part of
preparing school district CBOs for this
demanding and cornplex work, particu-
larly absent any mandatory or voluntary
certification procedure in California.

In California, there has been in-
creased recognition that effective fi-
nancial leadership requires that CBOs in
particular have sound knowledge of
good fiscal management practices. The
growing number of districts nearing or
reaching fiscal insolvency ultimately
prompted legislative action in 20085.
Prior to that, the state had no speciﬁc
policies regarding training or qualifica-
tions for CBOs. This action followed
several years of work on the part of state
officials and the education community.

The CBO training bill, Senate Bill
352, which passed the Legislature
in 2005, was supplemented by a
$1 million ongoing budget augmenta-
tion. The program provides $3,000 per
candidate to attend one of several
approved training programs (enough
for close to 350 participants annually).
In March 2006 the State Board of
Education approved criteria for training
providers, and the first cadre of partici-
pants was approved during the summer.

The legislation further required
that the CDE provide both an interim
and final report on the program.
Included in the interim report, due in
July 2007, will be the “identification
of the core competencies that should,
at a minimum, be included as part of a
state-administered chief business offi-
cer certification.” The legislation does
not, however, call for that certification
to be implemented.

Previously, private organizations and

FCMAT provided the CBO training

EDSOURCE REPORT

available in California, and individuals or
school districts generally paid for it. Four
primary options were available. This study
asked respondents about the extent to
which they participated in  those
programs, and most reported having done
50 at least once. (See the box on page 11.)

Fiscally healthy districts
have well-trained board
members, high-quality
policies, and the ability
to cut programs not
aligned with their goals

CBOs in healthy districts are more likely to:

® (haracterize the general orientation that
board members receive as high-quality;

® Report that their district has high-quality
policies and regulations;

o Say that their district has to a great extent
established procedures for evaluating the
financial impact of budget amendments
and has been able to cut programs that
are not aligned with strategic goals.

Financial management practices
are somewhat consistent with
professional standards

In developing its system of fiscal over-
sight of school districts, California has
focused on identifying and intervening
in bad situations. In a more con-
structive vein, documents from the
Association of School Business Offi-
cials International (ASBO) and from
other states recommend some profes-
sional standards for school district

CBOs. They also address district finan-
cial management and governance more
generally. These standards documents,
combined with the experiences and
backgrounds of School Services and
EdSource during the last 30 years,
helped guide the development of the
survey for this study.

School board governance and

decision making affect financial
management

Along with their responsibility to
understand the state and federal laws
under which school districts operate
and to maintain professional standards,
CBOs play an important role in inform-
ing the decision making of their school
board and superintendent. Further,
their ability to function effectively can
be either helped or hindered by the
quality of those decisions.

district
governing boards have the ultimate

In California, school
responsibility for approving  their
district’s budget and for many ongoing
financial decisions. To do this effec-
tively, board members need to, at a
minimum, have a clear and accurate
understanding of the school finance
system, accounting principles, district
operations, and the role they should
play in the district’s fiscal affairs. The
study did not survey school board
members regarding these issues, but
instead asked CBOs some key questions
about the district support given to
board members. The survey also asked
about the extent to which the district as
a whole aligned its expenditures with
strategic goals and priorities.

School board members often do not
receive high-quality training, according
to the CBO survey

Although the vast majority of CBOs who
responded to the survey say their school
board members receive some training on
school district budgeting and finance,
only a quarter of them characterize that
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training as being of high quality. In
addition, almost 40% characterize the
general orientation board members
receive as high quality. Most CBOs also
report that their school boards formally
evaluate the superintendent’s perform-
ance, but that few boards conduct
formal self-evaluations.

Respondents also say that boards
recetve good quality financial informa-
tion and that written district policies
and regulations are of high quality,
even though they are not always

promptly updated.

CBO responses vary widely regarding

the extent to which finances are

linked to priorities

CBO responses vary more widely on

questions regarding how strategically

districts make their financial decisions.

Substantial proportions say their dis-

trict, to a great extent:

o Follows a strategic plan (31%);

o Links its financial plan and budget to
priorities (37%);

° Regularly adjusts its budget to meet
priorities (42%); and

o Considers goals closely when imple-
menting a new program (47%).

Conversely, between 20% and
35% of respondents answer in
the negative regarding these same
practices.

Two other questions about stra-
tegic decisions were markedly Iess
positive. Just 23% of CBOs say their
districts have to a great extent estab-
lished procedures for evaluating
budget amendments against district
goals or that they are able to
cut programs that do not further
those goals.

Most CBOs say they use appropriate
financial-control procedures, but fewer
rely on some cost-cutting strategies
Almost all the CBOs who answered the
survey report that they follow appro-
priate financial-control procedures,

EDSOURCE REPORT ®

The majority of CBOs report participating in some voluntary training

The majority of CBOs surveyed reported having participated in or completed at least one of the four
voluntary training programs that were available to them prior to the 2006-07 school year. Of the 93
respondents, 26 had participated in multiple programs.

53.5% participated in CASBO Chief Business Official Certification Program. The California
Association of School Business Officials certification program is one of the longest-running and most
comprehensive training programs in California. Participants are required to complete 30 semester units
of classes at accredited colleges and universities (or professional organizations, as appropriate). In
addition, participants must complete an additional 40 hours of continuing education every five years
to ensure certification renewal.

48% participated in ACSA School Business Managers Academy. The Association of California School
Administrators School Business Managers Academy was designed to meet certain requirements of the
California Commission on Teacher Credentialing Professional Clear Administrative Services Credential.
The program is held on 10 weekends throughout the school year.

23Y% participated in the School Business Management Certificate Program. This yearlong program
offered by the University of Southern California (Rossier School of Education) requires attendance two
weekends per month (10-hour sessions) to complete 26 units of coursework, plus a fieldwork analysis
and presentation. It also provides mentors for students. In 2005 the program began operating as a part-
nership with School Services of California, Inc.

8% participated in the new FCMAT CBO Mentor Project. Coordinated by the Fiscal Crisis & Management
Assistance Team, this new program trained its first cohort of 20 CBOs during the 2004-05 school year.
This project—a collaboration between CASBO, School Services, FCMAT, and California County Superin-
tendents Educational Services Association (CCSESA)—emphasizes long-term, hands-on training and
guidance.Training occurs during one year and consists of eight day-and-a-half sessions and various proj-
ects outside class. Participants are paired with an experienced CBO mentor.

meet both legal and professional stan-
dards for debt management, and satisfy
legal requirements for purchasing. They
also report using cost-cutting strate-
gies, such as “piggyback bidding” (in
which several districts work together to
bid) to cut the cost of some purchases.
Somewhat fewer respondents say their
district always or often uses two other
cost-cutting strategies—joint power
authorities and direct delivery of
supplies to schools (at 75% and 64%
respectively —as part of their purchas-
ing practices. Respondents are also
overwhelmingly positive about the use
of high-quality estimating and budget-

ing procedures.

O

Respondents were also asked a series
of questions about their approach to
enrollment projections, including their
use of statistical techniques and consid-
eration of external factors, such as new
housing developments. While six out of
10 say they always or often do these
things, less than 17% say their district is
always able to accurately predict turning
points in enrollment. And a substantial
minority (30%) report that they are
sometimes or rarely able to do so.

Likewise, although respondents
largely say that their district’s financial
software meets basic accounting
requirements, they are less likely to say
it provides capital—project tracking or
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that the format for financial reports is
easy for the board to understand and
helpful for their decision making, with
about six out of I0 agreeing with
those statements.

CBOs are less positive about the
systems in place to maintain facilities
The business office practices districts
use to maintain existing facilities are
important. Inadequate controls on the
quality, cost, and tracking of these facil-
ity needs can affect a district’s fiscal
health. They can lead to unexpected and
sometimes substantial expenditures
when  building  systems—such as
plumbing, roofing, heating, and electri-
cal—suddenly fail.

CBOs were asked a few questions
about the systems in piace in their district
to control, plan for, and set quality stan-
dards for the maintenance of facilities.
Their responses to these questions are
substantially less positive than is the case
for most other areas of the survey.

One group of questions related to
the measures districts take to document
expectations for high-quality work and
evaluate that work, including the use of
written procedures. In contrast to many
areas of this survey, where the bulk of
respondents selected the most positive
response, only about 20% of respon-
dents report that their practices are of
high quality in those areas.

A second set of survey questions
asked about processes related to priori-
tizing maintenance needs, completing
project cost estimates, and using a
computerized system to track work
orders and inventory. On these ques-
tions, about a third of respondents say
their practices are of high quality.

The responses to all these ques-
tions followed a consistent pattern in
relation to district fiscal health, with
unhealthy districts less likely to report
practices of high quality. However,
these differences are not at a statisti-

cally significant level.
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Compensation issues are a central
concern in relation to fiscal health
Because personnel costs constitute
more than 85% of operating expendi-
tures in the average California school
district, the issues related to employee

compensation can be central to a

CBOs from unhealthy
districts say their software
does not track capital projects
and is not easily understood
by hoard members

CBOs from unhealthy districts are less likely
to say that their district’s financial software
systems provide capital-project tracking or
that the format for financial reports is easy
for school board members to understand
and helps with their decision making.

Certain other financial control practices set
fiscally healthy districts apart, including: (1)
complete agreement that they analyze sig-
nificant expenditure processes to ensure
appropriate controls; and (2) that they analyze
significant contracts, financial negotiations,
and expenditures for unusual cost fluctuations.

district’s financial management and
fiscal health. This study looks at three
areas related to compensation: col-
lective bargaining procedures and
relationships, compensation practices,
and retiree health benefits.

Most  CBOs  report

relationships with unions

positive

In general, survey respondents report
meeting professional standards for
collective bargaining procedures and

having positive relationships with their
districts’ primary teachers’ union.
Further, the vast majority of CBOs
report good-quality preparation for
bargaining, including the financial esti-
mates they prepare for the governing
board. However, respondents were less
positive about the quality of training
and support that bargaining teams
receive, with just 40% saying the train-

ing is of high quality.

Compensation trends show consistent
salary increases but restraint on
retiree benefits

A comparison of state data regarding
compensation increases from 2002-03
to 2004—05 show that the state’s
statutory cost-of-living adjustments
(COLAs) resulted in an increase in
revenues of about 4% in the average
district in the sample. During the same
time frame, increases in salaries and bene-
fits averaged a relatively uniform 7%
among sample districts—a 3% difference.

However, regarding their most
recent contract (generaﬂy 2005-06),
only about 19% of survey respondents
report that their district had granted a
salary increase larger than the COLA.
The majority of respondents also say
their district follows recommended
practice by negotiating total compensa-
tion (salary plus benefits) and having a
hard cap on the per-employee cost of
health and welfare benefits.

Slightly more than 10% of the
districts in the study sarnple (and a
similar proportion statewide) have the
most costly postretirement benefits—
lifetime health care.

The study took a limited look

at resource allocation practices

at the school level

State data in California provide little
information about how districts allo-
cate resources to their school sites,
which is an important question because
schools are the key operational units in
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a school district. To attempt to shed
some light on this, survey respondents
were asked about the financial-
management ability of school princi-
pals and their districts’ school-level
allocation policies and practices.

Principal financial training appears
to be lacking in many districts

Based on the survey responses, there
appears to be some disconnect between
districts’ expectations of principals
and the training they receive. The vast
majority of CBOs report that their
district clearly communicates to prin-
cipals the scope of their financial
authority, and three-fourths say princi-
pals are held accountable for sound
financial management. However, only
about 60% say that principals receive
training on financial management and
budgeting to either a good or great
extent, and just 40% say the same is
true for school-level budget and policy
groups (such as school site councils).
Responding CBOs also indicate that
school-level allocation policies gener-
ally place more emphasis on district
control and guidelines than on school

ﬂexibility.

Reporting of  district-to-school
resource allocation practices shows
little variation

Another set of survey questions
explored in greater detail how districts
allocate resources to schools, first by
asking respondents to indicate which of
three choices came closest to describing
how general-purpose resources are allo-
cated to the majority of schools within
their district.

Among the 131 CBOs who
answered this question, 30 put their
district at one of two extremes in terms
of school-versus-district control of
resource decisions:
® 8% of respondents say their district

office gives the school a budget to
work with for both personnel and
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nonpersonnel costs, and the school

chooses how to spend those funds.

® 15% of respondents report that
their district office determines the
number of teachers, administrators,
and support staff at a school and also
determines the school’s spending for

nonpersonnel items.

Lifetime health benefits for
retirees are correlated with
poor district fiscal health

Healthy districts are more likely to report
high-quality cost estimates and bargain-
ing team training. However, the study
found no significant relationship between
reported compensation practices and
district fiscal health, except one.

The one area of compensation practice that
is significantly correlated with fiscal health
is if a district reports granting lifetime
health benefits to retirees. Districts in the
survey that report having lifetime benefits
are more likely to be unhealthy. Statewide
data reveal similar results. The study identi-
fies 72 districts statewide that have granted
these benefits to their retirees. These
districts serve 1.4 million students (about
24% of the students in the state).

A substantial majority of respon-
dents—77%—took a middle ground
on this question, agreeing with the
following: “The district office de-
termines the number of teachers,
administrators, and support staff a
school has and then gives the school a
budget for nonpersonnel costs, and the
site chooses how to spend those funds.”

O

The 101 CBOs who reported that
their district struck the middle ground
in terms of its allocation approach were
asked a further series of questions to
discover what constitutes standard prac-
tice among the apparently typical
districts in which the district makes
personnel decisions and the schools
control nonpersonnel budgets.
Districts decide the number of teachers;
schools have more voice in which people and their
assignments. Arguably the most important
resource in a school is its teachers. The
survey asked the 101 CBOs how deci-
sions were made about the number of
teachers assigned to a school and about
the assignment of individual teachers
both to a school and to specific teaching
assignments within a school:
® The overwhelming majority (92%)
say their district decides on the
number of teachers at a school, but a
substantial portion—(52 schools or
54%)—report that schools pro-
vide input.

® CBOs in the survey say that schools
are much more likely to have a
decision—making role regarding the
specific teachers assigned to a school,
with about a fourth saying schools
decide within district guidelines.
More than a third (37%) character-
ize this as a shared decision.

® When individuals are assigned
within a school, however, 70% of
the respondents say that schools
either decide alone (16%) or within
district guidelines (54%). Another

16% report that the school and

district share equally in the assign-
ment decision.

Districts exercise considerable control over
other staff assignments. Among the CBOs
who responded to this series of ques-
tions, they overwhelmingly report that
their districts decide both the number
and type of site administrators. Schools
have only a bit more influence over the
number and type of professional

support staff. Although still limited,
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schools appear to have slightly greater
influence over classified staff decisions.
Schools decide on supply purchases, but they
bave limited authority over other nonpersonnel
expenditures. Additional questions looked
at the balance of decision-making
authority for a variety of nonperson-
nel expenditures. The CBOs who
responded to these questions varied
substantially in how they described
allocation practices that, based on
their general answer, they had charac-
terized as being the choice of schools:

° Regarding professional develop—
ment for teachers, the majority of
respondents (58%) report that the
district and schools share equally
in the resource-allocation decision.

® Regarding decisions about capital
equipment purchases (e.g., compu-
ters, copiers), about half the respon-
dents report that schools decide
either within district guidelines
(41%) or alone (7%). The remain-
der are nearly evenly divided between
schools and districts sharing the
decision and districts deciding either
with school input or alone.

o It appears that the one area where
schools have the greatest discretion is
in purchasing supplies. The vast major-
ity of the respondents (85%) report
that schools decide this alone (32%)
or within district guidelines (53 %).

® By contrast, textbooks and instruc-
tional materials are not a school-level
decision among the majority of
districts surveyed. About a third of
respondents say schools decide alone
or within district guidelines. The
balance of responses are split, with
28% saying schools and districts
share the decision and 40% report-
ing that districts decide with school
input or alone.

® Respondents are also clear that the
district is the key decision maker
regarding staff and services related to

facilities upkeep. About 80% say the
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district makes these decisions with
school input (39%) or alone (41%).
CBOs report that staff allocation deci-
sions consider school and student characteristics.

The survey asked CBOs a further ques-

tion about how their districts decide on

Fiscally healthy districts

are more likely to emphasize
school-level capacity,
accountability, and flexibility

Fiscally healthy districts are more likely
to emphasize school-level capacity,
accountability, and flexibility. An analysis
of school-level allocation practices reveals
some statistically significant differences
depending on districts’ fiscal health desig-
nation of healthy, marginal, or unhealthy:

e The extent to which principals receive
training related to fiscal management
and budgeting is reported to be signifi-
cantly greater among respondents from
healthy districts.

e Fiscally healthy districts are more likely
to expect their schools to link financial
decision making to school and student
performance outcomes.

e The districts that report providing prin-
cipals with staffing and budget flexibility
to a great extent are significantly more
likely to be in the healthy category.

Respondents whose districts are fiscally
unhealthy are more likely to say that the
district determines both personnel and
nonpersonnel expenditures (23%) and less
likely to say that their schools choose how
to spend funds in both categories (3%).

the number and type of personnel
assigned to a given school and the extent
to which they consider a variety of
school conditions in those decisions.
Opverall, respondents report that their
districts give some consideration to
school performance and to student
characteristics—particularly the per-
centage of English learners—when they
allocate personnel to schools:

o About a third (31%) of respondents
say that their district strongly consid-
ers school-level performance on state
tests when it decides on the number
and type of personnel to assign to a
school. About half (49%) say this is
somewhat of a consideration.

® Responses are similar in regard to the
extent that the district considers the
percentage of low-income students
when it allocates personnel to a site,
with 27% saying it is strongly
considered and 55% saying it is
considered somewhat.

® The vast majority of respondents
say their district considers a school’s
percentage of English learners
either strongly (43%) or some-
what (51%).

Increasingly, criticism has been
leveled at school districts that overload
schools with inexperienced teachers,
particularly when those schools serve
the neediest students. The survey
attempted to learn the extent to which
districts considered the experience of a
school’s t:eaching staff when it allocated
personnel. A small group of respon-
dents (19%) report that this is strongly
considered, and another 49% say it is

considered somewhat.

What are district CBOs concerned
about in the future?

When asked about the threats they see
to fiscal health both in the recent past
and the future, CBOs report that rising
costs have been the most common
threat to their districts’ fiscal health,
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particularly cost increases related to
Special Education, transportation, and
stafﬁng. Looking forward, they project
the same to continue; but nearly a quar-
ter also mention enrollment changes—
most notably declines—which lead to

revenue declines as Wel.l.

Reported threats to districts’ fiscal
health focus on rising costs
Respondents were asked to look back
and report on any circumstances that
were unique to their district, were outside
the district’s control, and threatened the
district’s ability to remain in good fiscal
health. About half the respondents
answered, and several mentioned two or
more circumstances, providing a total of
98 responses to this question.
The majority of these responses
deal with issues related to increased
expenditures:
® The most common response, Special
Education, is often more specifically
described as  Special Education
encroachment (the need for a district
to contribute a greater-than-expected
portion of its general operating funds
to support a categorical program).

® Encroachment is also an issue
mentioned in regard to transporta-
tion, a program for which the state
provides some funding based on
historical funding formulas rather
than on district costs.

® Staff-related costs of various kinds
are also mentioned often, most
notably increases in medical benefits
for current employees and retirees.

About one in five responses focus
on reduced district revenues as a result
of losing students, primarily through

decliningr enrollment.

Respondents differ in strategies for
coping with enrollment declines
Enrollment changes occupy a promi-
nent place for many respondents, with
more than half the districts expecting

EDSOURCE REPORT

declines. Respondents were given a list

of actions they might use to address this

and instructed to check all that applied.

The results indicate that:

o Virtually all districts will consider
reductions in teaching staff.

® Nine in 10 districts will consider
reductions in classified staff.

® Seven in 10 districts will consider
reductions in administrative staff.

In addition, 42% of the districts
anticipating a drop in enrollment are
considering reconfiguring their existing
schools, and 35% say that school closure

is under consideration.

Financial management is a
complex undertaking in California
The safety net created by the state
through its requirements for fiscal
responsibility (AB 1200 and AB 2756)
has reduced the number of school
districts that would otherwise have had
a fiscal crisis. However, those systems
could be made more effective through
better financial planning on the part of
districts and better oversight on the part
of county offices. But even if those
improvements were made, California
school districts confront revenue and
expenditure issues that can make it diffi-
cult to maintain fiscal health and even
more daunting to strategically allocate
resources in ways that further student
performance goals.

This study makes it clear that it is
easier for some California school districts
to stay fiscally healthy than it is for
others. Districts that have lower revenues
are more likely to be unhealthy as are
those experiencing declining enrollment.
With about half of California districts
projecting enrollment declines, this could
represent an important and continuing
problem. But these external conditions
are not the whole story because districts
that vary in their fiscal health also report
differences in their financial practices and

their personnel.

O

The study indicates that leadership
stability is particularly important for
school districts because it provides an
environment in which district goals and
priorities can be consistent and clear,
allowing professional practices to take
root and flourish. Further, these leaders
need to be well prepared for their finan-
cial management responsibilities. Based
on the survey findings, training in finan-
cial management could be improved in
several areas, including:
® School district budgeting and finance
for school board members;

o The negotiating process generally for
collective bargaining teams; and

o Fiscal management and budgeting
for school site administrators.

Based on the CBO responses, it also
appears that there are some specific areas
of financial management that California
school districts could strengthen to their
advantage. Adequate staffing of adminis-
trative positions could help districts
ensure their financial security. In addi-
tion, the relatively negative responses in
the study on the few questions about
systems in place to control, plan for, and
set quality standards for the maintenance
of facilities suggest another specific area
where practices could be improved.

Linking resource allocations to
educational goals is an ambitious
objective that warrants more study
Increasingly in California, critics are call-
ing for a change in the state’s approach to
funding its schools. Such a critique was a
major message in the Getting Down to Facts
research project released in March 2007.
A major goal is to more effectively use
school resources to improve student
performance. Opinions vary, however,
about what a better resource allocation
system would look like.

One common theme in this discus-
sion is the desirability of putting resource
allocation decisions closer to the class-

room and the student. Advocates argue
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© | To Learn More

For the findings of the full study and references, including
the survey that district chief business officers completed,
g0 to EdSource Online, www.edsource.org, to EdSource
Research Studies on the right and click on School District
Financial Management: Personnel, Policies, and Practices.

Also see Understanding School District Budgets (1/05):
www.edsource.org/pub_abs_budgetguide04.cfm
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that if greater accountability for results
accompanied this change, districts and
schools would operate more efficiently and
students would be better served. Much of
the discussion in California, with its state-
controlled funding system, currently
revolves around the question of school
districts having greater flexibility. How-
ever, the question of ﬂexibﬂity for schools
1S invariably part of this discussion.

The study looks at the extent to which
the concepts of strategic resource alloca-
tion and site-level decision making have
salience among California school districts,
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at least as reported by their CBOs. Having
a clear picture of what exists in the state in
this regard—both in terms of attitude and
practice—is valuable as a starting place for
further research and debate. It is also inter-
esting that the study found a significant
difference in fiscal health in those districts
that pay attention to principals' capacity for
financial management, expect principals to
link fiscal decisions to student perform-
ance, and provide schools with budget
ﬂexibility. These findings are not sufficient
to indicate that these practices are why
districts are healthy, but they do suggest an

area where more information is needed.

Controlling expenditures is the key to
fiscal health in California

Given their inability to raise significant
revenues on their own, a key to fiscal
health for most California school
districts lies in controHing their expendi—
tures. The need to do so creates a dynamic
tension between their responsibility to
deliver sound, effective educational serv-
ices to their students and to reasonably
compensate their employees. Some fiscally
healthy districts may maintain their fiscal
status by scrimping on the services they
provide. Others may risk being fiscally
unhealthy in the name of educational
quality. And some districts are apparently
able to strike a delicate balance between
these two extremes through a combination
of effective financial practices and perhaps
some good fortune in terms of the
amount of revenues they receive.

The study’s ﬁndings lluminate some
possible strategies for Improving districts’
ability to be in this latter group, but they
also shed light on the complexities
involved in doing so in California. In
addition, they raise important issues
related to school district financial
management that warrant more study,
including further examination of district
leadership as a key factor that, at least in

some cases, can overcome weak financial

fundamentals. [[ﬂ
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Throughout the chaos that has characterized California’s budget
process in recent years, education funding has been a central

issue. K-12 schools represent the single largest expenditure in the

state budget. As a result, they are seen by some as a major drain

on state coffers and by others as the hardest hit victims of the

state’s fiscal meltdown.

California’s schools have sustained signi-
ficant funding cuts since 2007, yet substan-
tial evidence indicates that Californians do
not want to see cuts to their schools. Despite
an extraordinarily difficult economy in the
fall of 2008, the vast majority of state resi-
dents who were asked to raise their own taxes
in support of local schools agreed to do so.

But California law severely limits local
school districts’ revenue-raising authority
compared with most other states and com-
pared with what was possible here prior to
1972. Decisions made in the 1970s also shifted
control of school funding to the state. Many
believe these changes eroded the connection
between schools and their communities and

help explain why California today funds its
schools well below the national average. But
proposals to make it easier for local com-
munities to increase funds for their schools
raise concern among both tax opponents
and social justice groups. The latter worry
that easing fundraising restrictions without
considering equity issues might dispropor-
tionately advantage wealthier neighborhoods
and exacerbate an already substantial gap
between the academic performance of stu-
dents from low- and high-income families.

This brief provides background on Cali-
fornia school districts’ current options for
raising their own revenues and describes

some ways to expand their ability to do so.

EdSource® is a not-for-profit 501(c)(3) organization established in California in 1977.

Independent and impartial, EdSource strives to advance the common good by developing and widely distributing trustworthy, useful
information that clarifies complex K-14 education issues and promotes thoughtful decisions about California’s public education system.
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Districts are limited in generating additional revenues for school operations

Under current state law, districts can augment the local funding of their schools in just a few ways, most

notably private donations, parcel taxes, and the seldom-used sales tax. Taken together, these revenue

sources currently generate a very small portion of total K-12 funding in the state, but in some communi-

ties they provide substantial amounts per pupil.

Private monetary and in-kind contributions
are unofficial revenue sources

The state puts almost no limitations on the
amount and use of private donations to pub-
lic schools. Information about the precise
amount of money raised through private
contributions is not available, though two
sources provide some perspective.

The California Consortium of Education
Foundations (CCEF) reports that the state
has more than 600 foundations, which
together raised more than $150 million in
2007. Found in most California counties,
these foundations can be countywide,
districtwide, or in a single school.

The Ed-Data Partnership website, which
compiles revenue data as reported by school
districts, also provides information on local
contributions. In the “all other local revenue”
category, which includes donations and

several other sources, the statewide total in
2007-08 was $953 million, or about $163 per
student on average (based on average daily
attendance or ADA). This amount is dwarfed
by the $53.3 billion general fund revenues
reported by districts. In addition, the amount
per district varied substantially. A very
small number of districts reported more
than $1,000 per pupil, while other districts
recorded no revenues. For some schools and
districts, in-kind contributions of equipment,
materials, or volunteer hours also represent
substantial supplementary resources, much
of which goes unreported.

In some districts, parcel taxes have been

an important mechanism for local revenue
enhancement

Communities can also raise funds for their

school districts by approving a tax on parcels

The state largely controls the revenues school districts receive

Funding for school operations comes from several sources, only one of which is under the control of

California’s local school districts.

m 59%—State General Fund, which is fed mainly by income, sales, corporate, and capital gains taxes.

m 23%—Property taxes, which are collected by counties. The state determines how to allocate them
among school districts and other local governments. The tax rate is set in the state constitution.

m 10%—Federal government, which generally provides only categorical funding (money earmarked for
specific purposes, such as compensatory education for low-income students). The state distributes
most of this funding. The recent stimulus package has temporarily increased the federal share.

m 1% to 2%—State lottery.

m 7% to 8%—Local miscellaneous sources, such as donations to local schools, interest income, and
parcel taxes. Local school districts and their communities largely control these revenue sources. The
amounts vary dramatically from one district to another.

Note: The percentages may not add up to 100% due to rounding.
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of land by a two-thirds vote. California
is the only state that allows parcel taxes as a
method of funding schools, according to a
2007 report by researchers William Duncombe
and John Yinger.

Most parcel taxes assess a flat fee on each
parcel of property, no matter what its size or
value. Prior to the passage of Proposition 13
in 1978, they were expressly forbidden by the
state constitution. Property had to be taxed
in proportion to its full value. Proposition 13
severely constrained the growth of property
taxes, but it allowed local governments,
including school districts, to pass a new “non-
ad valorem” tax (not based on the value of
property) if they received approval from two-
thirds of voters.

Some consider parcel taxes that charge a
uniform fee to be regressive because prop-
erty owners typically pay the same amount
regardless of the value of their property.
Since 2001, at least eight school districts have
passed parcel tax measures that established
separate rates based on square footage or
other property improvements. The other
concern about parcel taxes is that their yield
does not increase over time, while district
costs generally keep rising. At least two
school districts since 2007 have built an
annual inflation increase into their tax rate.

When holding parcel tax elections, dis-
tricts must declare the specific purposes of
the tax. Parcel taxes generally remain in effect
for three to ten years, but the timeframe can be
longer, even permanent. State law requires the
district’s chief financial officer to report annu-
ally to its school board on the amount of funds
collected and spent as well as the status of any

project called for in the measure.

© CoPYRIGHT 2009 BY EDSOURCE, INC.



Although all districts can propose a par-

cel tax to their community, they are relatively
rare in most of the state. Between 2001 and
June 2009, out of roughly 980 California
school districts, 132 conducted parcel tax
elections and 83 districts passed them. Only
seven of those districts were located in
Southern California, while 66 were within

the nine-county San Francisco Bay Area. The

districts that had successful elections gener-

ally serve fewer low-income students than
the typical California school district. They
are also disproportionately small, with 66

(80%) of them serving fewer than 10,000 stu-

dents. (See Figure 1 for examples of excep-

tions.) In 2007-08, those districts that had
parcel tax income reported total revenues of
$200 million, according to Ed-Data.

The combination of parcel tax rate and
number of students determines the level of
per-pupil revenues a district can raise. The

variations in 2007-08 were striking:

B In Alum Rock Union, where 90% of stu-

dents are low-income, a $100 per parcel

tax with an inflation adjustment pro-

vided $161 per student (ADA).

B In West Contra Costa—one of four dis-

tricts with more than 25,000 students
that have passed parcel taxes—a tax rate
of $0.72 per square foot raised $340 per
student. About 62% of students in this
district are low-income.

B In San Marino Unified, a small district in

Los Angeles County with almost no low-

income students, a $795 per parcel tax

raised $472 per student.

One county has increased its local sales tax
to help its schools

State law also allows communities to supple-

ment school revenues by increasing their
local sales tax. This requires a two-thirds vote
and can be done only at the county level. In
cases where the school district and county
boundaries are the same—for example, San
Francisco Unified School District—a county
sales tax increase benefits only one district.
In most of California’s §8 counties, a county
sales tax would require school districts and
the county government to cooperate and

agree on the allocation of revenues.

© COPYRIGHT 2009 BY EDSOURCE, INC.
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figure 1 | Altogether 83 districts passed parcel taxes between 2001 and June 2009

The typical district was located in the San Francisco Bay Area and had about 3,180 students of whom 15%
qualified for free/reduced-price meals (F/RPM) and 9% were English learners (ELs).*

A sample of a few of the districts that serve high proportions of low-income and EL students

District Name Enroliment % F/RPM* % EL*
La Honda-Pescadero Unified 372 53.2% 47.3%
Santa Barbara Elementary 5,640 60.5% 47.0%
Franklin-McKinley Elementary 9,957 72.71% 60.3%
Ravenswood City Elementary 4,936 79.2% 60.7%
Alum Rock Union 13,841 90.3% 56.4%
Four districts have more than 25,000 students

San Ramon Valley Unified 25,959 2.0% 4.4%
West Contra Costa Unified 30,830 62.4% 33.8%
Oakland Unified 46,431 68.5% 30.0%
San Francisco Unified 55,069 53.8% 29.5%
Some districts assess particularly high amounts per parcel

Piedmont City Unified 2,552 0.3% 3.7%
San Marino Unified 3,199 1.0% 4.6%
Kentfield Elementary 1,001 0.0% 2.4%
Ross Elementary 374 0.0% 0.8%

*Based on medians for the 83 districts. All demographic data are for 2007-08.

Parcel Tax Rate and Term

$100/parcel-7 yrs
$27/parcel-4 yrs
$72/parcel-9 yrs

$98/parcel-5 yrs

$100/parcel-5 yrs-
adjusted for inflation

$144/parcel for 7 yrs

$.072 per sq. ft. of
total bldg area or
$7.20 per vacant
parcel-5 yrs

$195/parcel

$198/parcel-20 yrs-
adjusted for inflation

From $1,200 per
multifamily unit to
$3,065 for a lot
over 20,000 sq. ft.;
separate rates for
commercial

$795/parcel-6 yrs

From $773.94 to
12,945 per parcel-
10 yrs with annual
5% COLA

$626.98/parcel-8 yrs
with annual 3% COLA

DATA: THE ED-DATA PARTNERSHIP

Since 1983, three counties have attempted
to increase the local sales tax rate to aid

EDSOURCE 9/09

and San Mateo. Only San Francisco suc-
ceeded, passing a quarter-cent increase in

schools—Mariposa (twice), San Francisco, June 1993 with 74% approval. Mariposa’s two
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Districts can raise funds for some specific purposes

State law allows school districts to generate revenues in two other significant ways, but neither can be
used for general operating costs.

Districts often raise funds for facilities by approving local bonds

School districts’ most significant revenue-raising opportunity relates to facilities only. Districts can
issue general obligation bonds to build or renovate facilities with the approval of two-thirds of local
voters or just 55% if they meet specific conditions related to the election and public oversight. They
levy an ad-valorem tax to pay back those bonds. Districts could begin passing bond measures with
55% voter approval in 2001. Since then, 83% of these elections have passed, generating more than
$51.5 billion in facility funds for the state’s schools.

About 39% of districts—in all but five counties—have passed at least one bond. They include districts
of all sizes and types, serving students from a wide variety of backgrounds. Districts often use these
funds to meet a matching requirement and qualify for state facility funds.

User fees help cover costs of extracurricular activities but may not be used for course-related
expenses

In 1984, the state Supreme Court ruled in Hartzell v. Connell that school districts could not assess
user fees for activities closely linked to classes. For example, schools cannot charge students to take
part in a noncredit musical performance associated with a for-credit music class in which students
rehearse for the performance. However, districts can—and often do—assess fees for activities that are

not directly related to a class, such as athletics and transportation.

attempts both garnered more than s55%
approval but fell short of the required two-
thirds. Only 28% of San Mateo’s voters sup-
ported a sales tax increase for schools.

Sales taxes have two notable features.
First, sales tax revenue—which fluctuates in
tandem with general economic conditions—
is more volatile than property tax funding.
Second, sales taxes are regressive, having a
disproportionate impact on poor consumers,
who spend a greater percentage of their
incomes on sales taxes. Exempting some
items, such as food and medicine, from a
sales tax can make the tax less regressive but
also less stable. Five other states allow school
districts to levy some sort of sales tax:
Louisiana, Tennessee, Alabama, Alaska, and

Virginia.

Districts could largely determine their property tax revenues before
Serrano v. Priest and Proposition 13

California’s current school finance system began taking shape in the late 1960s and was solidified in the

late 1970s. Before that, school districts received the bulk of their funding through local property taxes.

Districts could set their own property tax rates within broad limitations. Majority votes of the local elec-

torate were required for property tax increases above certain, state-specified levels. Districts with similar

tax rates could have very different revenues per pupil because of differences in the assessed value of

property in those areas or in the number of students they served. These differences became the subject

of the Serrano v. Priest court case, which began in 1968.

Serrano v. Priest challenged inequities
caused by differences in property wealth

The Serrano case was one of the first law-
suits to challenge the U.S. tradition of using
property taxes as the principal source of reve-
nue for public schools. Lawyers for the plain-
tiffs maintained that wealth-related revenue

disparities among school districts violated

the “equal protection” clause of the state con-
stitution. In this case, wealth was a product
of the assessed value of district properties
divided by the number of schoolchildren in
the district.

In 1971, the California Supreme Court
ruled in Serrano that education was a “funda-

mental interest” of the state and remanded
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the case back to lower courts to determine
whether the discrepancies described by the
plaintiffs existed.

Anticipating an outcome that would
demand that funding be equalized among
districts, state leaders passed Senate Bill
(SB) 90 in 1972, creating the “revenue limit”

system that put a ceiling on the amount of

© CoPYRIGHT 2009 BY EDSOURCE, INC.



general purpose money each district could
raise. (State and federal categorical fund-
ing—which s allocated based on specific stu-
dents or programs—was not included in this
equalization effort.) To achieve equalization,
the Legislature then implemented a sliding
scale of increases to revenue limits designed
to bring lower-spending districts up to the
level of higher-spending ones over time
(labeled “leveling up”).

A second case, referred to at the time as
Serrano II, was settled in 1976. The court
ruled that the changes made with SB 9o were
not enough. In 1977, the state passed Assem-
bly Bill (AB) 65, which made further changes
in the system using a “power equalization”
plan that would redistribute state aid based
on differences in district property tax reve-
nues per pupil.

With the passage of Proposition 13, the
state took control of school revenues
Voters passed Proposition 13 nine months
later, in June 1978. The initiative’s support-
ers sought, among other things, to protect
property owners by reducing and stabilizing
their property tax obligations. Proposition 13
limited the property tax rate to 1% of assessed
value and capped increases in assessed value
at 2% or the percentage growth in the state’s
Consumer Price Index, whichever is less.
(However, if owners sell or remodel their
individual properties, the assessed value is
raised commensurately, and the capped annual
increases continue from the new assessed
value.) Proposition 13's provisions wiped out
more than half of local property tax revenues
and therefore invalidated much of AB 65’s fi-
nancial reform, including power equalization.
The Legislature’s “bailout” bill, SB 154 in
1978, retained the revenue limits but replaced
most of the lost property tax dollars with
money from the state budget to substantially
mitigate districts’ revenue losses. In the
process, the state also took control of the
distribution of property tax revenues among
local governments. High-revenue districts
received smaller revenue limit increases
than low-revenue districts on a sliding scale.
This “squeezing” minimized the sudden
drain on the state’s budget. AB 8, passed in

© COPYRIGHT 2009 BY EDSOURCE, INC.
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School districts had control over local property taxes from 1910 until 1978

Senate Bill 154—passed in 1978 in response to the Serrano v. Priest court case and Proposition 13—ended
local governments’ control of property tax revenues that had been secured in 1910, when California voters
approved the Separation of Sources Act. That measure granted local government exclusive control over
property taxes, the main public revenue source at that time, according to a 2007 report from researcher
Elisa Barbour.

Some districts are able to keep excess local property tax revenues

Under the current system, each district still has a revenue limit that is based on the formula the state first
created in 1972, but which has been modified repeatedly since. For each district, that formula determines
the amount of general purpose funding it receives per student (based on average daily attendance).

Revenue limit funds are a combination of local property taxes and state funds. The property taxes are
allocated to schools first, then the state makes up the difference. Some districts, however, have local
property taxes that exceed their revenue limit. Those districts are allowed to keep all their local property
taxes, including the amount above the revenue limit. They are called “excess revenue” or “basic aid”
districts.

Fluctuations in state funding and local enroliments mean that the roster of excess revenue districts shifts
from year to year. In a typical year, at least 60 districts fit this description, many of which have a very
small number of students. For some, the amount of property tax per pupil is quite substantial. In
2008-09, reductions in revenue limit funding pushed many more districts into excess revenue status. For

those districts, the property taxes they receive in excess of their revenue limit will likely be quite modest.

the summer of 1979, continued the revenue
limit system, including the squeeze mecha-
nism for granting differential increases to
districts based on their revenue limits. In
1983, the court ruled that the equity com-
plaints brought in the Serrano case had been
satisfied, and the case was officially closed.
The Serrano ruling combined with Propo-
sition 13 to suppress school district revenue
growth and virtually eliminate local control
over most school funding. In the years since,
California’s investment in education, relative
to the national average, has declined. In
2005-06, the per-pupil expenditure was $614
below the national average, and more recent
funding cuts are likely to increase that gap
dramatically. In addition, the fiscal stability
of local school districts is damaged to the
extent that their revenues are part of the

state’s often dysfunctional budget process.
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Policy changes could provide more local revenue control

Researchers, analysts, and local public officials have discussed several state policy changes that—
if implemented by Sacramento decision-makers—would strengthen local communities’ ability to raise

school revenues. A major examination of the options available was undertaken by the Finance and Facili-
ties Working Group that was part of the Legislature’s Master Plan for Education effort, completed in
2002. More recently, a 2007 report from the Governor's Committee on Education Excellence included

an appendix devoted to the question.

Both documents argued that when tax-
payers are directly assessed for their schools,
they pay more attention to how well those
schools are performing. Both also used the
same basic parameters for evaluating the
various local revenue options that might be
possible. These included:

W the amount an option would yield,

B its stability as a revenue source,

B whether it was deductible for federal tax
purposes, and

B the ease with which an option could be
implemented.

Another consideration was whether the
tax was progressive, meaning that those with
a greater ability to pay are charged a higher
amount. And finally, both reports addressed
the potential inequities that could be caused
by giving districts a more robust local reve-
nue option. Districts would vary in their abil-
ity to adopt a local option and the same level
of “tax effort” can result in different levels of
additional revenues, particularly revenues
per pupil. Both reports pointed to the need
for the state to provide some additional
funds in order to equalize yields among

local communities.

The state could allow school districts

to create a local income tax

Within the current parameters of state law,
California lawmakers could allow school
districts to ask local voters for an add-on to
their income tax to support their schools.
According to the Committee on Education

Excellence report, five other states allow

this—Maryland, Iowa, Kentucky, Ohio, and
Pennsylvania.

Income taxes in general have the benefit
of being progressive. They would also be
deductible from federal income taxes so that
the federal government would effectively
help subsidize the additional revenues.
However, because income taxes fluctuate
with the condition of the economy, they are
not one of the more stable sources of revenue,
particularly when an income tax system is
largely dependent on high-income earners
like California’s system is.

Although this option has been discussed
occasionally, it has not gained substantial
traction. It also raises several questions.
What would various tax rates yield for
schools? How would the yield-per-student
vary among districts? What administrative

issues might a local income tax raise?

Some policy options would require amending
Proposition 13
Although Proposition 13 has long been
thought of as politically sacrosanct, more
discussions about revising it are occurring
amid the state’s ongoing budget woes. Propo-
sition 13 has had a number of unintended
consequences that play a role in the state’s
current revenue shortfalls. Those include
a state tax base that relies on more volatile
income taxes and a state-controlled and
funded school finance system.

Three possible amendments to Proposi-
tion 13 have received the most attention. All

of them would require voter approval. One
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would make it easier for districts to pass par-
cel taxes and, perhaps, sales taxes. The other
two would adjust current limits on the state-
wide ad valorem tax rate, either for all proper-
ties or just for commercial properties. For
either of the latter two to make a difference
for local school districts, the revenues raised
would need to be outside of districts’ regular

revenue limit allocations from the state.

Reduce the two-to-one approval threshold for parcel
taxes and/or sales taxes

Requiring a two-thirds vote to approve
parcel and sales taxes creates a high hur-
dle for districts to clear. Parcel tax history
illustrates the point. Of the 486 parcel tax
elections held between 1983 and June 30,
2009, 261 (54%) have passed. In the past two
years—when schools have had to absorb
substantial state funding cuts and delays—
communities have passed 53 of 74 parcel tax
measures, achieving a 72% passage rate. If
a 55% supermajority option had been avail-
able for the past two years, the success rate
would have been 96%. Had a simple majority
been required, the approval rate would have
been 99%.

The Legislature has periodically consid-
ered but failed to pass a constitutional
amendment that would lower the parcel tax
approval threshold to 55%, the same as facili-
ties bond measures. If two-thirds of the
Assembly and the Senate approves a current
proposal, the state’s voters would then de-
cide by majority vote whether to change
the threshold.

© CoPYRIGHT 2009 BY EDSOURCE, INC.



However, if the measure were to pass in
the Legislature and the public subsequently
voted to lower the threshold, the hypothetical
success rates discussed above would not nec-
essarily carry over to the state as a whole.
Additionally, flat-rate parcel taxes can resultin
relatively low revenues because the rate must
be kept affordable for owners of the lowest-
value parcels. The increased use of per-square-
foot rates mitigates this to some degree.
However, such rates are currently the subject
of a legal challenge in the Alameda Unified
School District. On the other hand, it is also
possible that more districts would be willing
to invest energy and resources into passing a

parcel taxif the chances of success improved.

Allow local communities to assess property above the
Proposition 13 limits

In its final report to the Legislature, the Mas-
ter Plan Working Group recommended a con-
stitutional amendment that would allow local
school districts to propose to their voters a
property tax override—above the Proposi-
tion 13 limit—for the exclusive use of public
schools. The recommendation also called on
the state to provide funding to ensure a mini-

mum yield on each district’s tax effort.
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The Governor’s Committee on Education
Excellence made this option more concrete
by exploring the revenue implications if dis-
tricts were allowed to levy a 0.1% additional
property tax, effectively bringing the tax
rate to 1.1% of assessed valuation. Based on
2004-05 data, this tax would yield an average
per-pupil revenue of $706, according to the
committee. Variations among districts would
be dramatic, however. Among the 20 largest
school districts, the per-pupil amounts would
range from $100 in Fontana Unified to $1,950
in San Francisco. The report discusses at
length the mechanisms the state could use
to ensure a guaranteed tax yield and per-
haps place a cap on the funds high-property-

wealth districts could generate.

Reform how commercial property is taxed

Another aspect of Proposition 13 recently
raised among proponents of reform is the
handling of commercial and industrial
property. Some reformers are advocating a
change that would result in higher property
tax rates for commercial-industrial property
owners. The proposals tend to focus on three
possible mechanisms to increase commercial-

industrial property tax revenues:

B a “split roll,” which would maintain the
current property tax limits for residential
but

industrial property every year;

properties reassess commercial-
B a“splitrate” so that commercial-industrial
properties would be taxed at a rate higher
than 1%; and
B a “split inflation rate,” meaning that the
tax rate for commercial-industrial proper-
ties could grow more than 2% annually
with no requirement to reassess each year.
Presumably, school districts might be
allowed to use one of these mechanisms
locally instead of them being implemented
statewide. The benefit to school agencies
would greatly depend on the concentration
of commercial-industrial property in a dis-
trict. Those in primarily residential areas
would not benefit much from such a change.
Important questions include which districts
would benefit from this, what costs the state
would incur if it provides some equalization
funding, and what might be the negative
effects on business. The political feasibility of
changing Proposition 13 in a way that affects
only business—rather than all property own-

ers—is also an open question.

Local revenue options should be part of California’s state budget reform debate

California’s leaders are under increasing pressure to fix a budget process and finance system many see

as dysfunctional. Several state groups are examining the feasibility of rewriting the state’s constitution.

And at the end of September, the governor is expecting tax reform recommendations from an advisory

group called the Commission on the 21st Century Economy.

Ultimately, the state cannot fix its fiscal
woes without addressing funding for public
education. The amount of state money that
goes to schools is too great to ignore. And
if the state wants a qualified workforce
to sustain California’s economic viability,
continuing to cut education funding is

counter-productive. That is to say nothing

© COPYRIGHT 2009 BY EDSOURCE, INC.

of long-standing hopes that California
could increase its education investment.
The question of whether communities
should have greater ability to raise revenues
for their local schools, and under what
conditions, ought to be considered as part
of the larger financial discussion. That will

require grappling with issues that are

complex and politically sensitive. One is the
question of state versus local control of
public schools and their revenues. Another is
the differential ability of high-wealth com-
munities to support their schools and what
actions can and should be taken to equalize
the revenue-raising ability of low-wealth
communities.
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The results of local bond and parcel tax
elections provide good evidence that Cali-
fornians want better and more stable fund-
ing for their local schools and would be
willing to tax themselves if they believed
the additional revenues would directly
benefit their communities. Current law—in
particular the provisions voters approved
in Proposition 13—makes that largely

impossible today.

EDSOURCE REPORT

It remains to be seen whether state law
could be changed in a way that would return
some meaningful revenue-raising power to
local school districts, protect the equity
interests of low-income communities, and
garner the support of enough Californians
to change the status quo. Current interest in
a major overhaul of state finances provides a
unique opportunity to at least have the

discussion.

To Learn More
Links of interest

W For public opinion research related to school funding in California, consult the Public Policy Institute of California:

www.ppic.org/content/pubs/survey/S_409MBS.pdf

W For a list of education foundations in California, see the California Consortium of Education Foundations website:

www.cceflink.org

W For school district and state revenue data, go to the Ed-Data Partnership website, www.ed-data.org, and see

financial reports.

W To learn more about efforts to initiate a Constitutional convention, see: www.repaircalifornia.org
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How California Ranks

Public education supports California’s eco-
nomic growth and creates opportunities for
the state’s youth. Given that, it is important for
Californians to understand how much the state
is investing in its schools and how that money
is being spent. Comparing California with the
nation and other similar states does not indi-
cate whether the state is spending enough, but
it does provide a perspective.

A wealth of data is available for comparing
California’s investment in public education
with that of other states. State officials typically
submit data to the National Center for Educa-
tion Statistics (NCES) and the National Edu-
cation Association (NEA), which then publish
the data in annual reports. Many organizations
interpret these data, choosing among dozens of
variables, selecting years to report, and decid-
ing which numbers tell their story best. Amid
the cacophony of education facts that result,
almost any advocacy group can find a way to
present the data that supports their particular
hypothesis about this state’s capacity to support
its schools, the sufficiency ofits investment, and
how well schools spend the money they receive.

This report is EdSource’s attempt to rise
above the noise and describe how California
ranks on crucial measures of its education

investment.

EdSource thanks The James Irvine Foundation for
its investment in our core work.

HIGHLIGHTS

EdSource examined the available data sources and
interpretations with care and also consulted exten-
sively with experts when we encountered questions

or inconsistencies. Throughout this report, you will find
straightforward explanations of what we found and—
as necessary—notes about the data we chose and
why we chose it. Based on our research, we feel
confident in reporting the following:

California’s public schools serve the country’s
largest student population, one that is quite diverse
and faces substantial challenges. (Page 3)

California’s effort to support its schools financially

does not quite match its capacity. (Pages 4-6)

B The ratio of statewide personal income to the
number of students was modestly above the U.S.
average in 2007-08; and

B California ranked 14th among the states for the
percent of personal income paid in taxes; but

B The percent of personal income that Californians
devoted to K-12 schools was below the U.S.
average.

California’s per-pupil expenditure lags the national

average, and the gap grows if labor costs are

considered. (Page 7)

W In 2007-08, based on expenditures (“actuals”)
reported to NCES, California spent $9,706 per
pupil, $591 less than the national average.

W That year California ranked 28th among the states
in its per-pupil expenditures.

B When the expenditure numbers are adjusted for differ-
ences in labor costs (the major component in a cost-
of-living comparison), California’s rank falls to 43rd.

California’s high labor costs and modest per-pupil
expenditures mean that its school districts have
low staff-to-pupil ratios compared with the
country as a whole, with some staff categories
particularly low. (Page 8)

B California school district offices operate with 40%
of the administrators found nationally.

MW California schools have about half as many coun-
selors and a fifth as many librarians as is the norm
in the United States as a whole.

B California high schools have only half as many
teachers as are found nationally.

California school districts are for the most part
similar to the rest of the country in their spending
patterns, with about two-thirds of funds going to
instruction. (Page 9)

These conclusions are largely based on data from
the 2007-08 school year, the most recent year for
which reliable data are available. Significant cuts to
education in California and many other states that
began in fall 2008 are not reflected in these figures
or comparisons.

EdSources is a not-for-profit 501(c)(3) organization established in California in 1977.

Independent and impartial, EdSource strives to advance the common good by developing and widely distributing trustworthy, useful
information that clarifies complex K-14 education issues and promotes thoughtful decisions about California’s public school system.



About the Data

Using averages to compare states can obscure

important differences

W States are dramatically different in size, ethnic
and socioeconomic characteristics, cost of labor,
and in how they set policy, fund public education,
and govern their schools.

| The data are not always consistent from one state
to another. Differences can occur in what data
state officials collect, how they collect it, and in
their interpretation and reporting.

W Averages, while often illuminating, can mask
variations that are informative and important
to the accuracy of the picture that they paint.
For example, expenditures of school districts in
the metropolitan areas of a state may not have
the same purchasing power as the spending of
districts in rural areas.

W Salary averages can reflect the changing
characteristics of the workforce over time,
particularly the addition of new teachers.

This report uses enroliment as opposed to average
daily attendance

Although much of California’s K-12 education
funding is based on average daily attendance (ADA)
as opposed to enrollment, this report uses fall
enroliment as the count of students because states
vary more in how they define ADA. Fall enroliment is
fairly uniformly defined as the number of students
registered with a school district, generally as of early
October.* Enrollment is larger than ADA because
ADA does not count students who miss school. In
California, this includes absences due to illness.

This report focuses on expenditures versus
revenues

When per-pupil dollar amounts are discussed in this
report, the focus is on expenditures—what the state
and its schools spent providing K-12 services—as
opposed to revenues, the amounts that school
agencies received from local, state, and federal

EDSOURCE REPORT

sources. Expenditures indicate more precisely the
level of instructional and support services that
students receive in a given year.

This report relies on both NEA and NCES
financial data

All state school expenditure data reflected in this report
come from state departments of education, including
the California Department of Education (CDE). The CDE
bases its expenditure information on unaudited reports
from local educational agencies. These reports are known
as “actuals” because they indicate what districts actually
spent in a given year as opposed to what they planned to
spend that year. For a few districts, the auditing process
leads to substantial corrections; but for the state as a
whole, the unaudited data are considered accurate.

The National Education Association (NEA) annually
publishes these data and state-to-state comparisons
in its Rankings & Estimates. The U.S. Department of
Education’s National Center for Education Statistics
(NCES) regularly publishes expenditure data as well.

In this report, EdSource uses NCES figures for
per-pupil expenditures because they reflect local
agencies’ actual expenditures in 2007-08. This is
in contrast to NEA, which has published estimated
expenditures for 2007-08 based on 2006-07 actual
expenditures, adjusted to reflect state-level budget
decisions. In addition, EdSource uses NCES staffing
data because it is more detailed than NEA's.

However, EdSource uses NEA's 2006-07 figures
for measures of “capacity” and “effort”"—a state’s
financial ability to fund K-12 education and its
actual education funding in relation to its citizens’
personal income—because such compiled data are
not readily available from NCES.

This report includes only operating costs

Some analysts debate the specific expenditure
categories that should be included in per-pupil spending
comparisons. This report focuses on the operating

costs of K-12 schools (including charter schools)
and the central offices of districts and county offices
of education, consistent with both NCES and NEA.
Different organizations that report on this topic define
operating or “current” expenditures slightly differently.

The NCES figures include the following major
categories:

| salaries and benefits for school personnel;

student transportation;

school books and materials;

W energy costs;

summer school and extended-year programs;

before- and after-school programs;
M state retirement contributions;
| preschool and child development spending;

B expenditures on schools at state institutions
(e.g., Division of Juvenile Justice schools and
State Special Schools for the blind and for
the deaf).

NEA data, which forms the basis of some recent
reports by other California organizations (and past
EdSource reports), does not include preschool
and child development spending or expenditures
on schools at state institutions. And the NEA data
for California includes a few items that NCES does
not—most program-administration costs of state
departments of education; the federal E-rate sub-
sidy, which helps schools and libraries access the
Internet at a discount; and spending on professional
development for K-12 teachers that colleges and
universities provide.

Both NCES and NEA exclude adult education, capital
outlay, and debt service because those items are
separate from, or only indirectly related to, the
annual cost of educating K-12 students.

*NCES includes students attending pre-kindergarten programs in school districts in its enrollment figures. Although California does not report a pre-kindergarten figure to NCES, the organization imputes
one for the state—in this case, 68,002 for 2007-08. The inclusion of those young students in enroliments affects per-pupil expenditure computations.
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California’s K-12 public school students are diverse and face obstacles to academic success

With more than 6.2 million K-12 students in
its public schools, California educates far more
young people than any other state—about
1.5 million more than Texas and about 3.5 mil-
lion more than either New York or Florida.

The Golden State’s K-12 student popu-
lation is also one of the most ethnically
diverse. Figure 1 shows the racial and ethnic
distribution in 2007-08, the year on which

this report generally focuses.

More than half of the state’s students are
from low-income families, and many are
English learners

About half of the state’s students come from
homes where English is not the first lan-
guage. Spanish is by far the most common
non-English home language, but dozens
of others are spoken in homes throughout
the state.

About one-quarter of California’s stu-
dents are classified as English learners, the
highest proportion in the country.' More
than 40% of kindergarten students enter
school needing to learn English.

With slightly more than half of its stu-
dents eligible for free or reduced-price
meals, California also has one of the highest
percentages of low-income students in the
country. Florida, New York, and Texas all
have proportionally fewer students eligible
for the meals program, with the gap ranging
from three to eight percentage points.

California reported that 10.8% of all stu-
dents received Special Education services
in 2007-08, compared with 13.4% nation-
ally. California’s relatively low figure has

© CoPYRIGHT 2010 BY EDSOURCE, INC.

figre 1 | California’s K-12 student population is diverse, though almost half of the state’s

students are Hispanic/Latino

Racial/ Ethnic Distribution of California's K-12 Public School Students, 2007-08
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remained fairly constant over many years,

but opinions vary regarding what combina- In 2007-08. California had:

tion of policies and practices best explain
the variation from national norms.

W the highest percentage of English learners
in the country (25%), and

Like other states, California uses fed-
eral funds and a portion of its own funds

to address the needs of students who have g5 greater proportion of students eligible for

free or reduced-price meals than Florida,
New York, or Texas (slightly more than half).

to learn English, live in low-income house-
holds, or qualify for Special Education ser-
vices. However, as will be described later,
school districts in California have, on a

per-pupil basis, fewer total resources to

draw from than their counterparts in many

other states.
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California’s effort to support K-12 schools financially does not quite match its capacity

figare 2 | In 2007-08, California’s capacity to fund K-12 schools was slightly above the U.S.
average, but below Florida and New York

Total Personal Income per Public School Student, 2007-08
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Data: NaTiONAL EDUCATION AssociaTioN (NEA) EDSOURCE 9/10

California’s financial effort on behalf of K-12 education fell hefore
Proposition 13 was passed in 1978

Many people assume that California’s below-average effort on behalf of public education stems from the
reduction of property taxes that Proposition 13 began in 1979. But the decline in the percent of personal
income contributed to K-12 education began before that measure passed.

In 1972, Californians spent $56 of every $1,000 in personal income on public K-12 education. However,
in that same year, policymakers in Sacramento placed a ceiling on the amount of tax money each district
could receive per pupil. The establishment of “revenue limits” was in response to a looming settlement
of the Serrano v. Priest court case, in which plaintiffs argued that the existing system of primarily locally
funded school districts resulted in wealth-based disparities in funding. In an attempt to level up funding
across districts, the state began providing greater increases to low-spending districts than to high-
spending districts. In 1976, when the state Supreme Court ruled in the Serrano case that school districts’
general purpose funding had to be roughly equalized, the state role in funding schools increased further,
and local property taxes played a smaller part. Proposition 13 drove local contributions down even
further by reducing property taxes dramatically and limiting local communities’ ability to raise revenues
for public services.

4 W How CALIFORNIA RANKS M SEPTEMBER 2010

How much can and should California invest to
appropriately educate its large and diverse stu-
dent body? One way to answer that question
is by comparing California’s commitment to
education spending with the nation as a whole
and the handful of states that are mostlike itin
size and economic and ethnic diversity. Com-
mitment in this report is gauged by the com-
bination of a state’s capacity to fund education
and its effort to do so.

The state’s capacity to fund K-12
education was slightly above the
national average
A state’s capacity to fund its schools can be
measured by the total of its residents’ per-
sonal income divided by the number of K-12
students. The National Education Associa-
tion (NEA)—which represents teachers and
educational support personnel—uses data
from the Bureau of Economic Analysis to com-
pute this information. California’s capacity in
2007-08 was $242,011 in personal income per
student. This amount was $3,356 more than
the national average, giving California a rank
of 20th. California’s capacity has stayed close
to the national average during the past decade.
Between 2008 and 2009, California saw a
decline in personal income of 2.4%—the first
year-to-year decrease in the post-World War II
period. With personal income falling and stu-
dent enrollment staying roughly constant,
California’s capacity has undoubtedly declined.
Given the state’s particularly high levels of un-
employment, this decline in capacity has likely
been more acute than in the nation as a whole.

California ranked 20th in capacity—total
personal income statewide divided by the
number of K-12 students—in 2007-08.

© COPYRIGHT 2010 BY EDSOURCE, INC.



Californians pay slightly more than the
national average in state and local taxes
Education is one of several public services
paid for through tax revenues. The level of
effort toward education depends on both
a state’s willingness to tax itself to provide
public services and on its priorities.

The amount of state and local tax revenue
relative to personal income is a good indica-
tor of a state’s willingness to tax itself. From
1998-99 through 2006-07, California has
been slightly above average in the amount
of taxes it has collected relative to personal
income. In 2006-07, Californians contrib-
uted a total of 11.4% of their personal income
toward a variety of taxes, as compared with
11.0% in the country as a whole. That year, the
Golden State ranked 14th, ahead of Texas
and Florida but well below New York.

According to the Center for Continu-
ing Study of the California Economy, this
state’s overall above-average tax rate results
from a mixture of high and low taxes. For
example, California has comparatively
high rates for corporate income and sales
taxes. The personal income tax is both high
and low in that high earners pay a high rate
while low earners pay a low rate. Part of the
reason that Californians as a whole pay an
above-average portion of their income in
taxes occurs because this state has an above-
average share of high-earning residents
who pay substantial taxes on stock option
and capital gains income.

On the low side are property taxes, which
California voters constrained by passing
Proposition 13 in 1978. That measure limits
property taxes to 1% of assessed value, and it
caps annual increases in assessed value at 2%
or the percentage growth in the Consumer
Price Index, whichever is less. Proposition 13
reduced property tax revenues by about 60%
the year after it was passed, which solidified
a shifting of primary responsibility for school

© CoPYRIGHT 2010 BY EDSOURCE, INC.
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figure 3 | California spends a smaller portion of its residents’ income on K-12 schools than the
national average
Current Expenditures on K-12 Schools per $1,000 of Personal Income,
1998-99 Through 2006-07
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funding from local to state revenue sources.
In 2006-07, the most recent year for which
data are available from the National Center
for Education Statistics (NCES), local prop-
erty taxes comprised 21% of all K-12 educa-
tion funding in California, compared with
40% to 45% in Florida, New York, and Texas.

But the monetary effort that Californians
put toward education is helow average

The percentage of their personal incomes
that Californians devote to K-12 schools is
below average despite having slightly greater-
than-average revenues to work with. Between
1998-99
matched the national average on this meas-

and 2006-07, California never
ure of effort, ranking between 4sth and 32nd.
In 2006-07, California ranked 39th, spend-
ing $37 of every $1,000 in personal income on
K-12 education. This amount was less than the
national average of $40, Texas’s $41, and New
York’s $4 4. In contrast, Florida spent only $33.

This state ranked 14th in 2006-07
in the percent of income paid toward
a variety of taxes, reflecting:

W comparatively high corporate income
and sales taxes;

B income tax rates that are
comparatively high for high earners
and low for low earners;

W relatively low property taxes.

SEPTEMBER 2010 M How CALIFORNIA RANKs M 5
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Another way to measure effort is to see how the state compares with the nation
on education spending versus other public services

Californians pay more taxes than the national
average, yet the state spends a smaller propor-
tion of personal income on schools. So where
do those tax dollars go? As Figure 4 shows,
California spent—per capita—well above the
national average on some other public services
in 2006-07. Most notably, the state ranked
third in spending on both corrections and
police and fire protection. During the past 10
years, the percentages have varied, but the over-
all pattern has been similar. California’s spending
on corrections, police and fire protection, and
health and hospitals has consistently been well
above the national average in each area; public
welfare and higher education spending was
close to the U.S. average, and highway expendi-
tures were below average every year.

On a per-capita (or per-resident) basis, the
state’s spending on K-12 education has been

above the national average since 2001-02.

figure 4

This may appear to contradict the data in
Figure 3, but in fact it does not because Cali-
fornians have relatively high incomes. Each
Californian can spend a below-average por-
tion of his/her income on schools, as shown
in Figure 3, and still spend more than the
average per person in the rest of the country,
as shown in Figure 4.

The data also seem to, but in fact do not,
contradict Figure 5 (on page 7), which shows
per-pupil expenditures. The above-average
per-capita expenditure for K-12 schools
shown in Figure 4 does not translate into
above-average expenditures per student be-
cause California has a higher proportion of
children to adults than most states. In other
words, even though California spends more
than the national average per capita on K-12
schools, the spending is spread over propor-

tionally more students than in other states.

On a per-capita basis, and compared with national averages, California spends

more on some other public services than on education

California’s Per-Capita Expenditures on Public Services
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California’s per-pupil expenditure lags the national average, and the gap grows if the cost

of labor is considered

Although the portion of personal income de-
voted to schools gives some indication of how
much importance a state assigns to education,
it does not show how much money is actually
spent. For example, a wealthy state could pro-
vide a small percentage of income to education
and yet its schools could still have a substantial
amount to spend on students. However, if that
same state had a relatively high percentage of
young people, that substantial sum would be
spread more thinly among its students. The
average amount spent per pupil takes these dif-
ferences into account and thus is the most com-
monly used proxy for comparing the resources

each state devotes to educating young people.

In 2007-08, California’s per-pupil
spending—without regional cost-of-labor
adjustments—ranked 28th

The average expenditure per pupil is an impor-
tant indicator of a state’s commitment to K-12
education, but it does not reflect the substantial
variation in the cost of staffing and operating
schools across the country. Expenditures can
be reported with and without adjustments for
that variation—in particular for labor costs.

California’s unadjusted per-pupil expen-
diture has been below the national average
for at least the past decade. In 1998-99, the
state’s spending was 89% of the average, and
its rank was 33rd. The closest that California
has come to the national average in recent
years was in 2001-02, toward the end of the
dot-com bubble. That year, the state’s per-
pupil expenditure was 96% of the national
average, and its rank was 2sth.

The left side of Figure 5 displays unad-
justed expenditures for 2007-08. California
spent $9,706 per pupil (94% of the national
average), which earned the state a rank of
28th. This expenditure was:

B $7,268 less than New York, which ranked
second. (New Jersey was first with $17,620.)

B $501less than the national average.

B $622more than Florida, which ranked 36th.

B $1,356 more than Texas, which ranked
43rd. (Utah ranked last with $5,978.)

© CoPYRIGHT 2010 BY EDSOURCE, INC.

figre 5 | When regional cost-of-labor differences are accounted for, California’s per-pupil expenditure
is even further below the national average, and its ranking drops dramatically
Per-Pupil Spending in 2007-08
Unadjusted Adjusted Using Comparable Wage Index
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Since 1999-2000, the relative placement
of these states’ per-pupil expenditures has
been consistent, except that Texas outspent
Florida until 2005—06.

The adjusted ranking is 43rd

When the figures for 2007-08 are adjusted based
on the average salary costs in each state, the rank-
ings change, especially for California. Professor
Lori Taylor of Texas A&M University has devel-
oped a Comparable Wage Index (CWI) to take
regional salary variation into account. (Educa-
tion Week uses the CWTI in its annual “Quality
Counts” publication.) That index compares the
wages of college-educated, full-time workers
in noneducation fields in each state. The CWI
is used to measure variation in salary costs and
assumes that school districts’ personnel costs
are affected commensurately. According to
the Ed-Data Partnership website, for which the
CDE provides data based on district reporting,

EDpSOURCE 9/10

80% of districts’ spending is for labor costs. In
2007-08, certificated and classified staff salaries
made up 65% of districts’ expenditures, with
employee benefits comprising an additional 15%.
The fact that salary costs comprise a large por-
tion of expenditures makes the CWTI a reason-
able, albeit imperfect, way to account for cost
differences among states.

Using state-level CWI data, EdSource
has computed adjusted 2007-08 per-pupil
expenditures and corresponding rankings
for California and the three other large states.
With those adjustments, California’s per-pupil
expenditure of $9,706 falls to $8,853, and its
ranking of 28th falls to 43rd.* The rankings
of the other three large states also fall, but by
only three or four places. In the adjusted rank-
ings, Vermont placed first with an adjusted
per-pupil expenditure of $16,892, but Utah
remained in last place with an adjusted figure

of $6,523.
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This state’s high cost of labor and modest
per-pupil expenditures lead to fewer adults
in California schools

The cost of labor plays an important role in
staffing levels. California’s high cost of labor
means that school districts must pay teachers
and other educators relatively high salaries
compared with those in other states. Califor-
nia has consistently ranked at or near the top in
average teacher salary. For example, California
ranked first in 2007-08 with an average salary
of $65,808, according to NEA. New York was
a close second with an average of $65,491, just
$317 less. The national average was $52,800. Of
course, California teachers’ salaries do not go
as far as the same pay would in other states.
When California’s average teacher salary is
adjusted using the Comparable Wage Index
discussed on page 7, it falls to $60,020, some-
what closer to the national average.

Average salaries for other certified educa-
tion employees such as principals, counselors,
and district administrators are not as read-
ily available for comparisons. However, it is
reasonable to assume that they would follow
generally similar patterns.

This state’s relatively high salaries com-
bined with below average per-pupil spending
translate into staff-to-pupil ratios that are
among the worst in the nation. (See Figure
6.) California school and district employees
are responsible for more students than their
counterparts in other states. During the past
decade, California has consistently ranked
among the bottom three states in total staff-
ing ratios, according to data from NCES. In
some employee categories, California is espe-
cially poorly staffed. For example, this state’s
high schools have about half as many teachers
on a per-pupil basis. And a California school
district with 10,000 students would typically
have five district officials/administrators and
two librarians, while the average same-sized
district in the nation as a whole would have

12 officials/administrators and 11 librarians.

8 M How CALIFORNIA RANKS M SEPTEMBER 2010
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figure 6 | California’s staffing ratios ranked at or near the hottom in nearly every category in 2007-08

Ratio of Staff to 1,000 Pupils by Position, California U.s.
Fall 2007-08 Rank in U.S. Ratio
Total staff to students 49 128.1
All professional (certified) staff to students 50 721
Total district staff (including classified staff) 37 6.4
District officials/administrators only 47 1.2
Total school staff (including classified staff) 50 96.5
Certified school staff only 50 70.9
School principals & assistant principals 48 3.2
Guidance counselors 50 21
Librarians 51 11

All teachers 50 64.5*
Elementary teachers (grades 1-8) 88 49.8
Secondary teachers (grades 9-12) 51 83.9

California
Ratio

93.2
52.3
5.3
0.5
71.0
51.9
2.3
1.2
0.2
48.1*
48.4
42.8

Percent of
U.S. Ratio

73%
73%
83%
40%
4%
73%
72%
58%
18%
75%
97%
51%

*These numbers translate into a student/teacher ratio of 20.8 students to 1 teacher for California and 15.5 to 1 for the entire
United States. Only Utah has a higher student/teacher ratio than California.

Notes: The numbers in this table are based on fall enroliment data and include pre-K public school students and their teachers.
NCES estimated that there were 68,002 pre-K students and 4,110 pre-K teachers in California in 2007-08. If the pre-K students
and teachers are not included, California’s student/teacher ratio is still 20.8.

The District of Columbia is included among the states.

The “Total staff” row includes all district and school staff plus those who fall under the NCES category “All Other Support Staff.”

NaTIiONAL CENTER FOR EDUCATION STATISTICS (NCES) COMMON CORE OF DATA, 2007-08; ACCESSED 12/1/09.

Only in the category of elementary
school teachers did California achieve a
roughly middle-of-the-pack ranking in
2007-08. Although staffing data on 2008-09
and 2009-10 are not yet available, Califor-
nia’s ranking for elementary school teach-
ers will likely fall. Beginning in 2008-09,
the state substantially relaxed the financial
penalty for not maintaining a 20-to-1 pupil-
teacher ratio in K—3 classes. With state incen-
tive funding not covering the entire cost of
maintaining that ratio, many districts have
decided to let class size in the early grades
increase. The extent to which California’s
ranking for elementary teachers will fall
depends on the degree to which other states
are also allowing class sizes to grow in

response to their own fiscal troubles.

EDSOURCE 9/10

W At $65,808, California’s average
teacher salary was the highest in the
nation in 2007-08.

W Adjusted for labor costs (using the
Comparable Wage Index), California’s
average teacher salary falls to
$60,020, somewhat closer to average,
but still second highest.

W California ranked 50th in the ratio
of teachers to students.

© COPYRIGHT 2010 BY EDSOURCE, INC.
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California school districts’ spending priorities resemble those of districts in other large states

How school districts spend their funds
receives nearly as much attention as the
amount they spend. Unfortunately, how-
ever, the public does not always receive
accurate information about what school
agencies spend their money on. For exam-
ple, some critics of education spending do
not acknowledge all the factors that go into
the schooling enterprise. To operate effec-
tively, districts must pay for more than just
teachers’ salaries and benefits, textbooks,
desks, and lab equipment. In addition to
these classroom basics, schools need coun-
selors, librarians, clerical staff, custodians,

and principals if students are going to have
a supportive, safe, disciplined environment
in which to learn. Beyond those costs are
facilities maintenance, energy bills, stu-
dent transportation, and food service. Fur-
ther, school districts’ central offices fulfill
important governance, administrative, and
instructional functions.

Throughout the country, school districts
spend their funds in relatively similar ways.
About two-thirds of spending is related
to instruction—mostly salaries and bene-
fits for teachers and instructional aides, but
other items as well. California spends a little

figire 7 |  As in other states, school districts in California spend the bulk of their funds on instruction
and a small portion on administration
Distribution of School District Expenditures in Per-Pupil Dollars, 2007-08
$18,000 -
$16,794
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$2,730
$12,000 -
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$10,000 - $556 $9,084 Legend
S B o $8,350 Tt
$8,000 — $1.854 - 405 Support'Services
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$6,000 $12,043 ,
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$4,000 56778
$6,498 ,
$6,077 $5.443
$2,000
$0
California U.S. Average Florida New York Texas

Student support services (5% of California’s spending in 2007-08) includes attendance, counseling, health, speech

pathology, and other services.

Administration (11.8% in California) includes district and school administration and other support services.

Operations (16.3% in California) includes maintenance, student transportation, food services, and enterprise activities.

Instruction and instruction-related spending (67% in California) includes classroom instruction (e.g., teachers and teaching
assistants), libraries, in-service teacher training, curriculum development, student assessment, and instruction technology.

Note: For each state, the sum of the components may not equal the total indicated because of rounding.

Data: NaTIONAL CENTER FOR EDUCATION STATISTICS (NCES)

© CoPYRIGHT 2010 BY EDSOURCE, INC.
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more than the national average on instruc-
tion—67% versus 65.8%.*

The next-largest expenditure is on opera-
tions—for example, keeping the physical
structure habitable and in good repair, as
well as food services, student transporta-
tion, and other activities. Here, California
falls below the national average. In particular,
student transportation makes up a smaller
portion of expenditures in California than
in any other state.

Next comes the cost of administration.
Salaries and benefits of employees comprise
the vast majority of these costs. With 11.8%
of California’s expenditures going toward
administration, this state spends a larger
proportion than the national average, which
is 10.8%. This difference of one percentage
point is relatively minor, particularly when
viewed in terms of expenditures per pupil.
Figure 7 shows that, on a per-pupil basis,
California districts spend $1,141 on adminis-
tration, while districts across the country
spend an average of $1,109.

A breakdown of the spending categories
included under administration indicates
that California spends less than average on
district administration (0.9% in California
vs. 2.0% for the nation as a whole), but more
than average on school administration (6.6%
vs. 5.6%) and on other support services (4.2%
vs. 3.2%). How spending on those latter two
items can be higher than average when staff-
ing ratios are substantially less than average
is unclear. Personnel working in those cat-
egories may be paid relatively well in Cali-
fornia, but the difference in pay between this
state and the rest of the country is probably
not great enough to explain the difference.
Variations in how states categorize certain
functions may also provide some of the
explanation.

In addition, states spend a small portion
of their budgets on student support services,
such as counseling, health, and speech pathol-
ogy services. In this category, California falls

slightly below the national average.
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Some say that per-pupil expenditures should reflect spending on school facilities

Some analysts believe that capital outlay—
spending on school facilities construction
and modernization—should be included in
total education expenditures. They say that
if, for example, a state must build schools to
accommodate a growing student body, such
spending should be considered an education
expenditure. Others point to the cyclical

nature of these expenditures to justify their
exclusion.

As previously stated, the per-pupil expen-
diture data in this report focus on operating
expenses. However, capital outlay figures
are provided in Figure 8 to give a sense of
how spending on facilities related to spend-

ing on operations in 2007-08.

figure 8 | In 2007-08, California spent more per pupil on facilities construction and modernization
than the country as a whole, but less than Florida and Texas
2007-08 Per-Pupil Spending: Capital and Operating Expenditures
$18,000 -
$16,794
Capital
$16,000 u Exgenditures
Operatin
$14,000 - u Ex';endlitEres
$12,000 -
$10,297
$10,000 -
$8,000 -}
$6,000 -}
$4,000 -}
$2,000 -}
$0 -

California

U.S. Average

Florida

New York Texas

* The U.S. Census Bureau reports a much higher capital outlay figure for New York, yielding a per-pupil expenditure of $1,762.

DaTa: NaTioNAL CENTER FOR EpUcaTION STATISTICS (NCES)
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Can California’s investment in public K-12 education support continuing academic progress?

California’s K-12 education system plays a
vital role in this state’s stability and pros-
perity, but the level of investment in that
system depends partly on Californians’ col-
lective financial capacity and the value they
place on education relative to other govern-
mental services.

California is above average in capacity
but below average in effort. Additionally,
this state spends less on K-12 education
than on many other public services, rela-
tive to the national average in each area.
Given California’s relatively large propor-
tion of students and high cost of labor, this
state’s education expenditures yield staff-to-
student levels that are at or near the bottom
in nationwide rankings.

And those rankings do not reflect Cali-
fornia’s recent, large cuts in K-12 education
spending. In 2007-08, California’s funding
of K-12 education from state General Fund,
local property taxes, and ongoing federal
programs totaled $56.8 billion. Two years
later, that figure totaled $s51.7 billion. Dis-
tricts could tap into $2.3 billion in temporary
tederal stimulus funds and draw down their
own reserves to try to fill the gap and meet

ever-escalating academic performance tar-
gets, but many districts have had to reduce
programs and lay off staff despite those
relief measures. To prevent further educa-
tion personnel cuts, the federal government
is providing additional temporary funding
through the August 2010 “edujobs” bill, from
which California can expect to receive about
$1.2 billion. After all of these temporary, lim-
ited funds are spent, California’s local school
agencies could see their expenditures drop
substantially during the next few years. Only
if the recovery from the “Great Recession”
quickens considerably will school districts
have a chance of maintaining their current
spending and staffing levels.

And yet California’s schools continue
working to address the multifaceted needs
of more than six million students and pre-
pare them for the increasing demands of
the global economy. As evidenced by scores
on the California Standards Tests, student
achievement has continually improved dur-
ing the past eight years, but regular citizens
and policymakers must confront the ques-
tion of how to sustain those improvements
as school resources dwindle. [I{]

To Learn More

EdSource’s website provides an explanation of California’s school finance system.

www.edsource.org/school-finance.html

Information on student demographics, expenditures, and staffing ratios for individual school districts
in California over time can be found on the Ed-Data website. www.ed-data.org

NCES has several collections of fiscal and nonfiscal data on the Internet and in bound volumes. One
particularly useful feature on the web is the Build a Table tool that allows users to access multiyear
Common Core of Data information. nces.ed.gov/ccd/bat

National Education Association provides a wealth of state rankings data in its annual publication,

Rankings and Estimates. www.nea.org

EdSource’s 2008 report, How California Compares, includes student achievement data and more detail
about student demographics, along with school funding data. www.edsource.org/pub_ cat.html

Education Week publishes an annual “Quality Counts” report that covers national education issues such
as test performance, teaching quality, and school finance and how individual states compare on them.

www.edweek.org/ew/qc/index.html

© CoPYRIGHT 2010 BY EDSOURCE, INC.
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ENDNOQTES

! English learner status is based on the results of a test of English proficiency, the California Standards Test in English
language arts, and teacher and parent evaluations.

2 California’s particularly low level of Special Education identification has drawn research attention. The state uses a
census-based approach to funding Special Education in contrast to an approach that bases funding on the number of
students identified. Researchers disagree regarding the extent to which this approach per se explains California’s low
identification rate. California’s identification rate has historically been below the national average. And even before the
advent of census-based funding, allocations of Special Education funds in the state had largely been disassociated with
the number of students identified for service due to a prior freeze on state funding that paid for new Special Education staff
(expressed as “Special Education funding units”).

3 The CWI data come from Washington Wages: An Analysis of Educator and Comparable Non-educator Wages in the State
of Washington (research files). Professor Lori Taylor, Texas A&M University. November 2008. Professor Taylor has computed
an index of the wages of college-educated, full-time employees in noneducation fields in every state and the nation as a
whole. In 2007, the index for California was 1.4860, and the index for the nation was 1.3553. One can translate those
indexes to mean that California employers needed $10,964 to match the purchasing power of $10,000 in the nation as a
whole (1.4860 + 1.3553 = 1.0964). To adjust California’s 2007-08 per-pupil expenditure, EdSource staff multiplied the
nominal figure of $9,706 by the quotient of the 2007 National CWI + California’s 2007 CWI or 1.3553 + 1.4860 and arrived
at $8,853. (Mathematically, the computation is expressed as follows: $9,706 x [1.3553 + 1.4860] = $8,853.) EdSource
computed adjusted expenditures for the other states similarly using each state’s index.

* Teachers and instructional aides constitute a subset of all certificated and classified staff. Thus, there is no inconsistency
between the statement on page 9 that instruction and instruction-related costs—mostly salaries and benefits for teachers
and instructional aides—account for about two-thirds of education expenditures in California, and the statement on page 7
that the salaries and benefits of all certificated and classified staff make up 80% of expenditures.
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How California Compares

Demographics, Resources, and Student Achievement

For good or ill, there is clearly
no state that compares with
California. And no state will
play as large a role in educating

America’s future citizens.
Seeing the dynamics that affect California’s

public schools through a national lens can
sharpen our understanding of the challenges our
schools face and the progress they are making.

The indicators included in this report
provide some answers regarding how Califor-
nia compares with the rest of the country and
the four next-largest states—Texas, New York,
Florida, and Illinois—which are the most likely
to face similar challenges. Of equal importance
are the issues the data and analyses raise about
the young people this state is educating, its
commitment to its public schools, and its
progress in helping its students succeed.

EdSource thanks the Bill & Melinda Gates
Foundation, the William and Flora Hewlett
Foundation, and the James Irvine Foundation
for their investment in our core work.

HIGHLIGHTS

Demographics (pages 2-8)

M California has far more K-12 students than any
other state.

B [ts birth and immigration rate have slowed
compared with fast-growing Texas and Florida.

B Its largest ethnic group is Hispanic/Latino, unlike
most states.

B [t has the highest percentage of children who live
in a family in which the head of household has not
completed high school.

M It ranks first by a wide margin in the proportion of
children who speak a language other than English
at home.

Resources (pages 9-14)

M California spent $614 less per pupil than the
national average in 2005-06.

M That year it ranked in the middle in per-pupil
expenditures among the five largest states.

B Its teacher salaries are among the highest even
when adjusted for the cost of living.

B It ranks last in total school staff per student.

B After years of low investment, California spent
more on school facilities from 2003 to 2006
than any other state.

Student Achievement (pages 15-22)

M California is one of three states that earns an
“A” for its academic content standards from the
Fordham Foundation.

B It has a higher-than-average proportion of schools
not making adequate yearly progress as the state
defines it under NCLB.

B Overall, it ranks among the lowest on NAEP (the
“nation’s report card”), but its scores are much
closer to the U.S. average if English learners’
results are excluded.

M Its high school students are more likely to take
advanced placement classes and perform well.

B But its high school graduates are less likely to
enroll directly in a four-year university.

EdSourcey, is a not-for-profit 501(c)(3) organization established in California in 1977.

Independent and impartial, EdSource strives to advance the common good by developing and widely distributing trustworthy, useful
information that clarifies complex K-12 education issues and promotes thoughtful decisions about California’s public school system.
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DEMOGRAPHICS

In 1985, California had 4.3 million public school students, 29% of whom were Hispanic. Over the next two
decades, California stood out for its rapid growth and the emergence of Latinos as the largest segment of its
student population. That period of rapid change in the state’s ethnic makeup appears to have ended. That said,
California still stands out dramatically from the nation in regard to the high proportion of its students whose
parents have not graduated from high school and whose families speak a language other than English.

California has far more K-12 students than any other state

California has far more residents—and students—than any other state. Of the 47,751,099
U.S. students in 2005-06, 6,259,972 went to school in California, or about one in eight.
Comparing California with the country’s other four most populous states underscores its size.
California has nearly 2 million more students than Texas, the next largest state, and 1.4 million

more students than New York and Florida combined.

K-12 enrollment for the five largest (most populous) states, 2005-06
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6,259,972
6,000,000 -

5,000,000 -
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2,039,114
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Enrollment (K-12 Graded Students Only)

California ~ Texas  NewYork  Florida lllinois

DaTA: NaATIONAL CENTER FOR EDUCATIONAL STATISTICS (NCES), CoMMON CORE OF DATA, 2005-06 EDSOURCE 9/08

Comparisons are complex, even with data from credible sources

This report synthesizes information from a number of organizations. No information source is perfect, and
sources sometimes conflict. EdSource made every attempt to use the most current data available from highly
credible organizations and to present a range of perspectives to provide a full picture of these important issues.

Still, any attempt to compare California with other states faces pitfalls. For example, the data are not
always consistent among states in terms of what is collected or in how and when that is done. States also
often differ in their policies, which can make seemingly identical measures such as academic proficiency
quite different in fact. Data definitions can also change over time.

In addition, care should be taken to understand that averages and totals, though often illuminating, can
mask variations that are both informative and important.

2 B How CALIFORNIA COMPARES M SEPTEMBER 2008 © COPYRIGHT 2008 BY EDSOURCE, INC.
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In contrast to Florida and Texas, California’s years of above average enroliment
growth appear to be over

National projections are for both Texas and Florida to experience continuous and rapid enroll-
ment growth through 2016. By contrast, California’s birth and immigration rates have slowed.
As a result, the student population is not currently growing and is not expected to begin
increasing again until 2010.

This represents a significant change. Between 1998 and 2004, California’s percentage
enrollment increases were roughly similar to those of Florida and Texas and higher than the
United States as a whole. However, for the entire period from 1998 to 2016, national estimates
are for California’s enrollment to increase at about the same rate as the national average and less
than half the rate of the increases expected in Texas and Florida. More recent projections from
the California Department of Finance are for even slower growth.

Cumulative percentage change in K-12 enrollment from 1998 in the five largest states
and the United States (actual numbers through 2004 and projections from 2005 to 2016)

e California  —M- Florida —— lllinois New York Texas United States
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1998 2004 2008 2012 2016
-5% -
1998-2004 1998-2008 1998-2012 1998-2016
California 9.0% 9.2% 10.1% 14.4%
Florida 13.5% 20.0% 29.3% 39.5%
Illinois 4.1% 5.1% 5.0% 5.7%
New York 0.4% -1.0% -2.9% -2.2%
Texas 10.3% 18.8% 29.5% 41.3%
United States 5.1% 1.2% 10.0% 14.8%

The NCES data here have been adjusted to include only
grade K-12 enroliment.

Although NCES data allow for state and national com-
parisons, they are based on 2004 data. The California
Department of Finance, using more recent information,
projects that the cumulative percentage increase in K-12
enroliment from 1998 to 2016 will be lower—closer
to 10.5%.

Data: NATIONAL CENTER FOR EDUCATION STATISTICS (NCES), Projections of Education Statistics to 2016 EDSOURCE 9/08
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For comparison purposes, this chart uses NCES data,
which include only five ethnic group categories (white,
non-Hispanic; Hispanic; black, non-Hispanic; Asian/
Pacific Islander; and American Indian/Alaska Native).
Percentages are based on the total number of students
identified as being in these five categories, and the data
do not include California students in the “multiple or no
response” category.

Because California breaks down ethnicities into eight
categories and includes the “multiple or no response”
category, percentages from the California Department of
Education (CDE) are not the same as those from NCES.
The CDE in 2005-06 listed the state’s ethnic breakdown
as follows:

W 7.8% African American;

W 8.2%Asian;

W 2.6% Filipino;

W 47.6% Hispanic/Latino;

W 0.8% Native American/Alaska Native;

W 0.6% Pacific Islander;

W 30.3% white; and

W 2.0% multiple or no response.

EDSOURCE REPORT

Latinos are California’s largest K-12 ethnic group

No ethnic group constitutes a majority in California, but Hispanics/Latinos are the largest

segment of the student population and almost half of all students. This contrasts dramatically
with the United States as a whole and with three of the other largest states. White students are

the majority in New York, Florida, and Illinois.

Texas, where 45% of students are Latino, is much more similar to California, though it has

a larger portion of African American students and a very small proportion of Asian students

compared with California’s 12%.

Student ethnicity in the five largest states and the United States, 2005-06
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Note: The percentages may not add up to 100% due to rounding.

Sources of information used in this report

American Community Survey (ACS) is an ongoing
project by the U.S. Census Bureau to learn more about
the American population and how they live, based
on a survey sent to a small sample of the national
population. www.census.gov/acs

American Federation of Teachers (AFT) is a union of
classroom teachers. Among its many activities, the
AFT periodically issues a review of states’ academic
content standards. www.aft.org

Data: NaTioNaL CENTER FOR EpucaTion StaTistics (NCES), CommoN CORE OF DATA, 2005-06

Center on Education Policy (CEP) is a national,
independent advocate for public education and for
more effective public schools. CEP generally works with
other research organizations to produce impartial
reports on important policy issues. www.cep-dc.org

College Board is a not-for-profit organization best
known for its SAT and Advanced Placement testing
programs. www.collegeboard.com
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KIDS COUNT is a national and state-by-state project
of the Annie E. Casey Foundation to track the status
of children in the United States. www.kidscount.org

Lincoln Institute of Land Policy, a private operating
foundation, researches issues concerning the
use, regulation, and taxation of land and strives to
improve public dialogue and decisions about land
policy. www.lincolninst.edu
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California has the highest proportion of children who live with a parent who is not a
high school graduate

Among all the states, California has the highest percentage of children under age 18 who live in
a family in which the head of household has not completed high school. This includes 25% of
the state’s children, compared with 16% in the United States as a whole. As the map shows,
California is one of five states in which this percentage exceeds 20%. The state with the lowest
percentage is Vermont (6%).

However, California is much closer to the national average in the proportion of children
living with a head of household who has a bachelor’s degree or higher: 25% in California
compared with 27% nationwide.

Parent education level is a powerful predictor of academic achievement and also of family
income. In California, 49% of K-12 students qualified for the federal free and reduced-price
meals program (one measure of poverty) in 2005-06 compared with 43% nationwide. Califor-
nia’s is the 13th highest percentage among all states. Among the five largest states, only Texas
has a higher percentage of low-income students (51%).

Percentage of children in households in which the household head has not completed high school, 2006

Percent

I 20-25

[ 15-19
10-14
6-9

In the KIDS COUNT report from which these data are
drawn, people who did not complete high school are
referred to as “dropouts.” However, the data could
include people who never entered high school or were
not educated in the United States. EdSource did not
include the District of Columbia.

DaTa: THE ANNIE E. Casey FounpaTioN, KIDS COUNT Data CENTER EDSOURCE 9/08

BASED ON DATA FROM THE 2006 AMERICAN COMMUNITY SURVEY.

National Center for Education Statistics (NCES) is
the primary federal entity that collects and analyzes
education data from the United States and other
nations. http://nces.ed.gov

National Center for Policy Analysis (NCPA) is a
nonprofit, nonpartisan public policy research organiza-
tion established with the goal to “develop and promote
private alternatives to government regulation and
control.” www.ncpa.org

© CoPYRIGHT 2008 BY EDSOURCE, INC.

National Education Association’s Rankings and
Estimates 2006-07 is a combination of two reports
based on information reported by state education
agencies. Rankings provides state-by-state figures
on government financing, demographics, and public
schools; Estimates provides projections of enroll-
ment, finances, and employment and compensation
of personnel. www.nea.org/edstats

Thomas B. Fordham Foundation supports the
Thomas B. Fordham Institute, which promotes the
belief that “all children deserve a high quality K-12
education at the school of their choice.” The institute
periodically issues a report assessing states’ academic
content standards. www.edexcellence.net
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California ranks first by a wide margin in the proportion of children who speak a
language other than English at home
Nearly half of California’s children ages 5 to 17 speak a language other than English at home,
according to data from KIDS COUNT, which is based on the 2006 American Community
Survey. This is the highest concentration of any state—about 10 percentage points above the
next highest state, Texas. And it compares to about 20% for the United States as a whole.

In terms of total numbers, California’s overall population of children who are not native

English speakers dwarfs those in other states. California is home to about 28% of all the coun-

California is unusual in having two
state education officials

California shares its basic model of state edu-
cation governance with 10 other states. These
states have a governor who appoints the mem-
bers of the State Board of Education and a chief
state school officer who is elected.

California also has both a secretary of education,

try’s children who speak a language other than English at home.

Percentage of children who speak a language other than English at home in 2006
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Connecticut
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Washington
Hawaii
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Alaska
Delaware
District of Columbia
Utah
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Idaho

Kansas
Minnesota
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Pennsylvania
Wisconsin
Michigan
Oklahoma
Indiana
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Wyoming
Arkansas
Maine
Missouri

Ohio

South Carolina
South Dakota
Tennessee
Louisiana
Montana

New Hampshire
North Dakota

appointed by the governor as an adviser, and an Alabama

elected superintendent of public instruction, who 'iz‘r:‘::{

leads the California Department of Education. Mississippi

Only the District of Columbia and four states— West Virginia . . . . . ' ' ' ' '
California, Kentucky, Massachusetts, and 0% 5% 10% 15% 20% 25% 30% 35% 40% 45% 50%

Virginia—have two state education officials.

DaTta: THE ANNIE E. CasEy FounpaTioN, KIDS COUNT Data CENTER EDSOURCE 9/08

BASED ON DATA FROM THE 2006 AMERICAN COMMUNITY SURVEY.
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California educates more than a third of the nation’s English learners
About 24% of California’s public school students are classified as English learners (ELs),
compared with 19% in the next-highest state (New Mexico) and 10% across the United States as
awhole, according to NCES data. California’s English learners comprise 37% of the total English
learner population in the nation. At 1.6 million, California’s English learner population is about
400,000 more than the number of English learners in Texas, Florida, and New York combined.
In comparison with the nation as a whole, California’s ELs are also somewhat more likely
to be Spanish-speaking (85% in California compared with 80% in the United States).

Percentage of student populations classified as English learners in 2005-06
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New Mexico
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Hawaii
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United States [Iy 10%
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Washington
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Kansas
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Delaware
Rhode Island
Montana
Arkansas
South Dakota
Michigan
Maryland
Wyoming
New Jersey
Wisconsin
lowa
Alabama
South Carolina In California, somewhat more than half of the state’s
Missouri children ages 5 to 17 who speak a language other than
ver,"fmt English are classified as English learners (ELs) in public
Lou:'afna schools. States differ significantly in this regard. It is
:::: likely that these variations can in part be explained by
Kentucky differences in the socioeconomic and linguistic charac-
West Virginia teristics of students in the respective states. Almost
Mississippi certainly, differences in the policies and assessments
T T T T T T T T T T states use to designate students as English leamers or
0% 5% 10% 15% 20% 25% 30% 35% 40% 45% 50% reclassify them as “fluent in English” also contribute to
these variations.

Note: Data on English learners are missing for lllinois, Pennsylvania, Tennessee, New Hampshire, and North Dakota; thus their enrollments are
not included in the total for the United States. Also note that bars may not appear accurate due to rounding.

DaTA: NaTioNAL CENTER FOR EpUCATION STATISTICS (NCES), COoMMON CORE OF DATA, 2005-06 EDSOURCE 9/08
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California’s particularly low level of Special Education
identification has drawn research attention. The state
uses a census-based approach to funding Special
Education in contrast to an approach that bases fund-
ing on the number of students identified. Researchers
disagree regarding the extent to which this approach per
se explains California’s low identification rate. Califor-
nia’s identification rate has historically been below the
national average. And even before the advent of census-
based funding, allocations of Special Education funds
in the state had largely been disassociated with the
number of students identified for service due to a prior
“freeze” on state funding that paid for new Special
Education staff (expressed as “Special Education fund-
ing units”).

EDSOURCE REPORT

California identifies a lower-than-average percentage of Special Education students
Students receiving Special Education services consistently make up 10.8% of the school
population in California. This is just three-fourths of the nationwide figure of 14.3%. It is also
lowest among the five most populous states. These data more likely reflect differences in the
rate of identification of students with disabilities, rather than substantial differences in stu-
dent characteristics.

Percentage of students in Special Education in the five largest states and the nation, 2005-06
18% 1
15.8%
16% 15.2%
14.3%

13.9%
14%

11.9%

N
X
1

10.8%

(=]
X
1

8% 1

6% 1

% in Special Education

4%

2% 1

0%

California Texas New York  United States Florida ' Illinois

Note: Percentages are based on the number of Special Education students states reported to NCES (those with an Individualized Education
Program or IEP) divided by the total K-12 graded enrollment reported. Students with IEPs may range in age from 3 to 22. Data from Missouri
were not provided and thus not included in the U. S. calculation.
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DATA: NATIONAL CENTER FOR EDUCATION STATISTICS (NCES), CoMMON CORE OF DATA, 2005-06 EDSOURCE 9/08

California’s high number of school districts is typical among the largest states,
but the prevalence of nonunified districts is rare

California has 987 separate school districts—a number that is high in absolute terms but proportionally
similar to other states. Florida’s approach of organizing its school districts based on county lines is
unique among the five largest states, but it is not unique among states as a whole.

In most states, the school districts are almost entirely unified districts serving students from kindergarten
through grade 12. By contrast, only about 40% of California’s school districts are unified, and they serve
approximately 71.7% of the state’s students (compared with 92.2% nationwide).

California is unusual, but not alone, in having a sizable portion of nonunified districts. It is one of only 10
states in which unified districts make up less than 70% of all districts, according to NCES. Vermont
and Montana have the lowest percentage of unified districts (12%).

California Florida Illinois New York Texas
Number of Districts 987 67 875 730 1,035
Percentage of Students 71.7% 100% 62.2% 98.3% 99.8%

in Unified Districts

Data: NaTioNAL CENTER FOR EpucaTion StaTisTics (NCES), ComMON CORE OF DATA EDSOURCE 9/08
NUMBER OF DISTRICTS FROM “LOCAL EDUCATION AGENCY UNIVERSE SURVEY,” 2005-06,
VERSION 1A. PERCENT OF POPULATION IN UNIFIED DISTRICTS FROM “SCHOOL DISTRICT

FINANCE SURVEY (F-33),” FISCAL YEAR 2006, VERSION 1A.
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RESOURCES

National comparisons provide a perspective on the process by which California funds its schools, how much
the state invests, and how those funds are spent. In general, these measures show that the state is below
average in its expenditures per pupil, among the most generous when it comes to salaries, and among the
lowest in staffing levels. A bright spot is spending on facilities, which has increased dramatically in the past
decade thanks to voter support for state and local bond measures.

California is unusual in the extent to which the state controls the amount school
districts receive

As a result of court decisions and ballot propositions, the amount California spends on its
schools is largely determined by state policymakers rather than local voters and school dis-
tricts. This level of state control over school funding is unusual as is the portion of school
revenues that the state provides. Therefore, fluctuations in the health of the state’s General
Fund substantially influence decisions about education spending.

The extent to which state governments contribute to total education spending varies, but
California’s percentage is relatively high. Data for 2004-0S, as reported by the California
Department of Education, estimated that 58% of the total revenues budgeted for K-12 edu-
cation came from the state. The state also largely determines the portion of local property taxes
that are distributed to school districts, effectively controlling about 80% of total revenues.

This compared with 47% of revenues from state sources for the nation’s schools as a whole
in 2004-05, as reported by the Lincoln Institute of Land Policy. Because the 47% includes
California, the difference between California and the rest of the country is understated.

Distribution of public K-12 school revenues in the United States, 2004-05

Federal Sources Parent (.iove'rnmfnt
9% Contributions
8%

Other Local
Sources
8%

Local Property Taxes State Sources
29% 47%

*These are contributions from local governments to school districts.
Note: Percentages may not add up to 100% due to rounding.

DATA: The Property Tax-School Funding Dilemma (2007), DAPHNE A. KENYON, EDSOURCE 9/08
LINCOLN INSTITUTE OF LAND PoLICY. BASED ON DATA FROM THE U.S. CENSUS
(2007B) AND THE TaX FOUNDATION (2006).

© CoPYRIGHT 2008 BY EDSOURCE, INC. SEPTEMBER 2008 M How CALIFORNIA COMPARES M 9



Calculations of per-pupil expenditures can vary
depending on how expenditures are defined and how
students are counted.

For its expenditure data, NEA uses the “current
expense of education” information each state pro-
vides. This is a measure of the cost of direct edu-
cational services to students and, as such, excludes
food services, facilities acquisition and construction,
and certain other expenditures.

EDSOURCE REPORT

Per-pupil funding in California has consistently been below the national average
For 30 years, California has lagged behind the rest of the nation in its expenditures per pupil.
In 1996-97, funding per pupil was 87% of the national average or $758 less per student.

Since then the state has gained some ground, but its progress has fluctuated along with the
overall health of the state’s economy. During the dot-com boom in 200001, for example, Cali-
fornia’s spending came within 4% of the national average. During subsequent slow downs in
2001-02 and again in 2004-05, the state’s relative spending slipped once again. In 2005-06,
California was at 93% of the national average in per-pupil spending, which translated to $614
less per pupil.

Expenditures* per pupil in California compared with the U.S. average

-@~— California =@~ United States
$10,000 -

$9,100
$9,000 - $8,717

$8,000 - $8,486
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5,000 -
$ $5,191

$4,000 -

Expenditures Per Pupil

$3,000

$2,000

$1,000

$0

1996-97 1997-98 1998-99 1999-00 2000-01 200102 2002-03 2003-04 2004-05 2005-06

ﬁaslifk%gﬁ 87% 90% 88% 93% 96% 94% 94% 93% 91% 93%
.S. Avg.

Calif. Rank 35 31 36 27 24 31 26 27 30 29
Among the

States

*Based on fall enrollment.

Note: NEA revises its data the year following their initial release. The data in the chart are all revised data except for 2005-06. Revised data
were not available for that year.

DatA: NATIONAL EDUCATION AssocIATION (NEA), Rankings and Estimates 2006-07 EDSOURCE 9/08
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Among the five largest states, California ranked in the middle on K-12 per-pupil
spending in 2005-06

Although California falls consistently below the national average in K-12 per-pupil spending,
it is in the middle among the five most populous states. Both Texas and Florida have declined
somewhat in their proportion of the national average since 1997-98—Texas most dramati-
cally. In 1997-98, Texas’ per-pupil expenditures were 93% of the national average and Florida’s
were 88%. It is notable that the student populations in both states had been growing rapidly

during the same time frame (see page 3).

K-12 per-pupil expenditures as a percent of the U.S. average, 2005-06
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Note: Per-pupil expenditures are based on fall enroliment.

DATA: NATIONAL EDUCATION AssociaTION (NEA), Rankings and Estimates 2006-07 EDSOURCE 9/08

The California State Preschool program is modest by national standards

California is one of 38 states that provide funding for a state prekindergarten program, according
to the National Institute for Early Education Research (NIEER) State of Preschool Yearbook 2007. Of
these states, the California State Preschool program ranked 25th out of the 38 states in the amount of
state resources spent per child enrolled ($3,486 in 2006-07). New Jersey was the top-ranked state,
spending $10,494 per child.

California’s relatively low per-student expenditure is likely related to the quality standards of the state’s
preschool program. For example, although 22 states (including New Jersey) require preschool teachers
to have a bachelor’s degree, California’s program does not. That lowers costs significantly. Similarly,
California is one of only five states that do not limit class size to 20 children or fewer, which reduces
the number of teachers that must be hired.

California’s total state spending for this program was more than $295 million in 2006-07. The state
supports many other early education and child development programs that were not included in
NIEER’s analysis.
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State-level comparisons do not
consider the range in the cost
of living within California

Adjusting teacher salary data and rankings based
on the NCES 2005 Comparable Wage Index is
useful for state-to-state comparisons. But these
comparisons do not reflect the substantial varia-
tions within California and the impact of the high
cost of living in its urban areas.

A 2005 analysis by the National Center for Policy
Analysis (NCPA) compared the pay of elementary
school teachers in 50 major metropolitan areas.
NCPA found that although elementary school
teachers in San Francisco rank second among
the 50 areas with an unadjusted average salary of
$59,284, the salary falls to $32,663 when
adjusted for the cost of living and San Francisco
falls to 49th. Similarly, Los Angeles elementary
school teachers’ average salary ranked fourth
before a cost-of-living adjustment and 48th
after. Findings for secondary school teachers
were similar.

Note: NCPA determined metropolitan areas cost of living
by using the American Chamber of Commerce Researchers
Association Cost of Living Index. The center relied on the
U.S. Bureau of Labor Statistics Metropolitan Area Occupa-

tional Employment and Wage Estimates report to calculate
average teacher salaries.

Adjustments for cost of living can be done in various
ways. The NCES CWI uses the salaries of college-
educated workers who are not in public education and
thus measures the wage an employer in a given area
must offer to attract people with education levels that
are comparable to school teachers.

Teachers are the focus of the salary comparisons here
because they are the only educators for whom compar-
ative salary data are readily available. It can reasonably
be assumed that California’s average salaries for other
educators are comparably high compared to their coun-
terparts nationally.

EDSOURCE REPORT

California’s teacher salaries are high compared with other states

California’s average teacher salary—$59,825 in 2005-06—is higher than that of any other
state. However, the relatively high cost of living in California is a contributing factor. In
comparisons of average teacher salaries among states, the seniority of the workforce also plays
arole because teacher salaries generally increase with experience.

Throughout the United States, teachers do not earn as much as other college graduates.
Although California’s teachers earn only about 84% as much as other college graduates in the state,
that is a higher percentage than for teachers nationally (77%) and in most other individual states.

When teacher salaries are adjusted for regional cost-of-living differences, California
remains among the states with the highest average teacher pay. EdSource adjusted the NEA
teacher salary data using the NCES 2005 Comparable Wage Index (CWI) to reflect regional
cost-of-living differences. When this was done, California’s ranking dropped from first to
seventh in the nation for 2005.

Teacher salaries in 2005 adjusted for regional cost differences in all 50 states

(TR 2005 Teacher Salaries Adjusted Based
on the NCES Comparable Wage Index

$32,000 to $36,000
$36,001 to $39,000
I 539,001 to $42,000
Il 542,001 to $45,000

Unadjusted and adjusted teacher salaries for the five largest states and the U.S. average, 2005-06

Salary and rank among the states
adjusted for wage levels*

Unadjusted salary and rank among the
states, 2005-06

Avg. Salary Rank Avg. Salary Rank
I1linois $58,686 4 $44,949 1
California $59,825 1 $43,139 7
New York $57,354 6 $40,533 19
Florida $43,302 29 $36,975 37
Texas $41,744 35 $33,358 50
U.S. Average $49,026 $39,188 -

* Adjusted using the 2005 Comparable Wage Index provided by the National Center for Education Statistics (NCES).
Note: The District of Columbia is included with the 50 states.
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California ranked near the bottom in pupil-teacher and pupil-staff ratios in 2005-06
California’s below average per-pupil expenditure—combined with higher-than-average
teacher salaries—translates into much higher-than-average pupil-teacher ratios. In 2005-06,
California ranked 49th in the nation, with a ratio of 20.8 students per teacher. Only Arizona
and Utah had higher numbers of students per teacher.

Another way to think about pupil-teacher ratios, and ratios of other staff to students, is by
counting the number of staff per 1,000 students. These data make clear that California not only
has fewer teachers, but also fewer adults in its schools across all categories. California has about
72% as many staff in its districts and schools as is typical for the nation as a whole, and it has
about 66% (or two-thirds) as many as is typical in Texas.

The effects are easier to understand when one thinks about how they play out in a typical
school or district. For example, on average a California school of 1,000 students would have 2.2
school site administrators (principal or assistant principal). Nationally, the average is 3.4
people. The same school in California would have 48 teachers compared with a national aver-
age of almost 64—three teachers in California for every four in the United States.

The differences are even more dramatic for district officials. On average, a California school
district with 10,000 students would have four district officials/administrators compared with
13 in the typical district in the United States, or more than three times as many.

Staff per 1,000 pupils in 2005-06 for the five largest states and the U.S. average

Texas New York Illinois Florida California us. % of U.S. California’s
Average Average Rank

Officials & Administrators only

Principals/Asst. Principals 7.0 31 31 2.7 2.2 34 63% 49
Teachers 66.8 77.8 63.4 59.4 48.0 63.9 75% 49

Guidance Counselors 2.3 24 15 21 1.1 21 52% 51
Librarians 1.1 1.2 1.0 1.0 0.2 1.1 17% 51

Note: The District of Columbia is included with the 50 states. NCES includes pre-K public school students and their teachers in these data.

NCES estimated that there were 125,099 pre-K students and 8,850 pre-K

teachers in California in 2005-06. The “Total Staff” row includes all district and school staff plus those who fall under the NCES category “All Other Support Staff.”

DaTA: NaTIONAL CENTER FOR EDUCATION STATISTICS (NCES), CoMMON CORE OF DATA, 2005-06

EDSOURCE 9/08
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From 1988 to 2006, public school enroliments in Cali-
fornia grew by 44% compared with a 23% growth rate
for the rest of the United States (excluding California).
Texas grew nearly as rapidly, with a growth rate of 40%,
while Florida’s increase was substantially more (63%).

EDSOURCE REPORT

Changes in state policy led to dramatic changes in California’s funding of school
facilities after 1998

During the past two decades, California, Florida, and Texas have all seen their K-12 enroll-
ments increase significantly. However, between 1988 and 1997, California fell well below the
other two fast-growing large states—and all other states combined—in its funding of school
facilities construction.

Beginning in 1998, that picture began to change. Between 1998 and 2006, voters passed a
series of statewide bond measures totaling $35.4 billion; and in 2000, they supported Proposi-
tion 39, which reduced the minimum voter-approval threshold for local bond measures from
two-thirds to 55%.

Proposition 39 has had a significant impact on bond passage rates. Altogether 77% of all
bond elections from 2001 through 2007 passed (and 83% of those requiring 55% approval).
Those elections provided $32.9 billion for local school facilities, compared with $19.1 billion
in the prior 14 years. California’s capital expenditures per pupil from 2003 to 2006 were
the highest of any state.

General obligation hond passage rates before and after Proposition 39

Number of G.0.Bonds Percent Passing  Dollar Amount of Passing

Bonds (not adjusted
for inflation)
1986-2000 859 55.4% $19.1 billion
2001-2007 476 71.3% $32.9 billion
DATA: BASED ON THE BEST AVAILABLE INFORMATION FROM EDSOURCE, SCHOOL SERVICES OF EDSOURCE 9/08

CALIFORNIA, INC., LEAGUE OF WOMEN VOTERS OF CALIFORNIA, COUNTY ELECTION OFFICES,
AND LOCAL EDUCATION AGENCIES

Capital expenditures per pupil in 2006 dollars for California, Florida, Texas,
and for the United States excluding California
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Data: U.S. CENSUS BUREAU, “PUBLIC EDUCATION FINANCES,” VARIOUS YEARS. THESE DATA EDSOURCE 9/08
WERE ADJUSTED TO 2006 DOLLARS BY ERIC BRUNNER, ASSOCIATE PROFESSOR OF ECONOMICS,
QUINNIPIAC UNIVERSITY.
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STUDENT ACHIEVEMENT

Comparing the achievement of California’s students to those in other states is as much a comparison of
student backgrounds and state policy as of performance. Each state determines its own academic standards
and its own assessments of those standards; and it decides on the cut scores that will represent “proficient”
on those assessments. California’s demanding expectations for academic achievement and ambitious defini-
tion of proficiency affect how well the state’s schools perform against the standards and their ability to meet
federal benchmarks. Although other measures—such as high school graduation rates, scores on the National
Assessment of Educational Progress (NAEP), and college admissions tests—are more comparable, state-
specific factors, including students’ family backgrounds, still affect the results. For all these reasons,
achievement comparisons can illuminate how each state is progressing toward its own and federal goals,

but they do not necessarily indicate that one state’s education system is better or worse than another’s.

Two organizations rate California’s academic content standards among the highest

in the nation

California’s academic content standards were developed through an extensive consultative
process within the state in the late 1990s. Content standards specify what students should
know and be able to do by subject and grade level. Every state now has academic content stan-
dards of their own and assessments that test how well students have mastered those standards,
as required by the federal No Child Left Behind (NCLB) law. However, California’s standards
are consistently ranked as being of the highest quality.

States’ academic content standards graded from “A” to “F” by the Fordham Foundation in 2006
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* lowa did not have state academic content standards at the time the Fordham Foundation wrote its report, but its Legislature passed a bill in
2006 to create them, according to Fordham. Rhode Island had no standards for history at the time of the report.

The Thomas B. Fordham Foundation gives California’s
content standards a ranking of “A,” and the American
Federation of Teachers (AFT) rates the standards “A-"
The difference between the two organizations is their
emphasis.

In Fordham’s State of State Standards in 2006, Cali-
fornia is among just three states to earn “straight A's”
in all four core subjects: English language arts, math,
science, and world history. This contrasts with Ford-
ham’s average rating of “C-" for state standards across
the nation on all subjects. The Fordham Foundation’s
criteria address clarity, structure, and the scope and
rigor of content. Fordham rates standards in each of the
four core subjects for all K-12 grades collectively.

By comparison, AFT rates standards for specific grade
spans. In Sizing Up State Standards 2008, AFT consid-
ers standards in four content areas (English, math,
science, social studies) in three grade levels (elemen-
tary, middle, and high school). For each of its 12
categories of standards, the AFT provides a yes-or-no
rating on whether the standards meet the organiza-
tion’s composite criteria for clarity, specificity, and
content that support teaching and learning. Along with
Arkansas and Louisiana, California received 10 positive
ratings out of 12. (California’s high school English and
elementary social studies standards did not meet AFT’s
criteria.) Four jurisdictions did better than California:
Georgia, Indiana, and the District of Columbia received
11 positive ratings, and Virginia received 12.

DATA: THOMAS B. FORDHAM FOUNDATION, The State of State Standards, 2006 EDSOURCE 9/08
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The key metric for No Child Left Behind (NCLB) report-
ing is the percent of students scoring at least proficient
on state tests.

As part of California’s development of its state account-
ability system, California set five performance levels for
evaluating student performance on state assessments:
advanced, proficient, basic, below basic, and far below
basic. For most grade levels and subjects, the proficient
benchmark represented an ambitious performance
level that less than a third of students were achieving
at the time.

EDSOURCE REPORT

California’s progress against its own standards, though largely comparable to other
states, shows variation by grade level

Acknowledging the wide variation in academic standards and assessments among the states,
the Center on Education Policy (CEP) conducted an analysis of how well states were doing
against their own benchmarks as reported to the federal government for NCLB purposes. For
those states with sufficient data, CEP reported on progress between 2002 and 2007, focusing

on whether achievement had increased and if achievement gaps had narrowed.

California joined the majority of states in showing gains at the elementary level
California’s progress against its own demanding performance standards shows gains in ele-
mentary school in both math and English language arts, as is true in most other states for which
data were available.

States’ progress on the percentage of elementary school students scoring proficient or ahove on state
tests of reading and math, 2002 through 2007

Reading Math

States Making Gains California and 23 other states— California and 27 other states—
AK AL, AR, FL, IA, ID, KY, LA, MD, MS, AK, AL, AR, AZ, FL, GA, IA, ID, KY, LA,
MT, ND, NE, NM, NV, OH, OK, OR, MA, MD, MS, MT, NE, NJ, NM, NV,

SC, TN, TX, WA, WV OH, OK, OR, PA, SC, TN, TX, WA, WV
States Making Slight Gains 10 states—AZ, CO, HI, IN, MA, NC, 5 states—CO, HI, IN, ND, UT
NJ, PA, SD, UT
Sufficient Trend Data 16 states 17 states
Unavailable
DaTA: Has Student Achievement Increased Since 2002? State Test Score Trends Through 2006-07, EDSOURCE 9/08

CENTER ON EDUCATION PoLICY, 2008. CEP USES 4TH GRADE CALIFORNIA STANDARDS
TEST (CST) RESULTS FOR THE STATE'S ELEMENTARY SCHOOL READING AND MATH ANALYSIS.

CEP’s report of California’s slight decline in middle school math misses real progress in
Algebra | results for 8th graders
In middle school, California, like 19 other states, shows a gain in reading, according to the
CEP report. However, CEP used Algebra I as its measure of student performance on middle
school math in California, a test that about half of the state’s 8th graders took in 2007. The re-
searchers reported a slight decline in math performance based on scores of these algebra test
takers only. (The percent scoring proficient went from 39% to 38% between 2002 and 2007.)
Underlying this slight decline is the fact that the percentage of 8th graders taking Alge-
bralin California increased greatly, particularly among lower-scoring subgroups. (The overall
participation rate rose from 32% to 49% between 2002 and 2007.) Even though the perform-
ance of each ethnic subgroup improved during that time, the rapid expansion in participation
by lower-scoring subgroups had a dampening effect on overall scores. Thus, a statewide
decrease in the percent of test takers scoring proficient masks the good news of increased
participation and test scores for all subgroups. New state efforts to further increase the number
of 8th grade students taking the Algebra I test make it likely that these performance data will
continue to be complex for years to come.
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States’ progress on the percentage of middle school students scoring proficient or above on state tests of
reading and math, 2002 through 2007

States Making Gains

States Making Slight Gains

No Change
States Making Slight Declines

States Making Declines
Sufficient Trend Data

Reading

California and 19 other states—
AK,AL,AR, IA, ID, IN, KY, LA, MA, MD,
MT, ND, NE, NM, NV, PA, TN, TX, WA

9 states—CO, FL, MS, NC, NJ, OH,
0K, OR, UT

1 state-WV

3 states—AZ, HI, SC

1 state—SD
16 states

Math

28 states—AK, AL, AR, CO, FL, GA,
HI, 1A, ID, IN, KY, LA, MA, MD, MS,
NE, NJ, NM, NV, OH, OK, OR, PA, TN,
TX, UT, WA, WV

2 states—ND, SC

1 state—AZ

California (based on Algebra |
test takers only)

1 state—MT
17 states

Unavailable

DaTA: Has Student Achievement Increased Since 20022 State Test Score Trends Through 2006-07, CENTER
ON EDUCATION PoOLICY, 2008. FOR CALIFORNIA’S MIDDLE SCHOOL ANALYSIS, CEP USES 8TH GRADE
CALIFORNIA STANDARDS TEST (CST) RESULTS FOR READING AND THE ALGEBRA I CST FOR MATH.

EDSOURCE 9/08

California’s high school progress is mixed, with gains in math and a slight decline in reading
CEP’s analysis places California with 18 other states whose high school students show gains in
math and with five states whose students show a slight decline in reading. These findings are
difficult to interpret because states vary greatly in which tests are used at the high school level.
For example, the only standards-based test in English and math that California high school
students take for federal reporting purposes is the California High School Exit Exam
(CAHSEE). It measures English standards through 10th grade and middle school math stan-
dards (including Algebra I). This is not the approach taken by all states, some of which do not

even have exit exams.

States’ progress on the percentage of high school students scoring proficient or ahove on state tests of
reading and math, 2002 through 2007

Reading Math

14 states—AR, KY, MA, MD, MT, ND, California and 18 other states—
NE, NH, OH, OK, PA, TN, TX, WA AL, AR, FL, KY, LA, MA, ME, MS, ND,
NE, NH, NJ, OH, OK, TX, UT, WA, WV

10 states—CO, CT, HI, ID, LA, NJ, 7 states—CT, GA, ID, IN, NM, PA, SC

States Making Gains

States Making Slight Gains

OR, RI, SC, UT
No Change 1 state—IN 4 states—CO, IA, OR, TN
States Making Slight Declines California and 5 other states— 3 states—AZ, HI, Rl

AL, AZ, FL, IA, WV
States Making Declines 5 states—ME, MS, NM, NV, SD 2 states—MT, NV
Sufficient Trend Data 14 states 15 states

Unavailable

The Center on Education Policy stresses that its analy-
sis is not intended to compare states with each other.
Rather, the center’s central question was the extent
to which each state could claim progress against its
own standards based on its own assessments. As
California’s Algebra | results demonstrate, answers to
even those seemingly straightforward questions can
be misleading.

A major contribution of CEP's work is its online analyses
and profiles of the test results for all 50 states. These
can be accessed at www.cep-dc.org as part of the
report, Has Student Achievement Increased Since
2002? State Test Score Trends Through 2006-07.

DATA: Has Student Achievement Increased Since 2002? State Test Score Trends Through 2006-07,
CENTER ON EDUCATION PoOLICY, 2008. CEP USES THE ENGLISH LANGUAGE ARTS AND
THE MATH SECTIONS OF THE CALIFORNIA HIGH SCHOOL EXIT EXAM TAKEN IN 10TH
GRADE FOR CALIFORNIA’S HIGH SCHOOL ANALYSIS.

EDSOURCE 9/08
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Aschool is considered “in need of improvement” if it or
any of its student subgroups has not made adequate
yearly progress for two consecutive years on one indi-
cator (English or math). In California, these schools
enter “Program Improvement,” and they must develop
a two-year improvement plan. After four consecutive
years of missing AYP goals, a school faces “corrective
action” by the state, which includes more serious steps
for turning around the school’s performance. If after a
year of corrective action the school is still not making
AYP, it must begin planning some type of “restructur-
ing” to be executed if the school again fails to make
AYP. Restructuring requires a change in the governance
of the school, with options such as replacing staff or
converting to a charter school.

For more information on AYP, please see the Account-
ability Overview at: www.edsource.org

EDSOURCE REPORT

California’s implementation of No Child Left Behind has meant a large proportion

of the state’s schools are not making adequate yearly progress

NCLB requires schools, districts, and states as a whole that receive Title I funding to demon-
strate adequate yearly progress (AYP) in English language arts and math. Based on federal

guidelines, the state sets annual targets for the percentage of students who must test proficient

or above in those subjects in order to make AYP.

Several state policy decisions contribute to whether a school, district, or state makes AYP,

including:
B the rigor of state standards,

B the state’s cut score for proficient on the state test, and
B the annual measurable objectives (AMOs) that must be met in order to make AYP.
Each state sets its own policies (with federal approval), and they vary considerably from state

to state.

Prior to the enactment of NCLB in January 2002, California’s State Board of Education
(SBE) had already established rigorous academic content standards and built assessment and
accountability systems based on them. The state had also set cut scores that defined proficiency
for English language arts and was in the process of doing the same for other subjects. In
response to NCLB, the SBE set up California’s AMOs based on the demanding definitions of
proficiency already in place. With a relatively high bar for proficiency and an ever-increasing

percentage of students expected to clear that bar, California is seeing a growing share of its

schools unable to make AYP each year.

Within this context, a larger proportion of California schools have been identified for

NCLB sanctions than is true nationally. Comparing California to the other four large states,

however, shows that Florida has even more schools facing sanctions. By contrast, Texas in

particular appears to be faring much better. It is unclear whether Texas students and schools

are doing better academically, whether the state’s standards are less rigorous, or whether

its accountability measures are set up under NCLB differently.

Percentage of total public schools not making AYP and schools in restructuring, 2006-07
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Note: ATitle | school that does not make adequate yearly progress (AYP) for five consecutive years is identified for restructuring.

Darta: U.S. DEPARTMENT OF EDUCATION, Consolidated State Performance Report, 2006-07
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Although California ranks among the lowest states on NAEP, its scores are closer

to the national average if English learners’ results are excluded

To varying degrees, standardized state tests differ from the National Assessment of Educa-

tional Progress (NAEP) in purpose and design and in how well students perform. NAEP is the

only national assessment of what U.S. students know and can do in core academic subjects.

NAEP is an ongoing assessment, and results are calculated to permit comparisons of student

performance among states.

It is important to note, however, the state policies that affect California’s NAEP results, as
well as the results of the other states:

B NAEDP is not aligned with state standards, so it does not necessarily test what students are
learning in the classroom.

B California includes many more of its English learners in the testing than do other states with
large English learner populations. These students’ performance thus has a larger effect on
the state’s overall performance than is true elsewhere. For greater accuracy, it is important
to compare subgroup results with those of similar students in other states and the nation.

California’s overall student performance on the 2007 NAEP was significantly lower than
the national average. The state’s students ranked among the five lowest states on each of the
assessments. However, when the English learner population is taken out of the equation and
the results of non-English learners only are compared, California’s performance is more akin

to that of the other large states and the nation as a whole.

Percentage of non-English learners scoring proficient or above on 2007 NAEP

California  Florida lllinois New York Texas United

States
4th Grade Reading 31% 35% 34% 38% 32% 34%
4th Grade Math 40% 42% 39% 46% 44% 42%
8th Grade Reading 26% 29% 30% 33% 29% 31%
8th Grade Math 29% 28% 31% 31% 37% 33%

Note: Observed differences may not be statistically significant.

DaTA: U.S. DEPARTMENT OF EDUCATION, INSTITUTE OF EDUCATION SCIENCES, NATIONAL EDSOURCE 9/08
CENTER FOR EDUCATION STATISTICS (NCES), NATIONAL ASSESSMENT OF EDUCATIONAL
PrOGRESS (NAEP), 2007
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New methods and data are expected
to make graduation rates more
accurate and more comparable in
the future

According to Education Week, California and
most other states use a graduation rate calcula-
tion that divides the number of students earning
a diploma by that same number, plus students
who have dropped out or have otherwise com-
pleted their education.

New Department of Education regulations will
require states by 2012-13 to use a uniform four-
year adjusted cohort rate, agreed to by the
National Governors Association (NGA).The cohort
method requires a longitudinal data system to
assign students a unique identifying number and
track the individual from ninth grade through
graduation or until that student drops out.

Many states, including California, are in the
process of bringing their longitudinal data on
line. California’s experience with the student-
based data in the summer of 2008 makes it clear
that this new approach to graduation rate calcu-
lations can markedly change the results. Using
student-level data for the first time, the state
reported that for 2006-07 the “ninth grade to
graduate rate” was 67.6%. For that same year,
the California Department of Education reported
to the federal government a graduation rate of
79.5% using the method specified under its exist-
ing NCLB reporting plan.

Between 2000 and 2005, California’s estimated gradu-
ation rate increased nearly 3 percentage points, at the
same rate as the national average. Over that same
period, four states saw their graduation rates decline,
and 25 states improved but at a slower rate than the
national average. The other 21 states improved their
graduation rates by more than 3 percentage points.

EDSOURCE REPORT

Based on estimates, California high school graduation rates were comparable to the
national average in 2005

Earning a high school diploma is an important student outcome and a strong predictor of future
social and economic success. NCLB requires schools to report graduation rates as an academic
accountability indicator at the high school level. However, states currently vary in how they
calculate these graduation rates. Efforts to standardize this important measure and make it
more accurate are currently under way (see box).

In the meantime, the U.S. Department of Education compares states’ graduation rates using
an estimate known as the Averaged Freshman Graduation Rate (AFGR). The AFGR is based on
the average size of an incoming freshman class and the average number of diplomas awarded four
years later. Based on the AFGR estimate, 74.6% of California’s 12th graders graduated on time in
2005, roughly the same as the national average of 74.7%, giving California a ranking of 33rd.

Graduation rates by state in 2005, using the Averaged Freshman Graduation Rate (AFGR) method
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DaTa: NaTIONAL CENTER FOR EDUCATION STATISTICS (NCES), DIGEST OF EDUCATION
STATISTICS, 2007. AVERAGED FRESHMAN GRADUATION RATES FOR PUBLIC SECONDARY
SCHOOLS, BY STATE: SELECTED YEARS, 1990—91 THROUGH 2004-05
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California high school students exceed their peers in advanced placement
course-taking and test performance

During the past few years, the percentage of California students who took an advanced place-
ment (AP) exam in high school has increased and exceeded the national percentage. California
students were also more likely to score 3 or better on these tests. Students who score a 3 or
higher (out of §) may receive college credit. According to several studies on the topic, earning
a 3 or higher on an AP exam is a main predictor of college performance.

35% - Results on advanced placement (AP) exams over time for California and the nation
" M 2002
0, /0
30% 4 B.1% I 2006
2007
25% 24.9%
o -
2 20% - 19.9% 19.1%
g
T
=]
@
5 15% A
R
10% -
5% 4
0% -
California United States California United States
% of Students Who Took an AP Exam in High School % of Students Who Scored a 3+ on an Exam in High School

DATA: THE COLLEGE BOARD, AP REPORT TO THE NATION 2008, APPENDIX C EDSOURCE 9/08

Performance of California’s college-bound students on the SAT is comparable to that
of students in other states

The rates of student participation and achievement on a college-readiness test such as the SAT
Reasoning Test (critical reading, mathematics, and writing) provides an important indicator of
students’ preparation for college-level work and their postsecondary ambitions. California’s
participation rates and scores on the SAT test sections are similar to the national averages.

Average scores for California and the nation on the SAT for the class of 2007

Test Section California U.S. Average
Mathematics 516 515

Percent of Graduates Taking the SAT 49% 48%

Because universities in some states require the SAT
college admissions test while others require the ACT,
comparisons of SAT participation can be somewhat
misleading. In California, the College Board reports that
48% of students projected to graduate in 2007 took
the SAT. By comparison, 65% of high school graduates
in Florida, 89% of graduates in New York, and 52% of
graduates in Texas took the SAT. In lllinois, where
students are more likely to take the ACT, only 8% of
graduating students took the SAT.

In 2007, 15% of California’s graduating seniors took
the ACT (U.S. average rate: 42%), according to ACT.
The mean composite score for California was 22.1
compared with the U.S. mean of 21.2. Data are not
available to determine how many ACT test takers took
both tests and thus are included in the SAT total.

DaTA: THE COLLEGE BOARD. SAT SCORE AVERAGES OF COLLEGE-BOUND SENIORS AND PERCENTAGE EDSOURCE 9/08

OF GRADUATES TAKING SAT, BY STATE OR JURISDICTION, 2006-07
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The percentage of California high school graduates who enroll directly in a four-year
college is relatively low

California’s public and private high school graduates were less likely to enroll directly in a
four-year college or university than their peers in the other large states in 2004, according
to the most recent estimates available.

Estimated percentage of high school graduates going directly
60% - to a four-year public or private college or university, 2004

50%- 48%

o]
3
s 0,
3 20%- 39% 38%
¢ 36%
Y
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2 30%-
This estimate is calculated by dividing the number of @ 5%
students who graduated from any high school in a _'go
particular state in the past 12 months and directly I 20%
enrolled in a four-year college or university anywhere in \°°
the United States by the number of public and private
high school graduates from that state. All data are not 10%+
available for each year, so this estimate uses college
enrollment data from fall 2004 and public and private o%
. . 0 T T T T T
high school graduate numbers from spring 2005. California Florida Illinois New York Texas United States
Data: NATIONAL CENTER FOR EpUCATION STATISTICS (NCES) Digest of Education EDSOURCE 9/08

Statistics 2007, TABLE 101; Digest of Education Statistics 2005, TABLE 204;
Private School Universe Survey, 2005-06, TABLE 15.

To Learn More

Demographics

B More data about the characteristics of
California students are available from DataQuest,
http://datal.cde.ca.gov/dataquest, and
Ed-Data, www.ed-data.k12.ca.us.

M For more information about the state’s English
leamer students, see EdSource’s March 2008 report,
English Learners in California: What the Numbers
Say. www.edsource.org/pub_Elvitalstats3-08.html

Resources

B EdSource’s website provides an explanation
of California’s school finance system.
www.edsource.org/school-finance.html

M Data on per-pupil expenditures and staffing
ratios for individual school districts in California
over time can be found on the Ed-Data website.
www.ed-data.k12.ca.us

M NCES offers the Build a Table tool that allows M For detailed information on statewide test
users to access multiyear Common Core of Data scores, g0 to the Testing & Accountability
information. http://nces.ed.gov/ccd/bat section of the California Department of

Student Achievement Education website. www.cde.ca.gov/ta

M For an in-depth look at the achievement of
the state’s African American students, see
EdSource’s May 2008 report, Raising African
American Student Achievement: California
Goals, Local Outcomes. www.edsource.org/

B The NAEP section of the NCES website offers a pub_AAachievement5-08_report.html
number of website tools and applications.
http://nces.ed.gov/nationsreportcard/about/

B Copies of California’s academic content
standards can be found on the California
Department of Education website.
www.cde.ca.gov/be/st/ss/index.asp

M For data on student achievement as well as
student demographics and state resources,

naeptools.asp
see EdSource’s 2008 Resource Cards on
B The California Postsecondary Education California Schools.
Commission provides more data on California www.edsource.org/pub_resourcecards4-08.html

students’ college-going rates. www.cpec.ca.gov
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CONCLUSION

National comparisons make it clear that California’s public schools face a daunting task. They are being
expected to meet demanding new achievement goals that apply to all their students. Yet they collectively
educate a higher percentage of academically challenged students and are trying to do so with substantially
fewer staff than other states.

Demographic comparisons show the formidable tasks that California schools face

With its 6.2 million school children, California is the largest state by far and one of the most
ethnically diverse. Compared with other states, a higher proportion of K-12 students in Cali-
fornia face academic challenges because they live in homes where their parents do not speak
English and/or have not graduated from high school.

The sheer size and diversity of California make simply operating a state school system a
much more complex and formidable task than what any other state faces. Texas, which is simi-
lar in its diversity, educates 2 million fewer children of whom only 16% are identified as English
learners, compared with 24% in California.

During the past decade, these realities have made the state’s task of implementing a new
standards-based education system much more daunting than in states where the numbers are
fewer and students’ similarities outweigh their differences. But California’s reforms are now
largely institutionalized, if not fully implemented. In addition, the state’s era of explosive popu-
lation growth and dramatic ethnic change appears to be over. California can perhaps look

forward to at least a few years of relative stability in terms of its student population.

California is hehind most other states in the resources its schools have availahle
California’s investment in its schools has also increased somewhat in the past 10 years
relative to the national average. That said, in 2005-06 the state remains 7% or $614 below the
U.S. average expenditure per pupil.

The data indicate that the increase that occurred between 2001-02 and 2005-06—from
$7,055 to $8,486 per pupil (not adjusted for inflation)—did not put more teachers or other
staff into the state’s schools. Instead, it largely paid for a boost in average salaries, as indicated
by teacher salaries. In the process, the state maintained a teacher wage level that is more
comparable to other professionals than is the case in most other states.

The net result is that basic resources in California schools changed very little over this time.
This state’s schools are working with a higher proportion of academically challenged students,
and doing so with three adults for every four available in schools nationally. That reality has
not deterred state and federal leaders from pressing forward with accountability measures that
have raised expectations and increased the pressures that the educators in the system face.

California students are making some progress, but not enough to meet NCLB
benchmarks or the state’s ambitious goals
California has set high expectations for the academic achievement of its students. Data indi-
cate that here, as in many other states, the standards-based reform agenda—with its high-
stakes assessment and accountability systems—has resulted in higher scores on state
achievement tests.

Comparisons with national benchmarks also show that student achievement in California
varies depending on the student groups in question. When English learners are not included

in NAEP results, the state’s student achievement scores come close to the national average.
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The California students who take demanding SAT and AP tests do as well or slightly better
than their peers nationally. Yet a smaller proportion of California high school graduates go

directly to a four-year university.

Overall, California schools appear to be making important progress, but clearly they have
much to do. Less apparent is how much more progress is possible and how rapidly it can
occur without a real change in the resources available to California schools. This is particularly
true for schools with a large number of students who face the most academic challenges,
particularly those who need to learn English. In a year when the state is struggling to find funds to
maintain the status quo, the possibility of such an increased investment seems very far away. [I{]
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xpectations are rising for both

California public schools and their

students. In response, many educators
and a growing number of other Californians are
questioning whether the state’s schools—as
they are currently staffed and operated—have
the capacity to deliver what is expected. And if
they do not, to what extent is it because they
are not adequately funded?

Indeed, various analyses, anecdotes from
local schools, data comparisons with other
states, and a growing political sentiment indi-
cate that California’s public schools are under-
funded for the task at hand.

In California today, there is growing aware-
ness that the call for higher standards has fiscal
implications. Elsewhere in the United
States that convergence is leading to a
fundamental shift in the way courts,
researchers, state policy makers, and
educators are conceptualizing school

4 : . . .
finance. There is a growing emphasis
on the idea of funding adequacy—
that is, determining the level of re-

10 .
sources schools should receive based
on a definition of the educational

3 goals of the system.

The adequacy approach attempts
to answer two questions: How much
14 money would be enough and where
would it best be spent? This inquiry
swiftly raises multiple issues:

[J What is needed to give students
equal access to educational
23 opportunity?
[J What level of achievement is ex-
pected from students?

[0 What are accurate and fair mea-
sures of what students and schools
are accomplishing?

© Copyright 2000 .
57 B, [ [J What are the most important

components for an effective
education system?

[J How do local differences affect the way
resources should be used?

[1 How can the state responsibility for student
achievement be balanced with the need for
local flexibility to respond to differing cir-
cumstances?

[J What can be done to make the system more
efficient and more effective?

This report provides a framework in which
Californians can explore these issues as they
relate to school funding. Armed with a better
understanding of the many factors that must be
considered, perhaps the state as a whole can
arrive at a well thought-out answer to the
question, “How much is enough?”

The school finance system
has evolved over the past
three decades

Historically in the United States, local property
taxes were the major source of funding for public
schools, and the tax rate was locally determined.
This often led to dramatic differences in school
funding, usually depending on the relative prop-
erty wealth of the surrounding community.

Equal funding was meant to
equalize students’ opportunities

In the last 30 years, this property tax—based
approach to school funding has gradually given
way, usually by court order, to systems that at-
tempt to create greater funding equity among
school districts. The underlying assumption is
that a clear relationship exists between how
much money schools receive and how well
their students are educated.

This rationale is summarized in The Future
of Children: Financing Schools, a 1997 publication
by the David and Lucile Packard Foundation.
“Schooling matters. Decades of research confirm
that both the quality and the quantity of
schooling are strongly associated with increased
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income, better health, lower levels of criminal
activity, and less reliance on public assistance.
The justification for public financial support of
schooling is both civic and personal. Schools
are expected to prepare children for the respon-
sibilities of citizenship and to improve their in-
dividual economic prospects and quality of life.”

During the 1970s and 1980s, many state
courts found great disparities in base per pupil
spending between high and low property-
wealth districts. They mandated that these
funding disparities be eradicated. In placing dis-
tricts on a level fiscal playing field, the courts
often invoked equal protection clauses in state
constitutions to establish that
state governments have an
obligation to equalize students
access to educational opportu-
nities and thus life chances.

’
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The courts, voters,
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Begun in 1968, the Serrano v.
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reshaping the school funding
structure in California in the
early 1970s. In the years follow-
ing, many related state laws
and constitutional amendments
were passed. They included:

of students.
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state replaced the lost property taxes and
effectively took control of school funding.

[J Proposition 98: This 1988 voter-approved
initiative guaranteed K—14 schools (kinder-
garten through community college) a mini-
mum level of funding depending on the
state’s tax revenues.

More recently, a plethora of new categorical
programs have been created. In some cases,
these programs have addressed differential stu-
dent needs. But most recently they have also
been a way for state policy makers to pressure
school districts into certain types of expenditures

Funding for California’s Public Schools Comes
from Several Sources

Distribution

—>

7
S

Categorical

General Purpose
(Revenue Limit)

Miscellaneous
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In this diagram, the column on the left shows the five sources of money for
schools in California. The column on the right shows how the different
sources feed into school district budgets. The categorical portion is earmarked
by either the state or federal government for specific purposes or categories

State funds and property taxes are the funds included in the Proposition 98

guarantee and make up more than 80% of total education funding in California.

(] Proposition 13: Passed by
voters in 1978, this consti-
tutional amendment re-
sulted in a dramatic
reduction in the amount of
local property tax revenue
available for cities, coun-
ties, other special districts,
and especially for schools.

[J AB 8: This legislation im-
plemented Proposition 13
and shielded schools from
some of the measure’s ef-
fects. In the process the

Data: Office of the Legislative Analyst

For 1999-2000, the total estimated revenues for K-12 education
were $44.2 billion from these sources:

[ Federal government $4.2 billion

[] State funds $26.1 billion

[ Local property taxes $10.1 billion

[ Local miscellaneous revenues $3.1 billion

[l Lottery $0.7 billion

These funds were provided to educate a projected 5.6 million (ADA)
California public school students. ADA is Average Daily Attendance.

EdSource 4/00
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The Serrano decision left its legacy in California

Begun in 1968, the Serrano v. Priest court case was one of the first law-
suits to challenge the U.S. tradition of locally funding public schools.

The plaintiffs charged that California’s school finance system, based on
local property taxes, was unconstitutional. When the case was settled
in the mid-1970s, the courts required the California Legislature to find
a way to finance schools that would be more equitable for both tax-
payers and students. The charge to state leaders, based on equal pro-
tection under the law, was to reduce property wealth—related
disparities to $100 per student.

The focus was on general purpose money

The focus of both the Serrano decision and the resulting school fund-
ing system developed by the Legislature was the equalization of base,
or foundation, funding for schools. Often called general purpose money,
this is allocated on a per pupil basis to provide for the day-to-day op-
eration of the school district.

The Legislature created a system of “revenue limits” for moving the
base revenues for each type of district—elementary, unified (K-12),
and high school—to within a $100 spread commonly called the Ser-
rano band. To achieve equalization, the Legislature granted higher in-
creases to the low-spending districts and held down the increases to
high-spending ones from 1979 to 1983.The court accepted this sys-
tem, and a later court ruling allowed the adjustment of the band for
inflation. In 1999-2000 it is estimated at $343 per student.

The courts required that the vast majority of the state’s students be
served in districts whose general-purpose revenues fell within the Ser-
rano bands. By 1983, the percentage of students had reached 98% over-
all and the Serrano case was officially closed.

Equity did not mean equal revenues

However, the Serrano decision did not call for equalization of all fund-
ing for schools. Some differences in funding were purposely allowed.

In its approach to equalizing base funding for school districts, the state
used a mechanism called the revenue limit. The revenue limit is the
amount of general purpose money each district may receive from a
combination of state taxes and local property taxes. Revenue limits
were calculated for each district based on historical spending patterns
and originally varied considerably. The court accepted different revenue
limits for large and small elementary, high school, and unified districts,
effectively creating six separate Serrano bands.The guiding principle was
that high school programs were costing more to operate and thus
needed a higher level of funding per pupil. This was again based on his-
torical expenditures rather than an analysis of actual program needs.

As Figure 3 on page 6 illustrates, high school districts today have the
highest revenue limits on average, elementary districts the lowest, and
unified districts receive an amount in between. The state also provides
additional funds for the smallest school districts. This is based on the
premise that school districts with a very small number of students can-
not take advantage of some of the economies of scale their larger
counterparts enjoy. As is clear from the chart, a number of funding
anomalies still exist within the current revenue limit system, though it
has been accepted by the courts.

The Serrano decision also specifically excluded categorical programs from
the equalization formulas. These are programs for which funds are ear-
marked, often in order to provide additional services to particular groups
of students. Special Education for disabled students is an example.

At the time, categorical programs were primarily used to help districts
meet special needs either based on student characteristics or special
district circumstances.The widespread use of categoricals for state- and
federally-inspired instructional programs is a more recent phenome-
non.Today, California has more than 80 categorical programs,and about
one-third of education revenues are earmarked for specific purposes.

The effect on low-income communities
has varied

In looking at the problems with a property tax—based school finance
system, courts considered both property values and property tax rates.
In high property-wealth districts, lower tax rates yielded above-average
revenues for educational expenditures. Conversely, low property-
wealth districts—even with higher tax rates—could not raise as much
money for their public schools.

It is important to note that high property wealth does not necessarily
equate to high personal wealth on the part of a school district’s families
or residents. Areas with substantial business or industrial property and
thus substantial tax revenues, for example, may serve extremely needy
children.Thus, the Serrano v. Priest decision has not uniformly resulted in
increased financial support for schools with students who live in poverty.

In a February 2000 report entitled For Better or For Worse? School Fi-
nance Reform in California, the Public Policy Institute of California pro-
vides evidence that disadvantaged students as a whole have not
benefited from the Serrano decision. “The Serrano plaintiffs correctly
noted large disparities across school districts in per pupil spending.
They erred, however, in presuming that these disparities were system-
atically related to race and income. Although many low-income and
minority families lived in low-spending districts, just as many lived
in high-spending ones. Thus, reducing inequality at the district level did
not help disadvantaged students as a whole.”



California
Florida

Texas

Illinois

Ohio

U.S. Average
Pennsylvania
Massachusetts
Michigan

New York

New Jersey

Y U U U U W W W W W'\

and programs. These have ranged from longer
school days to smaller class sizes to specific pro-
fessional development programs.

Together, these laws and regulations have
evolved into an extremely complex state-
controlled school finance system. But while
California’s current system in its entirety has few
friends, each particular funding mechanism and
provision has advocates who work hard to pro-
tect their particular interests. Those competing
special interests make the prospects of revamp-

ing the system daunting for politicians and
educators alike.

The school finance debate in

California focuses on the
amount, distribution, and
effectiveness of funding

Within the context of California’s highly com-
plex school finance system, both the level of

Figure 2
California Ranks 40th in the United States
and Last Among 10 Industrial States

*Il

$2,000 $4,000 $6,000 $8,000 $10,000 $12,000
Dollars per Student (ADA)

1997-98 Expenditures per Student (ADA)

As defined by the National Education Association (NEA) for the
purpose of these comparisons, “current expenditures per stu-
dent” measures the operating expenses of K—12 schools, the
costs of running schools day to day, including the costs of county
offices of education and state departments of education. It does
not include expenditures for constructing or renovating buildings
(capital outlay), but it does include the cost of building mainte-
nance. It also excludes interest paid on school district debt and

costs for pre-school and adult education, even if those are admin-

istered through a K—12 school district.

Data: Rankings of the States 1999,
National Education Association
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funding and the allocation process raise contro-
versy and frustration. The key issues include:

[ The level of overall funding, particularly
based on national comparisons.

[0 The differences in the revenues school
districts receive.

[J The uneven distribution of educational
resources, such as quality teachers, across
California’s more than 8,000 public schools.

[J The efficiency and effectiveness of current
expenditures, including the extent to which
spending decisions should be made at the
state versus the district level.

Most other states spend more
per student than California

General purpose funding within California ap-
pears to be more equitable than it was prior to
the Serrano decision. However, in the process of
equalizing funding within the state, California
has actually made itself less equal to other states,
according to a research report, For Better or For
Worse? School Finance Reform In California. The
report was published by the Public Policy Insti-
tute of California (PPIC), an objective, nonpar-
tisan research foundation.

“In the aftermath of Proposition 13,” the Feb-
ruary 2000 publication said, “the state distributed
revenue more equitably across school districts,
but it did so more by leveling down high-
spending districts than by raising low-spending
ones....Between 1970 and 1997, spending per
pupil in California fell more than 15 percent
relative to spending in the rest of the country.”

Various comparisons between California and
other states are available, and most use the “per
pupil expenditure” figure as the yardstick for
comparison. This number reflects the money
school districts spent, not the money they re-
ceived. Therefore it varies somewhat from the
revenue amounts previously mentioned in Figure
1 (on page 2). It nonetheless provides an impor-
tant and often referenced measure that shows
that California’s public schools have had less
money to work with than the majority of their
counterparts, particularly in the nation’s other
large, urban industrial states.

Figure 2 illustrates the great differences in per
pupil spending that exist between California and
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the other industrial states. The average per pupil
expenditure in New Jersey, for example, was al-
most double the California average in 1997-98.

The differences become more marked when
the figures are adjusted for the cost of living in
California, as was done by Education Week in its
January 2000 report, Quality Counts. This analy-
sis used as criteria:

[J education spending per student, adjusted for
regional cost differences;

[ the percentage change in inflation-adjusted
education spending per student (from 1988 to
1998); and

[J the percent of total taxable resources spent
on education.

On this basis, Education Week gave California
a D- for funding adequacy.

As California has increased its per pupil
funding in recent years, public interest in the
state’s position vis-a-vis other states has also in-
creased. Many observers are frustrated by the fact
that most state-to-state comparison data is two
years old. This has led to invalid comparisons
from some government leaders, members of the
media, and researchers. Some groups have used
such comparisons to assert that California school
expenditures are no longer lower than the na-
tional average. They based their analyses, how-
ever, on an apples-to-oranges comparison that
contrasted projected California revenues with es-
timated national expenditures for previous years.

In For Better or For Worse?, PPIC concludes
that the difference in spending on K-12 education
between California and other states reflects a
choice by California and its state leadership, rather
than an inability to pay. The report notes that
while the state’s per capita spending on education
is below much of the rest of the country, its per
capita personal income remains higher than aver-
age. In addition, its general population has grown
at the same pace as public school enroliments.

Differences in district revenues
cause frustration for educators

California educators often decry the low level of
revenues school districts receive compared to
other states. This may also help explain some of
their continuing complaints regarding unequal

funding between districts in the state. When peo-
ple perceive that they are not receiving adequate
funding in the first place, even minor inequities
can matter a great deal. But to fully understand
the issues of funding equity in this state, one has
to look both at base revenues, which are rela-
tively equal, and at categorical funds, which can
create dramatic differences in total revenue.

Base revenues are equitable, within the
parameters of the Serrano decision

On paper, the differences in base revenues among
school districts are within a relatively narrow
band, with a very small number of students in
the districts that are exceptions. This does not
prevent some school districts from complaining
bitterly about the differences that do exist.

One catalyst for these complaints was the
1998 recalculation of revenue limits based on a
change in the definition of Average Daily Atten-
dance (ADA). Previously, ADA was equal to the
number of students in attendance plus those stu-
dents who missed school but had a permissible
excuse such as illness. Those excused absences
were excluded from ADA beginning in 1998-99.
At the same time, the state recalculated revenue
limits to attempt to protect districts with high
excused absences from a net loss of income. This
resulted in some other districts moving from the
top to the bottom of the Serrano band, raising nu-
merous complaints. To respond to this issue, the
Legislature passed AB 2460, directing the Office
of the Legislative Analyst (LAO) to evaluate the
situation. As Figure 3 (on page 6) shows, the
LAO demonstrated that just 25 school districts,
serving fewer than 8,000 students, have a rev-
enue limit below the Serrano band.

Presumably, many of the complaints came
from districts funded within the band but envi-
ous of those who received more. Of course, the
revenue limit is just one part of the picture, par-
ticularly when it constitutes only about two-
thirds of total funding on a statewide level.

Earmarked funds create differences that do
not always correspond with student need

The finding that base revenues to school districts
are fairly even does not account for some dramatic
differences in total revenues. These are caused
primarily by differences in the amount of categori-
cal funding districts receive. For example, in

“Between 1970
and 1997,
spending

per pupil in
California fell
more than |5
percent relative
to spending in
the rest of the
country.”

For Better or For Worse?
School Finance Reform
In California

Public Policy Institute
of California



1997-98, Western Placer Unified School District
received a total of $553 per pupil in categorical
aid, about 12% of the district’s total per pupil rev-
enues of $4,447. San Diego Unified, on the other
hand, received $2,004 per pupil from categoricals,
or 34% of its $5,942 in per pupil revenues. Similar
variations can be found within counties and be-
tween districts that share much in common.

The first categorical programs were created to
address differences in student need. Thus, many
might expect that the variations in categorical
funding between California school districts could

Figure 3
Most Districts Fall Within the Serrano Band
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be explained by differences in student character-
istics, with more funds going to districts that
serve a high proportion of students with special
needs. An EdSource analysis of the data, how-
ever, revealed no definitive relationship between
student characteristics and total school district
revenues. This probably reflects the growing ten-
dency among state, and to some degree federal,
lawmakers to earmark funds for specific educa-
tional programs and reforms that have nothing to
do with student differences. In California, the re-
sult has been tremendous growth in categorical
programs and a distribution of resources that is

The following table includes revenue limits for all school districts. In approximately 60 of these districts, local property tax revenues exceed
the revenue limit. These “Basic Aid Districts” are allowed to keep the excess property taxes and receive $120 per pupil in constitutionally
guaranteed basic aid from the state. Thus they have more money for general purposes than their revenue limit amount.

1998-99 Revenue Limit Amounts

Type of district Lowest # of dists. Range of
revenue limit and total revenue limits

ADA¥* below within

Serrano band Serrano band
Large $3,793 | district, $3,840 to
Elementary 310 students $4,168
(>100 students) (ADA)
Large Unified $3,980 none $3,980 to
(K-12 >1,500 $4,300
students)
Large High $4,575 none $4,575 to
School (>300 $4,895
students)
Small $3,888 20 districts, $4,763 to
Elementary 1,415 $5,092
(<100 students) students

(ADA)
Small Unified $3,954 4 districts, $4,204 to
(K-12 <1,500 5,635 $4,508
students) students

(ADA)
Small High $5,118 none $5,188 to
School (<300 $5,378
students)
TOTALS 25 dists. &

7,360

students

(ADA)

*Average Daily Attendance

Data: Office of the Legislative Analyst, 1999

# of dists. Highest # of dists.

and total revenue and total

ADA within limit ADA above

Serrano band Serrano band

438 districts, $5,556 39 districts,

1,086,402 43,352

students students

(ADA) (ADA)

229 districts, $6,144 26 districts,

3,601,754 139,766

students students

(ADA) (ADA)

83 districts, $5,678 4 districts,

484,651 3,270

students students

(ADA) (ADA)

66 districts, $7,729 8 districts,

2,978 303

students students

(ADA) (ADA)

51 districts, $5,742 13 districts,

36,026 5,182

students students

(ADA) (ADA)

6 districts, $5,378 none

1,079

students

(ADA)

873 dists. & 90 dists. &

5,212,890 191,873

students students

(ADA) (ADA)
EdSource 4/00
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less targeted to disadvantaged students. Thus,
need-based programs have become a smaller por-
tion of the total and have less impact on a dis-
trict’s funding relative to the total.

This is not to say that categoricals funded
based on student characteristics have disap-
peared. As Figure 4 shows, they still represent
just more than a fourth of state categorical fund-
ing. They also constitute about three-fourths of
the federal funding that goes to California
schools, which was more than $4 billion in
1999-2000.

“Educational resources” are
unevenly distributed among
school sites

As in most states, school districts are the primary
fiscal agents for receiving funds and reporting ex-
penditures in California. While some school dis-
tricts compile school-level financial data for
local use, they are not required to do so or to re-
port the data to the California Department of
Education (CDE). Thus financial data at the
school level is not generally available.

Despite this lack of information, researchers
have attempted to look at differences in support
from school to school. They have done so by
substituting nonfinancial measures such as qual-
ity teachers and rigorous curriculum, which are
sometimes referred to as “educational resources.”
This research indicates that significant varia-
tions exist in both teacher quality and curricu-
lum offerings. Further, those school sites with
the poorest of these resources often tend to be
those that serve the highest proportion of low-
income children.

School sites serving poor students are less
likely to have qualified teachers

While “teacher quality” is in many ways hard to
define or quantify, researchers have indepen-
dently used very similar measures. A teacher’s
experience, education, and credentialing are in-
creasingly seen as barometers of quality, but not
without some caveats. In a 1999 study, Class Size
Reduction in California 1996-98, California’s CSR
Research Consortium makes this point specifi-
cally. “It is important to remember that while
these characteristics may be related to quality,
they are not direct measures of a teacher’s effec-
tiveness in a classroom.”

Figure 4

About One-Third of State Categorical Funds
Address Needs Based on Student and
School Characteristics

Student
Characteristics
27%

‘ School
Characteristics

6%

Miscellaneous
Programs
45%

School/Student
Non K-12 Performance
16% 6%

Proportion of State-Funded Categorical Programs by
Purpose, 1999-2000. (Includes programs receiving more
than $25 million.)

Student Special Education, Desegregation, Economic Im-
. Characteristics pact Aid, Child Nutrition, English Learner Assis-
tance, Gifted & Talented Education, Community
Day Schools
‘ School Transportation, Year-Round School Calendar

Characteristics

School/Student Summer School & Remedial Programs, High
‘ Performance Achieving Schools Awards (GPAP), Inmediate
Intervention/Underperforming Schools (II/USP),
Pupil Testing, Teacher Performance in [l/USP

& Non K-12 Child Development, Adult Education, English
Language/Adults (Prop 227), Healthy Start

Miscellaneous Class Size Reduction (K—3&9), School Improve-
Programs on¢ Program, ROC/P, Instructional Materials-

Standards, Staff Development Day Buyout,
School Library Materials, Instructional Materials
(K-8, 9-12), Deferred Maintenance, Digital High
School, Per Pupil Block Grant, Mentor
Teacher/Peer Assistance & Review, Reading Pro-
gram, School Safety Block Grant, Categorical
Block Grant, Beginning Teachers Support & As-
sessment, Beginning Teachers Minimum Salary,
Tobacco Use & Prevention Education, Miller-
Unruh Reading, Classroom Library Materials

Data: Office of the Legislative Analyst and
California Department of Education EdSource 4/00

In research conducted by SRI International
and sponsored by the Center for the Future of
Teaching and Learning, substantial inequities
were found in teacher quality based on the socio-
economic status (SES) of a school’s students.
(See Figure 5 on page 8.)These findings echo
those of many other researchers, including
the CSR Research Consortium.

In its 1999 publication, The Status of the
Teaching Profession, the center concludes: “Those
students in greatest need of effective teachers are
the most likely to be in classrooms with under-
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Figure 5

The Poorest Students Have the Least
Qualified Teachers

]llt

0-25% 25-50% 50-75% 75-100%
Students Receiving Free/Reduced Price Lunch

Distribution of Underqualified Teachers by
Student Poverty Level, 1997-98
For this study, the Center for the Future of Teaching and Learning

defined “underqualified teachers” as those who hold an emergency
permit, credential waiver, or intern certificate.

Data: SRl analysis of data from California
Department of Education, 1999 EdSource 4/00

qualified teachers. In fact, the distribution of qual-
ified teachers is quite uneven across the state. Stu-
dents in poor, inner-city schools are much more
likely than their more advantaged suburban coun-
terparts to have underqualified teachers.”

PPIC also explored this issue in its February
2000 report, Equal Resources, Equal Outcomes?
They found that the distribution of qualified
teachers not only varies across schools through-
out the state but that it often varies across
schools within the same district. Teacher assign-
ments are typically decided at the district level,
but the process varies by district and must be ne-
gotiated with teacher unions.

Access to rigorous high school curriculum
provides another measure of equity

California schools also appear to vary in the
rigor of the curriculum they offer, at least at the
high school level. The best available measure of
this is the number and percentage of advanced
course offerings a high school provides, including
Advanced Placement (AP) courses and those
that satisfy the entrance requirements at Califor-
nia’s public universities (called the a-f courses).

How Much Is Enough? - April 2000

Two separate studies recently conducted by
the PPIC and the California State University
Institute for Education Reform (CSU-IER)
indicate the following:

[] California high schools vary somewhat in the
availability of a-f and AP courses by student
socioeconomic status, student ethnicity,
school location, and school size.

[J Small, rural schools offer the lowest percent-
ages of a-f and AP classes in their curriculum.

[J African American and Hispanic students are
disproportionately low in their participation
in AP courses, and this holds true across all
variations in AP class availability.

[ Asian American students’ participation is dis-
proportionately high and white students’ par-
ticipation is proportional.

Both PPIC and CSU-IER researchers warn
against drawing too many conclusions from these
generalizations. They report finding many excep-
tions throughout their data collections.

The available statistics do not explain why
these differences in availability and student par-
ticipation exist. The variations may be due to
uneven access to funding or appropriately
trained teachers. They may reflect a lack of
awareness or a lower demand for rigorous aca-
demic programs on the part of certain school
administrators, teachers, parents, or students.
Low participation may also result from cultural
attitudes or from a lack of necessary academic
preparation prior to the high school years.
Effectively addressing the issues of equal access
to a rigorous high school curriculum would re-
quire better information about these issues.

Community support varies substantially

With the shortage of funds in many California
schools, school principals and other educators
have become more aggressive in soliciting finan-
cial support from their communities. Field trips,
after-school sports, library clerks, computers, li-
brary books, arts education, and school assemblies
are among the most common “extras” paid for by
parent organizations, corporate partners, and local
education foundations. Some private foundations
and corporations have targeted their support to
schools and districts with low-income students.
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Parent and community support can vary sub-
stantially, and in California’s wealthiest communi-
ties local education foundations have been known
to raise sizable amounts per pupil. In For Better or
For Worse?, PPIC attempted to look at this more
systematically by examining the income tax state-
ments filed by nonprofit organizations affiliated
with schools, such as parent-teacher organizations
and local education foundations. PPIC found that
“a few schools in wealthy areas received more
than $500 per year per student in voluntary con-
tributions.” Conversely, they report that “90% of
California’s students attended schools in which
such contributions amounted to less than $100
per pupil.” PPIC notes further that these contri-
butions have not been enough to affect overall
equity among districts.

Doubts about efficiency and
effectiveness haunt the discussion

While California’s schools may be under-
funded—and neither revenues nor educational
resources are evenly distributed—the way that
school districts spend existing funds can also be
problematic. Many critics of public schools ac-
cuse them of wasting the funds they receive or
of, at least, not using them well. Educators are
certainly aware of these criticisms and in some
cases may agree. Lawrence Picus, professor of ed-
ucation at the University of Southern California,
puts it succinctly: “We need more money for
schools in California, but that money should not
simply be given to school districts to spend as
they have in the past. Rather, it is important to
create incentives for districts to use funds in
ways that research shows do improve student
learning....In short, we need more money, but
we need to spend it more wisely.”

Public resources are scarce and competition
for them is fierce. The public certainly also has
a right to demand accountability and academic
results in return for their tax contributions.
Accordingly, both school and state officials are
under tremendous pressure to see that public
education dollars are well spent.

Generally, this issue has two different aspects.
One is efficiency, which involves the manage-
ment of public funds. The other aspect is
whether money is allocated as effectively as
possible to achieve educational goals—a more

complicated question that is also more difficult
to answer clearly.

Serious mismanagement is rare but very visible

School district officials vary in their skills as
money managers and their conscientiousness in
protecting the public trust. Overall, however,
California public school districts operate within
the state’s guidelines of fiscal responsibility. Fur-
ther, they spend the funds they have in much
the same way as school districts do in other
states. Unfortunately, the reported cases of seri-
ous mismanagement—such as Oakland and
Compton—receive widespread attention and
can undermine public and policy maker confi-
dence in school district administration.

From a state policy perspective, the issue of
school district mismanagement has been addressed
in several ways in California. Various reviews and
safeguards exist to protect the public interest.
They include independent financial audits of dis-
trict finances, county office oversight, and the pro-
vision for state takeover in extreme situations.
Despite some instances of mismanagement, it is

Figure 6

An Increasing Proportion of State Funds Are
Going to School Districts with Strings Attached
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In 1978-79 categorical and other earmarked funds represented | 1% of state
funds for education, compared to 48% this year.

Data: Governor’s Budget, various years EdSource 4/00



“We are trying
to adjust to
the most
challenging
issues of
student diversity
in the nation
with a second-
class budget.
Additionally,
mandates from
our state
government
limit our ability
to use our
resources
effectively.”

Glenn Massengale,
Superintendent

Barstow Unified
School District

EdSource
Superintendent
Survey, 2000

doubtful that the amount of money “wasted”
would be sufficient to substantially improve the ef-
fectiveness of the education effort in the state as a
whole. In addition, it is unfair to generalize about
the operations of all 988 California school districts
based on the actions of just a few.

Earmarked funds force a balancing act
between effectiveness and efficiency

In recent years, California state policy makers
have tried to make schools more effective by
earmarking a growing proportion of the funds
school districts receive. (See Figure 6 on page 9.)
Programs like class size reduction and PAR, the
peer assistance and review program for teachers,
carry with them assumptions about the need for
uniformity across the state. State leaders can also
assure, through this type of earmarked funds,
that school districts use the money the way pol-
icy makers believe is appropriate.

Increased regulatory requirements create
extra expenses related to documentation, ac-
counting, and enforcement, however. Many
argue that they can lead to serious inefficiencies,
taking funds away from the classroom where they
would be more effective in improving student
performance. Opponents of earmarking also balk
at the statewide “one-size-fits-all” approach that
limits districts’ ability to address unique local
problems and circumstances creatively.

State leaders’ actions to reduce local school
district discretion over spending seem to some to
be at cross-purposes with California’s simultan-
eous creation of a strong accountability system.
In its analysis of the governor’s 2000-01 budget
proposal, the Office of the Legislative Analyst
(LAO) states: “If the state is going to hold local
school districts accountable for improving stu-
dent performance, it is essential that these same
districts be given the resources and local bud-
getary discretion to allocate resources based on
local needs. Without these resources and flexibil-
ity, districts are severely constrained in their
ability to make necessary changes and improve-
ments in programs and operations.”

While many quarrel with the wisdom of state
earmarking, the trend reveals a growing realiza-
tion in California that school funding can be
used to leverage improvement. This realization
has occurred at the same time as the increased
focus on standards-based education reform.
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In The Dynamics of School Resource Allocation,
University of Wisconsin—Madison researchers
Allan Odden and Sarah Archibald highlight the
intersection between education reform and the
use of school resources, particularly as it relates
to efficiency. “Today’s prime education reform
goal is to teach all students to high standards,”
they write. “One message embedded within this
goal is that reform is focused on all students, or
at least all but the most severely disabled stu-
dents. However, teaching all students to high
standards means raising performance much more
and at a faster pace than resources will rise. Most
analysts predict that resources will rise by only
25% in real, per pupil terms over the next 10
years, the period of time in which we want to
double or triple the portion of students now
achieving at performance standards. Thus, un-
derneath the stated goals of current education
reform is the unstated imperative to improve the
productivity of the system.”

Defining “adequate” starts
with clarity about the
system’s educational goals

The idea of educational productivity can inform
how education dollars are spent. But it also as-
sumes that the level of school funding is in some
way linked to the expectations for school system
performance. The creation of this linkage—which
means using the concept of adequacy to set policy
regarding school funding—can be seen as a three-
step process. (See the diagram on page 11.)

Higher expectations for student
achievement form a foundation
for determining funding

First, an “adequate education” must be clearly and
explicitly defined. Then the state can determine
what schools need in order to provide that educa-
tion, both in terms of the components of an effec-
tive system and the money needed to pay for it.

Defining an “adequate education” is thorny
business. In other states, courts have ruled on
the issue in two different ways. Some have de-
creed that adequate means a basic level of educa-
tion is offered to all, a test the states in question
have generally met by having space in a class-
room for every child. More recently, state courts
have overturned school funding systems based on
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the notion that basic is not enough. They say
that an “adequate education” is one that pro-
vides the level of learning and skills now re-
quired to function well as citizens and find a
place in today’s work world.

The task of determining that set of desired
skills and knowledge generally falls on state
policy makers and educators to resolve. To the
extent that a state has determined performance
standards, the courts could be expected to de-
fine adequacy to mean the provision of pro-
grams and services sufficient for a student to
meet those standards.

Despite several obstacles,
California is striving to
establish new high standards

Without any court mandate, California has made
some progress in defining its academic standards
for an adequate education. Starting in 1996, the
state began adopting academic content standards
that describe what should be taught at all grade
levels in the core curriculum areas. Those stan-
dards are generally seen as quite high. Local dis-
tricts are in various stages of implementing the
curriculum and instruction needed to comply with
the standards, which are technically voluntary.

In 1999, Governor Gray Davis and state leg-
islators took a more assertive step by mandating
a high school exit exam. This test—which high
school students will be required to pass begin-
ning in 2004—is meant to bring further clarity

State graduation requirements do not

match new expectations

The steps for getting to an ‘“adequate’ public education system

Define an Identify the Provide adequate
adequate - components of an - funding to support
education. adequate system the system as described.

capable of delivering
that education.

“Adequate” is used here in its more encompassing sense to describe the goals or vision for
an education, a school system, and a funding level appropriate to the educational needs of the
21st century. This is in contrast to defining “adequate” as basic or the minimum acceptable.

to the level of education California considers
“adequate” in its public schools.

Standards and measurements are not yet
fully developed or aligned

California has faced a difficult and divisive chal-
lenge in attempting to measure school and stu-
dent performance based on its standards. Some
of this reflects a problem of timing. The state
adopted a new statewide testing system before its
academic content standards were completed and
is left struggling to bring the two into alignment.
It embarked on a new accountability system
without waiting for that alignment to be com-
pleted or for other measures of system perfor-
mance to become available. Thus, schools began
being held accountable for performance based on
one nationally-normed test of basic skills—the
Stanford Achievement Test, Ninth Edition, or
SAT-9—which falls short of measuring what the
state standards say students need to know and be
able to do. In addition, many districts have not
yet completed the process of alighing
their curriculum and instruction with
either the standards or the SAT-9.

The lack of alignment has created sig-

California’s academic content standards are requiring schools to nificant tensions in the state. It also may

meet new expectations. Math provides a good example.

have obscured some broader agreements
that California’s policy makers and educa-

The existing state high school graduation requirement is two
years of mathematics, with little specificity about course content
and certainly no requirement for algebra. Only those students
aiming for college have been routinely required or expected to
take it,and often do not do so until 9th or even |0th grade.

tional leaders share. For example, accord-
ing to the SAT-9 and a variety of other
measures, the California public school sys-
tem is clearly working for some students.
And in those cases, the student outcomes

However, California’s new academic content standards for 8th are consistent with the state’s expecta-
grade include the skills and content taught in algebra. And an tions, even at the very highest levels. At
understanding of first-year algebra is required to pass the new the same time, vast discrepancies in stu-
high school exit exam. This has implications for every level of dent performance exist, most often along

the system, from what math is taught in second grade to socioeconomic lines, with less privileged

students performing less well as a group.
In California, the high proportion of

the continuing problem of a shortage of math teachers at the
secondary level.




“Our state

standards, while

creating some

difficult issues,

will turn out
to be a very
positive step
in educating

young people.”

Robert Lowden,
Superintendent

Trinity Union High

12

School District

EdSource
Superintendent
Survey, 2000

students learning English adds additional chal-
lenges. The overall level of student performance
appears to be no more acceptable to educators
than it is to policy makers or the public.

California has yet to determine student per-
formance standards as well as what obligations
the state education system has to the lowest and
highest achievers. In addition, what part of stu-
dent achievement is the schools’ responsibility
and what is beyond the schools’ control or out-
side of its charge?

The effects of poverty on student
achievement present an extra challenge

If California decides to use a student-achieve-
ment goal to define and measure the adequacy of
public education, it faces another formidable
challenge. The state must decide how it will deal
with the very real effect that poverty has on stu-
dent achievement.

In its report Equal Resources, Equal Outcomes?
PPIC looked at how a school’s resources and stu-
dent characteristics related to student achieve-
ment. The authors reported: “Among school
resources, the level of teacher experience and the
percentage of teachers without a full
credential are the variables most
strongly related to student outcomes.

However, the most important factor
relating to student outcomes is SES
[socioeconomic status].” (See Figure 7.)

The clear implication is that

schools alone are not able to compen- 60% 1
sate for poverty’s effect on student §° 50% ¢
achievement, at least not within the ¢
parameters of the current system. In a : 0% 4
January 2000 article in New York 5
Times Magazine, James Traub reflected § 30% <
on some of the research and the im- o 0
plications for school improvement. 2

“The idea that school, by itself, can- f 20%
not cure poverty is hardly astonishing, E

but it is amazing how much of our po- 3 '%% ¢
litical discourse is implicitly predi- @ o5+

cated on the notion that it can,”
wrote Traub, a contributing editor.
“An alternative explanation, of
course, is that educational inequality
is rooted in economic problems and
social pathologies too deep to be over-
come by school alone. And if that’s
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true, of course, then there’s every reason to think
about the limits of school, and to think about the
other institutions we might have to mobilize to
solve the problem.”

Low funding may limit schools’ capacity
for improvement

The concerns about performance measures and
the number of disadvantaged students compli-
cate Californians’ ability to agree on what is nec-
essary to improve public education. However,
the general consensus is that the expectations for
students as a whole need to be higher to meet
state standards. That, in turn, will require im-
provements in the system.

Many educators, along with other concerned
Californians, say that the state’s funding is inad-
equate to the task. Put another way, the push for
a better school system and increased student per-
formance can only be accomplished if schools
have adequate resources with which to do the
job, and California’s public schools do not cur-
rently have those resources.

California policy makers do not seem in-
clined to simply “throw money at the problem,”

Figure 7

Poverty Has a Greater Effect on Student
Achievement than any Single School
Characteristic

[ ] Low

-

B Median [T] High

Teacher
Fully
Certified

Student Teacher
SES Experience

Teacher Class Size
Education

Succeeding with students who live in poverty may
well be educators’ greatest challenge.

Data: Equal Resources, Equal Outcomes,

Public Policy Institute of California, 2000 EdSource 4/00
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The California Constitution does not address

the issue of adequacy

California has not faced a constitutional challenge to its school
system based on adequacy due, in some measure, to the wording
in the state Constitution.

The California Constitution (Article IX, Section 5) establishes the
state’s obligation to provide public education by simply stating:
“The Legislature shall provide for a system of common schools by
which a free school shall be kept up and supported in each district
at least six months in every year...”

The Constitution also states the following legislative policy in re-
gard to education (Article IX, Section ). “A general diffusion of
knowledge and intelligence being essential to the preservation of
the rights and liberties of the people, the Legislature shall encour-
age by all suitable means the promotion of intellectual, scientific,

however, Californians can still address
the question of what it takes to create
an adequate school system—a system
that can deliver the high quality public
education now expected in California
and needed to maintain the state’s eco-
nomic vitality. The good news is that
some agreements are emerging about
what is most important. The next step
is to determine what is missing in Cali-
fornia’s system today—identifying the
greatest needs for additional resources.
And finally, a critique of how the state
currently funds its system—both in
terms of amount and allocation—may
help determine what it would take to
close the gap between the schools

“The 21st
century
demands
innovative, new
approaches to
teaching and
learning. We
must challenge
content, process,
organization,
training,
resources,

moral, and agricultural improvement.”

California has and the schools it needs.

technology, and

however. In many other states, like-minded lead-
ers have first sought greater clarity about what
constitutes an adequate public education system.
An exploration of that, many believe, is essential
in order to get to a reasoned determination about
how much money schools need.

What California schools
need to meet new
state expectations

If every school in California were identical in
the needs and abilities of its students, the skills
of its educators, and the nature of its surrounding
community, state leaders might find it simpler to
improve the system. Uniform regulations, fund-
ing, and expectations would be quite logical. But
American schools—and perhaps California
schools in particular—vary dramatically from
place to place. That is one reason many Ameri-
cans hold tightly to the concept of local control
of public schools.

A tension exists between the belief in local
control and the growing insistence—from the
courts, the public, and policy makers them-
selves—that states take responsibility for educa-
tional outcomes. This conflict is seldom
explicitly debated, yet it consistently undercuts
California’s ability to effectively resolve many
issues related to school funding.

Eventually, California may have to grapple
with this governance issue. In the meantime,

. assessment in
Researchers, superintendents, and

the public identify key ingredients
of an adequate system

The effectiveness of various education reforms,
initiatives, and expenditures can vary dramati-
cally based on local circumstances. In other
words, what works in one setting may work less
well or not at all in another. That said, research
and practice do point to certain things as essen-
tial to effective schooling.

the process of
reinvention.”

Keith Larick,
Superintendent

Tracy Joint Unified
School District

EdSource
Superintendent
Survey, 2000

Researchers say qualified educators are vital
to an effective system

Many researchers have attempted to determine
which components of the education system
make the most difference in student achieve-
ment. Although some conclusions are emerging,
experts cite this research with the caveat that
the links between educational inputs and spe-
cific outcomes are somewhat elusive.

Research findings from a wide variety of
sources suggest that putting resources into improv-
ing educator qualifications—building the capacity
of educators—pays off in terms of student perfor-
mance. Researchers recommend improving the
quality of teacher preparation and establishing
more rigorous and demanding teacher certification
practices. Researchers also suggest more and higher
quality professional development opportunities for
current teachers and administrators. Higher
salaries, they say, are needed to attract and retain
the best and brightest in the education profession.



EdSource surveys school district superintendents

In January 2000 EdSource sent a survey to every school district superintendent in Califor-
nia, asking them about school funding as it relates to adequacy of education. Almost one-
third of the state’s superintendents responded. The profile of their districts was somewhat
different from the state as a whole:

Type of district Survey respondents State as a whole*
Unified 40% 32%
Elementary 51% 58%

High School 9% 9%

% of students on

free/reduced

price meals Survey respondents State as a whole*
0-21% 27% 25%
22%—40% 27% 25%
419%—62% 24% 25%
63%—100% 22% 25%

Size of district Survey respondents State as a whole*
= 1,000 ADA 32% 43%
1,001-5,000 31% 29%
5,001-10,000 18% 13%
10,001-20,000 11% 9%

> 20,000 8% 6%

*State data are from 1998-99.

The full results of this survey are available on the EdSource website at www.edsource.org.
EdSource 4/00

Figure 8
EdSource Survey: Question #I
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Linda Darling-Hammond and Deborah
Loewenberg Ball, professors of education at Stan-
ford University and the University of Michigan,
respectively, put a particular emphasis on teach-
ers. “What teachers know and can do is crucial to
what students learn,” they say in Teaching for High
Standards: What Policymakers Need to Know and
Be Able to Do. They also suggest the further pol-
icy implication that “school reform cannot suc-
ceed unless it focuses on creating the conditions
—including school and curriculum contexts—in
which teachers can teach well.”

California superintendents say educators are
first of many priorities

In an EdSource survey conducted in January
2000, California school district superintendents
echoed these research findings. They were asked
to rate the importance of various components to
an adequate education system in California (see
Question #1). Qualified, effective teaching staffs,
school site leadership, and district leadership
were the three top items on their collective list
regardless of the district size or the economic pro-
file of the students they served. This response was

How important are the following components to an adequate education system Average response

in California? (320 respondents)

Qualified, effective teaching staff

Qualified, effective school site leadership

Qualified, effective district leadership

Safe, secure schools

Challenging and balanced instructional program

Extra support for low-performing students

Instructional materials aligned with state standards

Valid, reliable student assessments aligned with state standards
Well-maintained school facilities

Capacity for school data analysis and program evaluation
Qualified, effective student support services (nurses, counselors, etc.)
Up-to-date technology for instruction and operations
Effective programs for parent involvement

Small class sizes across all grades and subjects

Appropriate school facility design and size

An extension of the traditional school day/year for all students

= most important
2 = important
3 = less important
4 = not important
1.05
1.09
1.22
1.40
1.48
1.52
1.59
1.60
1.68
1.80
1.93
1.93
2.00
2.02
2.08
2.11

EdSource 4/00
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also consistent across all three types of districts—
elementary, unified, and high school—with one
exception. High school superintendents placed a
“challenging and balanced instructional program”
as slightly more important than qualified, effec-
tive district leadership.

Survey participants put “safe, secure schools”
fourth on their collective list. This certainly is in
line with the public’s belief, expressed in numerous
public opinion polls, that safe and orderly schools
are of paramount importance.

Superintendents—particularly of high school
districts—also show their support for high aca-
demic standards by putting a “challenging and
balanced instructional program” near the top of
their list. They also call for extra support for
low-performing students.

From the responses to this survey question,
superintendents indicate that a great many fac-
tors go into the creation of an education system
capable of achieving high standards. When pre-
sented with a choice of 16 components, they
gave almost no ratings of “not important.” An
extension of the traditional school day/year was
given this low rating by just 12 respondents, and
five other components received just one or two
ratings as “not important.”

Public opinion echoes similar priorities

In 1999 respondents to a national poll about public
schools echoed many of the same opinions voiced
by California’s superintendents. “The public’s con-
cern for discipline and for the quality of the teach-
ing staff are threads that run throughout this year’s
poll,” said the authors of the 31st Annual Phi Delta
Kappa/Gallup Poll of the Public’s Attitudes Toward
the Public Schools.

While Gallup respondents did not express a
lack of confidence in today’s teachers, they were
nearly unanimous about some aspects of teacher
quality. About 97% agreed that “those who want
to become teachers should be required, before
they are hired, to prove their knowledge of the
subjects they will teach.” When asked about ef-
fective incentives for attracting and keeping
qualified teachers, 90% favored increasing pay for
teachers who demonstrate high performance;
86% favored offering loans and scholarships for
prospective teachers; and 85% favored school-
financed professional development opportunities.

Concerns about school safety were also
uppermost for the Gallup respondents. In an
open-ended question, the poll asked what “one
thing they would change in order to improve
public schools in their communities.” The most
common response, at 12%, was to enact more
control and stricter rules. Another 10% said
they would hire more teachers in order to re-
duce class size.

Survey results: California schools
need more support for teachers
and low-performing students

The EdSource survey also asked superintendents
for their top five spending priorities if they had
full discretion to spend additional funds in their
districts. The responses to this question (see
Question #2, page 16) coincide with the concern
about qualified teachers. Superintendents most
often cited “providing more/better teacher profes-
sional development” and “raising teacher salaries”
as their top spending priorities. These were
ranked in the top three by more than half of su-
perintendents, regardless of the size, configura-
tion, or student-poverty level of their districts.

Spending additional funds for “enhancing and
improving the instructional program” ranked in
the top five spending priorities for 64% of high
school superintendents. This same group also var-
ied from their peers by placing less importance on
smaller class size as a spending priority, with just
32% putting it near the top of their list compared
to 40% overall.

Providing extra support for low-performing
students was also an important priority. Large
school districts expressed a particular need for it.

Equally revealing are the items that superin-
tendents were least likely to place among their
top five funding priorities. “Creating and operat-
ing smaller schools” was one of the least men-
tioned spending priorities for superintendents,
regardless of district grouping. No high school
superintendents placed this option in their top
five. This result is of particular interest because
so much research cites small school size as im-
portant to student achievement.

Stanford Professor Michael Kirst, director of
Policy Analysis for California Education (PACE)
and a long time commentator on California school
finance issues, sees a straightforward explanation for

“We need time
and money to
help teachers
get through the
extra work
being placed at
their doorstep
by virtue of
increased
accountability.
Let the state
clarify the
expectations,
then get out of
the way—no
more strings on
funding—just
expectations for
performance.”

Jane McDonough,
Superintendent/
Principal
Harmony Union

Elementary School
District

EdSource
Superintendent
Survey, 2000



Figure 9

EdSource Survey: Question #2

If education funding were increased and districts had complete
discretion over the use of these funds, what would be the first
spending priorities of your district?

Providing more/better teacher professional development

Raising teachers’ salaries

Enhancing and improving instructional program

Providing extra support for low-performing students
Providing smaller class sizes across more grades and/or subjects
Acquiring instructional materials aligned to state standards

Hiring more student support staff (nurses, counselors, etc.)

Lengthening the school day/year for all students

Updating technology for instruction and operations

Providing more/better professional development for principals/administrators
Improving the condition of facilities

Raising principals’ and/or district administrators’ salaries

Increasing capacity for school data analysis and program evaluation

Making schools safer and more secure

Creating and operating smaller schools
Creating more effective programs for parent involvement
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% who Average
selected item weight per
as one of top 5 response*

(out of 322 respondents) (Respondents were
asked to rank their

top 5 choices, with “1”
representing the highest

spending priority.)

58% 243
53% 2.35
46% 2.66
42% 2.99
40% 2.60
33% 3.30
32% 346
29% 2.56
27% 3.58
24% 297
22% 3.58
21% 3.15
19% 3.79
12% 3.59
12% 3.69

8% 3.96

*This was calculated by averaging all weights given to this option (I to 5) by those who put it on their list of five. For example, if the 8% of respondents who chose
parent involvement had placed it as the first priority, it would have had a 1.00 in this category. The smaller the number, the higher priority the respondents gave it.

this disconnect. As quoted in a Feb. 9, 2000, article
in Education Week, Kirst said: “The small-schools
theme has been one of academics, researchers, and
policy analysts, but it's been one that school admin-
istrators and policy makers have not endorsed.
...Because of construction costs, states with rapid
enrollment growth have often viewed small schools
as a ‘luxury they cannot afford.”

An interesting contrast also emerged between
the high priority superintendents gave to safe, se-
cure schools as an important component of the ed-
ucation system, and their relatively low rating of
“making schools safer and more secure” as a prior-
ity for local spending. Just 12% of total respon-
dents put it on their top five spending list, though
25% of high school district superintendents did so.

Superintendents say school
funding is neither adequate
nor allocated well

If it were up to the superintendents responding
to the EdSource survey, California would change
its school finance system in two general ways. It
would give K-12 education more money, and it

EdSource 4/00

would allow districts more flexibility in how
funds are spent. (See Question #3, page 17.)

Increasing the total amount of funding was in
the top five for 89% of respondents. They chose
either or both of the related selections, “bring the
per pupil expenditure up to the national average”
and “come to consensus on what constitutes an
adequate education and fund it.” Of particular
note, the 54% or 174 superintendents who se-
lected the latter were quite emphatic, with 94
of them ranking it their first choice.

Notably, nearly 80% of the respondents cited
full funding of Special Education costs as a top
concern. A full exploration of the Special Educa-
tion system, its growth, and its impact on regular
education are outside the scope of this publication.
(See the box on page 17.) However, the survey
suggests that ignoring the topic of Special
Education as an integral part of the larger school
finance issue in California will leave a major
problem unsolved.

The need for greater flexibility also received a
strong nod from many respondents, who wanted
to receive a greater proportion of revenues as
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Figure 10
EdSource Survey: Question #3

Which of the following changes in the school finance system in California
do you think would have the greatest positive impact on your district’s
ability to provide an adequate education for its students?

% who

selected item

as one of top 5
(out of 322 respondents)

Average weight
per response®
(Respondents were asked
to rank their top 5 choices,
with “1” representing the
option they felt would have
the greatest impact.)

Fully fund state/federal shares of Special Education costs 79% 2.62
Bring per pupil expenditure up to the national average 70% 2.38
Give districts a greater proportion of revenues as non-earmarked funds 67% 2.82
As a state, come to consensus on what constitutes an adequate education and fund it 57% 2.34
Fully fund cost of state/federally mandated programs (besides Special Education) 43% 3.60
Allow for more flexibility in how the district can spend its earmarked funds 41% 3.65
Simplify the education funding system 38% 3.55
Equalize or more nearly equalize revenue limits 25% 3.25
Reform school governance structure so that school sites can make fiscal decisions 21% 3.22
Create a local funding mechanism whereby districts can easily raise their own revenues 19% 3.77

* As with Question 2, this was calculated by averaging all weights given to this option (| to 5) by those who put it on their list of five.

The smaller the number, the higher priority respondents gave it.

non-earmarked funds. Support for this was partic-
ularly strong among the smallest school districts
(with 1,000 or fewer students), with 73% of these
respondents putting greater flexibility in their top
five choices. The same superintendents were also
more likely than their large-district counterparts
to call for a simpler school finance system.

Greater equalization of revenue limits and
increased ability to raise school revenues locally
were lower on the respondents’ priority list.
They also showed little support for reforming the
governance structure to provide school sites with
more fiscal control.

California can learn from
other states’ experience
with adequacy models

When decision makers have come to consensus
on what defines an adequate education (and for
whom), they must then determine how much
money is enough to make that system possible.
Unfortunately, this too is difficult for a variety
of theoretical and practical reasons. As Califor-
nia considers this question, policy makers may
want to look at the approaches attempted and
lessons learned in other states. Researchers offer
some useful insights from their evaluations of
these approaches.
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Research offers some general
advice on how to address
funding adequacy

A substantial body of new research on the issue

of funding adequacy is available from the Con-
sortium for Policy Research in Education

Special Education costs concern educators

As respondents indicated in the EdSource survey, the level of state and federal
support for Special Education is an issue of particular concern to many local
educators. In an article by the Center for Special Education Finance, researcher
Tom Parrish says,“Questions about the impact of rising costs of Special Educa-
tion on general education programming are among the most contentious issues
faced by the public education community today.”

Parrish cites research documenting that Special Education expenditures na-
tionally have grown as a percent of total budget at the same time the propor-
tion of expenditures for regular education has decreased. He cautions, however,
against addressing this trend without first understanding the reasons behind it,
which can vary by state and by school district. In particular, Parrish writes that
the rising Special Education expenditures in California come from the increased
number of students being referred by general educators to receive specialized
services. Clearly, he adds, a big part of the answer in regard to Special Educa-
tion cost control must come from systemwide reform (general and Special Ed-
ucation combined).

In California, the number of Special Education students increased by half from
198788 to 1997-98. As a percentage of total enrollment, the Special Educa-
tion population has grown from 8.6% to |1.0% of all students during that time.
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(CPRE), a national consortium of academics. It
can provide guidelines for state policy makers
who are designing a new school funding system
or contemplating new state-funded programs.

[1 CPRE recommends that a school funding for-
mula begin with a determination of the base
funding amount required to adequately edu-
cate the “average” student to the acceptable
standard. Then additional funds should be
added to account for the special costs associ-
ated with educating students who start with a
disadvantage (particularly learning disabili-
ties, English language deficits, and poverty
backgrounds).

[J The full cost of implementing new programs
should be considered when establishing fund-
ing formulas. Beyond the price of the pro-
grams themselves, other costs may include the
supplies, materials, technology, facilities, addi-
tional staff, and professional development
necessary to properly implement those new
programs.

[1 Methods for considering regional differences
in the cost of living and provisions for future
inflation adjustments should be built into the
funding system.

Three methods to determine
adequate funding offer insights

On the theoretical side, the hard link between the
allocation of money and specific student outcomes
has remained elusive. For example, researchers
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find that funds used in one district to reduce class
size or upgrade facilities improve student achieve-
ment. But funds used the same way in another dis-
trict do not have the same effect. Such results
illustrate that money is only one among a host of
factors that affect the success of an education ini-
tiative. The effects of intangibles—such as school
culture, existing school policies or programs, and
educators’ skill in implementing the new pro-
gram—are difficult to quantify.

In an attempt to account for these and other
factors, policy makers throughout the United
States have used various methods to try to more
broadly determine how much money is enough.
These strategies have both strengths and weak-
nesses. While researchers give them a variety of
labels—and sometimes group them differently—
for the purpose of this publication they are re-
ferred to as the “successful model,” “data-driven,”
and “professional judgment” approaches. (For fur-
ther information about each of these approaches,
see Equity and Adequacy in Education Finance,
published by National Academy Press.)

The successful model approach bases
funding on high-performing schools

Some policy makers have created funding formu-
las based on the education costs in specific dis-

tricts or schools that are considered successful.

This approach uses two different types of models:
1) looking at actual districts that meet set perfor-
mance criteria, or 2) using nationally recognized
comprehensive school design models that have a

Ohio identified successful districts to determine an adequate funding level

In response to the DeRolph v. Ohio court ruling, the state of Ohio used
the following approach to arrive at a recommended per pupil amount
for 1996 of $3,930 (before additional resources are added for students
with special needs and for other factors).

Researchers looked at all Ohio districts, removing districts with ex-
tremes of property wealth and per pupil spending levels to get a rep-
resentative sample.

Within this sample, they identified all districts in which average student
performance was at the 70th percentile or above on 17 of the |8 pre-
selected measures of student performance.

They examined these high-ranking districts’ instructional arrange-
ments and organizational characteristics. These include class sizes,
school sizes, educator-pupil ratios, and course offerings. These
arrangements were distilled and taken to be exemplary practices

18

and conditions for districts attempting to reach specified levels of
achievement. These practices became model instructional programs.

The researchers then assigned costs to the instructional components.
Additional resources were then added for the needs of special popu-
lations of students and other factors.

In a 1997 revision of the Ohio study, the researchers eliminated their
observation of actual components such as class sizes and only looked
at what, on average, those schools spend per pupil.

A lack of data could hamper a similar approach in California. Compli-
cations could also arise because of the state’s huge variations between
districts in terms of size, student characteristics, and local cost of liv-
ing. Using district averages to draw correlations between cost and per-
formance could also be misleading because wide variations in student
profile, resources, and performance occur within many school districts.
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respected track record. In both cases, the empha-
sis is on first identifying the “base amount for the
average student.” Factoring in the incremental
costs for special needs students is a second step.

When high-performing districts or schools are
used as the model, policy makers typically start by
defining the level of student performance they
consider adequate, usually based on test scores.
Then, they identify schools or districts in which
students are performing to that level. The cost of
operating these schools or districts is calculated
and their expenditures define “adequate funding”
for achieving the level of student performance the
state finds acceptable. This has been done—with
some variations—in Ohio, Mississippi, and 1lli-
nois. (See the box for more on the Ohio model.)

This approach has the advantage of being in-
tuitive and thus easy to understand. It may, how-
ever, lead to over-funding of districts because it
relies on data from all districts with adequate
outcomes, not necessarily those that produce
them efficiently. With this approach, access to
high-quality data is a key factor, including both
student performance data and student/district
characteristic data. This requires a sophistication
in both data collection and tools to measure stu-
dent outcomes that most schools and school dis-
tricts do not currently have.

Increasingly, policy makers are also looking at
some successful, nationally tested comprehensive
school design models on which to base funding
formulas. Programs in the New American Schools
project—including “Accelerated Schools,” “Roots
and Wings” (based on Success for All), and the
“Modern Red Schoolhouse”—have some docu-
mented success in improving student performance.
They are also meant to be replicated, rather than
being uniquely tied to a set of local circumstances.

Integral to these designs is a rethinking
about how schools are organized and operated.
In a February 2000 article in Phi Delta Kappan,
Allan Odden notes: “These models tend to staff
schools differently, group students differently,
and approach curriculum and instruction differ-
ently. In short, implementing comprehensive
school reform represents a major educational
change.” Odden demonstrates, however, that
these models can be implemented at comparable
or less cost than “traditional” staffing, making
them a possible strategy for improving educa-
tional productivity.

In 1997, Odden developed cost estimates for
these models that accounted for both ongoing ex-
penditures and the one-time costs associated with
systemic change. These cost figures generally
began with a “core” staffing of one principal and a
number of teachers based on a set pupil-teacher
ratio. The latter is of particular importance,
Odden notes, as class size is a major determinant
of any school’s cost. Beyond this core, the reform
models varied in their cost structure based on
program specifics. More recently, Odden devel-
oped a more standardized list of the key profes-
sional staff positions and resources needed to
implement a comprehensive school design at the
elementary level. These include:

(] principals and vice principals;

] instructional facilitators to provide full-time
instructional leadership;

[ classroom teachers;

[J regular education specialists to teach subjects
such as art and music;

[ a strategy for helping struggling students;
[ site-based ongoing professional development;

I pupil support or family outreach depending
on the students being served; and

[] ongoing purchases of computer software and
hardware.

One temptation, should a state use this gen-
eral approach, would be to assume that the com-
prehensive school design should then be applied
to all schools. Funding could end up being quite

New York’s data-driven method yielded

widely varying results

In New York State, researchers William Duncombe and John Yinger attempted
to use a data-driven method that took into account a number of outcome in-
dicators. They then tried to arrive at a cost for educating the more disadvan-
taged student population in the New York City Schools, based on two different
approaches to measuring the differences in student characteristics.

When they attempted to accommodate for differences based on community
voting patterns, their model indicated that it would cost 7% more in New York
City than in an average district statewide to yield average school performance.
But when they used student performance data alone (e.g., test scores, gradu-
ation rates, and Regents diplomas), the cost differential was 262% more than
the average.
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“There is an
erent tension
between the

state’s interest in

guaranteeing an

adequate level

of resources,

and the state’s

interest in
assuring that

local initiative,

creativity, and

sense of control

are mobilized

to

deliver those
resources.”

James Guthrie and
Richard Rothstein

Equity and Adequacy
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in Funding

restrictive or prescriptive, affecting school districts’
initiative to improve. The developers of the New
American Schools project believe strongly that
different approaches work for different schools.

The data-driven approach relies on weighting
“uncontrollable factors”

The focus of this strategy is to create a method by
which weighting for “uncontrollable” factors such
as student characteristics and cost-of-living differ-
ences can be accomplished systematically. Rather
than putting the emphasis on finding one magic
number for a state, this method uses a cost index
to attempt to determine appropriate funding
levels on a more local basis. Sometimes referred
to as the “black box” or “raw correlational” ap-
proach, this requires first identifying the accept-
able level of student performance and coming up
with a base funding level. Then researchers use
statistical methods to determine the money it
would take for various systems to get to the edu-
cational goal based on the factors they do not
control, such as local salary levels and student
needs. (See New York box on page 19.)

This method is based on a relatively simple
principle that bypasses the often contentious and
complicated process of identifying and costing
out each component of a successful school sys-
tem. It also avoids prescribing any particular set
of instructional practices that should be used in
association with the money. Its validity, however,
is predicated on access to a quantity of reliable
data that most states do not have. Arguably,
those states include California.

This complex statistical approach is also not
easy to explain to policy makers, educators, or
the public. More problematic to researchers is
the extent to which this method’s accuracy de-
pends on the assumptions and judgments used,
and the fact that those assumptions are often not
explicitly described. For state policy makers, a
bigger concern could be that the model does not
account for how efficient the system is, just how
much it currently spends.

The professional judgment approach uses
panels of experts

Some state policy makers rely upon panels of edu-

cation experts to define an adequate education sys-
tem, with the components each assigned a cost. A
price tag for the whole system is then tabulated.

How Much Is Enough? - April 2000

A variation on this theme was used in 1996
when the Wyoming Legislature had to redesign
its school funding formula to satisfy the mandate
imposed by the Wyoming Supreme Court’s
Campbell County v. Wyoming decision. The
Wyoming example (see box) combines the judg-
ment of practitioners with data from national re-
search and comprehensive school reform designs.
Because of the extreme variations between
schools, it leaves out of the base number specific
costs for food service and for instruction of Eng-
lish learners and students in poverty.

Advantages of this approach include its rela-
tive simplicity and the opportunity it provides to
involve many or all constituent groups. It can be
used whether or not a state has quality measures
of student performance or unanimity about stu-
dent outcomes.

Although this approach is imprecise, it
makes the assumptions upon which it is built
absolutely clear, as in the Wyoming model. Two
different panels could easily come up with differ-
ent models and funding amounts, but why that
occurred would be transparent.

Perhaps a more compelling criticism is that
this approach can rely heavily on the status quo
to identify what it takes to educate students.
This method may not recognize or identify major
changes that are necessary. Also, those who
serve on the panels could be prone to some
conflict of interest based on their professional
perspective or affiliation.

Creating an adequacy approach
IS not a “cut-and-dried” process

Each of these strategies for determining “how
much money is enough” has methodological
strengths and weaknesses. And no matter which
model they favor, researchers uniformly caution
that the work takes time, commitment, and
thoughtful analysis. They also agree on some
overriding principles which may, in fact, be more
important than the specific method chosen to
explore the question of adequate funding.

The first principle is that a hard-and-fast
number—an amount that is adequate in all
schools and settings—is extraordinarily difficult
to identify, no matter which of the above-
mentioned strategies is used. Further, each
method carries with it a certain amount of bias.
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Second, agreeing on the cost adjustments re-
quired to educate students with special needs is
almost as complex as dealing with base funding.
While some would simply point to existing cate-
gorical programs as appropriate additional
money, others would argue that some of these
programs are currently underfunded—Special
Education being a ready example.

A third principle comes from research done
over decades regarding the relationship between
funding and school performance. While findings
differ in some significant ways, a convincing

number of researchers agree that money can and
does matter in education, depending upon how
it is used. Further, local circumstances—such as
unique student needs, the level of existing re-
sources, and the abilities of local educators—de-
termine the effective use of funds.

Researchers James Guthrie and Richard
Rothstein focus on the latter point on page 28 in
Equity and Adequacy in Funding. “Because a state
identifies a collection of resources as adequate,
and funds that collection, it does not mean that
districts should be prevented from organizing

Professional judgment shaped the answer in Wyoming

Following is the state of Wyoming'’s formula for an adequate system at a typical elementary school of 288 students based on 1995-96 costs. Similar models were

created for middle and high schools.

Description Units Salary cost Salary driven Total cost for Total cost
(based (per FTE) and health subcategories
on FTE*¥) benefits
(per FTE)

Personnel $1,156,552
* Teachers 20.0 $31,758 $9,675* $828,660

* Substitute teachers 0.9 $10,500 $803 $10,173

* Aides (FTE) 3.0 $10,080 $1,915 $35,986

* Pupil support 1.5 $31,758 $9,675* $62,150

* Library/media (could include certificated 1.0 $31,758 $9,675* $41,433

librarian, media assistant, and/or technician)

* School administration 1.0 $50,877 $13,308* $64,185

* Clerical/data entry 20 $16,000 $6,681* $45,362

* Operations 25 $20,000 $7,441* $68,603

Supplies and instructional materials $61,950
(about $215 per student)

Equipment $37,837
Food service (varies by district) N/A
Categorical Aid $153,810
* Special Education (an estimate that does not $152,514

include low-incidence/high-cost disabilities)

* Limited English speaking (varies by district) N/A

« Disadvantaged youth (varies by district) N/A

* Gifted $1,296

Student activities (about $7.50 per student) $2,167
Professional development $26,352
Assessment ($25 per student) $7,200
District expenditures $329,567
* Maintenance and operations $93,064

* Administration & miscellaneous expenditures $159,323

* Transportation $77,180

TOTAL COST (for a school of 288 students) $1,775,435
Total cost per pupil $6,165

Salary-driven benefits in Wyoming include Social Security, Medicare, Workers Compensation Insurance, Unemployment Insurance, and State Pension.

* Includes $3,641 in health benefits
** FTE = fulltime equivalent

While this process could be used in California, many specifics would have to differ. Necessary adjustments might begin with the school size, which tends to be
larger in this state. The assumptions about ideal class size, student-teacher ratio, and staffing levels outside the classroom also differ greatly from what is found
in California or even considered possible by some. Average wage levels are quite a bit higher in California, where the average annual teacher salary, for example,
was $44,585 in 1997-98.



resources and instructional delivery differently to
achieve the same objective. There is an inherent
tension between the state’s interest in guarantee-
ing an adequate level of resources, and the state’s
interest in assuring that local initiative, creativ-
ity, and sense of control are mobilized to deliver
those resources.”

Aiming for the national
average may be a first step

In many cases, large-scale changes in funding
systems to achieve adequacy have been
prompted by court mandates. Absent that—and
given current political pressures plus a healthy
state economy—~California may choose to forego
or at least postpone the more analytical ap-
proaches in favor of something more pragmatic,
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One option currently under debate is an ini-
tiative sponsored by the California Teachers As-
sociation (CTA) that would raise the state’s per
pupil expenditure to the national average. Lan-
guage in the California Constitution (Article
XVI, Section 8.5) suggests another much higher
standard—the average per pupil expenditures of
the 10 top spending states and the average class
size of the 10 states with the lowest class sizes.
As part of amending the Gann Limit in 1990,
voters adopted this as a threshold below which
schools would get additional funds if state tax
revenues exceed a specific amount.

Both of these funding thresholds would pro-
vide significant additional revenues to public ed-
ucation. They would not, however, provide a
clear and understandable calculation of a base

at least in the short term.

funding level. This omission would leave the

How much would it take to improve California’s K-12 expenditures compared

to other states?
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Targeting the national average

The concept of raising California K—12 expenditures to the “national
average” is being discussed in the Legislature and has been put forth
as a possible ballot initiative by the California Teachers Association
(CTA). In its February 2000 analysis of the 200001 state budget
proposal, the Legislative Analyst’s Office (LAO) discussed the impli-
cations of this policy option. In part they described the difficulty in-
herent in arriving at a dollar figure. “While it is generally accepted
that California spends less than the national average, estimates of this
gap vary widely—from less than $300 to over $1,200 per pupil—de-
pending on the source and depending on how the gap is defined.”

The LAO went on to explain that these variations largely depend
on five factors:

Choice of index: Two sources of comparative data are widely
used—the National Center for Education Statistics (NCES) and the
National Education Association (NEA).The two sources differ in the
way they count students, the expenditures they include in their cal-
culations, and the form in which they release their data.

Which expenditures are counted: Both NCES and NEA data de-
pend on calculations of how much schools and school districts ac-
tually spent.This is historical data that reflects what happened in past
years. State policy makers, particularly in a state-funded system such
as California’s, tend to focus instead on how much money the state
and other sources are providing to schools. This is usually prospec-
tive and based on revenue estimates for the coming year.

Another substantial variation arises depending on whether one
counts only operating costs used for the day-to-day operation of
schools or one includes capital expenditures, the cost of school
buildings and some equipment. The former is most typically used.

Average Daily Attendance (ADA) versus enrollment: Obviously,
arriving at a per pupil amount requires counting the number of stu-
dents. In California and nationally, however; the counting is done two
different ways. For some purposes, it involves a single number of
total students enrolled—a count that takes place in California on a
single day in October. For other purposes, including most aspects of
school funding, it is an average of the number of students present in
school each day during the school year.

Time lags: The latest reliable data for school expenditures lags two
to three years behind the present, due to difficulties collecting the
data from thousands of local school districts nationwide and assur-
ing data is reported consistently from state to state. Estimating the
current gap requires projections regarding both the number of stu-
dents and spending for California and nationally.

Accuracy of data and estimates: Inaccurate data and estimates
sometimes create large discrepancies in measurements of the gap.

In its analysis, the LAO estimates that the gap between Governor
Gray Davis’ 2000-01 budget proposal and the projected national av-
erage in other states could be approximately $500 per student. If
that were the case, the gap would be about $3 billion total.

California voters approved a higher target
Bringing California up to the national average would fall short of a
goal articulated and approved by voters in Proposition |1 in 1990.
The measure used the per pupil expenditure by the 10 top-spending
states as a benchmark. If that number were calculated for 1997-98
based on a simple average of the states—not adjusting for their rel-
ative size—it would have been $8,847 per pupil (ADA), compared to
California’s $5,627 (based on an EdSource calculation).
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Some cost estimates for K-12 improvements from the LAO

Responding to a legislative request,* the Office of the Legislative Analyst (LAO) prepared rough cost estimates for
a number of items. The analysts caution that actual costs would depend greatly on how programs were imple-
mented. These are presented here not as suggestions for new categorical programs but to provide a perspective
on how much districts would have to get to attain certain program or service levels.

Class size reduction in grades 4-12, assuming a 20-student maximum per classroom. One-time cost for fa-
cilities—up to $2 billion. Annual cost for operating the program—$2.6 billion.

An increase in beginning teacher salaries to $35,000 annually, assuming a |5% add-on for the increased
costs of salary-driven benefits (such as retirement) and a comparable adjustment of the entire teacher pay scale

to avoid “compaction.” Annual cost—$1 billion.

Making sure every school has a librarian, based on a $60,000 annual salary and benefit cost for one librar-
ian at each of the 6,050 schools that do not currently have one. Annual cost—$365 million.

Copies of these estimates are available from the LAO.

*The above estimates were presented at the request of the Assembly Select Committee on School Funding

Reform on Feb. 29, 2000.

state still with no clear mechanism for revenue
adjustments based on geography or student popu-
lation. It would also get California no closer to
answering the question of how much is enough or
to addressing the public’s ongoing question about
whether or not funds are spent efficiently. In ad-
dition, many see the national average as too low
a threshold for meaningful improvement, particu-
larly given the state’s high cost of living.

Where California can go
from here—a look at the
possible options

Policy makers are currently grappling with a
basic question. Do California’s public schools
have enough funding to provide the quality
education system the state wants and needs?

By many measures, the answer to this ques-
tion appears to be no. It is evident that Califor-
nia suffers compared to other industrial states and
the national average in terms of how much it
spends per student. Comparing a specific measure
(e.g., pupil-teacher ratios) to what some newly
developed models recommend again indicates
that California falls short. Further, the high cost
of living in this state—combined with the large
number of students who need to learn English
and who come from low-income families—
prompt many experts to say that some amount
above the national average would be appropriate.

Meanwhile, California has raised its expecta-
tions for student achievement and thus for its
public school system. Most experts agree that the
capacity of the system also needs to increase if
those expectations are to be met. Additional
funds may be integral to that capacity building.

It seems only logical to add funding to the
system in such a way that it actually results in
some desired improvements. California school
district superintendents and many researchers
say teacher quality and professional develop-
ment are most important. But a thorough and
thoughtful examination of what is needed
would look much deeper.

California could, in fact, follow the lead of
other states and begin developing its own model
for educational and funding adequacy. In a state
as complex as this, achieving clarity about the
overall goals of the educational system and
about spending priorities would be a time-
consuming and complex endeavor. Answers
about the efficiency and effectiveness of the
current investment in education may be equally
elusive. Yet grappling with such difficult issues
is a responsibility of leadership. And just as the
state wants to hold its schools accountable for
adequate performance, state leaders need to be
held accountable for policy making that sup-
ports schools so they can meet expectations.

Today, in the spring of 2000, California may
have an unusual convergence of fiscal ability and

“The system
was not
designed to
produce the
depth of
education the
2 st century is
demanding. ...
It will take bold
and enlightened
leadership to
change the
system, and the
answer cannot
be found by
looking into
our past.”

Harley North,
Superintendent

Evergreen Union
Elementary School
District

EdSource
Superintendent
Survey, 2000
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What about facilities?

In this report, the focus on school funding con-
cerns the day-to-day operation of schools. It does
not address an important component of school
adequacy and equity—school facilities.

In the EdSource survey, California superinten-
dents put “well-maintained school facilities” at
about the mid-point in their assessment of im-
portant system components. The question of
having room for growing student populations is
also very pressing in some communities. As one
superintendent said, “None of this can be done
without schools to put students in. Overcrowd-
ing undermines everything.”

The need for more and better school facilities is
an important issue in California. For a compre-
hensive examination of this vital topic, order the
EdSource publication California’s School Facilities
Predicament.

political will that could provide an immediate
chance to increase support for schools. This is
an opportunity the state could take today by
simply raising per pupil funding, perhaps using
some definition of the national average as a tar-
get. Or state leaders could base an increase on
calculations for the cost of specific targets for
improvement, be they smaller class sizes, higher
teacher salaries, or some other objectives.

To Learn More

At the same time, the state could embark
on a long-term rethinking of the school fi-
nance system, perhaps as part of the work now
being done on the K-16 Master Plan. Should
California’s state leaders decide to undertake
this effort seriously, they will face both practi-
cal and political challenges.

On the practical side, California’s state
leaders may have a difficult time crafting policy
that considers both local circumstances and
systemwide education goals and standards. This
is particularly true with the diversity within
California in terms of the size, demographics,
and dynamics in its 58 counties and nearly
1,000 school districts. The core issue is state
leaders earmarking funds versus providing
greater local or school district discretion.

On the political side, answering the ques-
tion of how much funding is enough requires
moving from a formula based on what is
available to one that requires some consensus
about what outcomes are desired from the
system and agreement about the best way to
try to get them. To be done well, that highly
political undertaking will have to bridge the
concerns of many different interest groups.
Ultimately, it will require perhaps dramatic
changes in the status quo. That will take
a strong political will, clear leadership, a
coherent vision, and some time.

If California does not begin this work now,
when will it ever occur? \E

For a complete bibliography of this publication and more funding adequacy resources, see the EdSource
website, www.edsource.org. The superintendent survey is also on this website.

* Equity and Adequacy in Education Finance: Issues and Per-

spectives. Ladd, H. F, Chalk, R.,and Hansen, ].S., eds.Washing-
ton, D.C.: National Academy Press, 1999.
This collection of eight papers by various authors provides
a comprehensive look at the legal history and theoretical
foundations of school finance equity and adequacy.To order
a copy of this book, contact the National Academy Press at
888/624-8373 or order online at www.nap.edu.

* Does Money Matter? The Effect of School Resources on Stu-
dent Achievement and Adult Success. Burtless, G., ed. Wash-
ington, D.C.:The Brookings Institution, 1996.

The authors of studies in this book focus on the effect of
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school spending on academic achievement and the impact
of school resources on students’ future earnings.

* Creating School Finance Policies That Facilitate New Goals.
Odden, A. CPRE Policy Briefs, RB-26, September 1998.

This policy brief sketches a vision for a school finance struc-
ture based on the concept of adequacy and linked to edu-
cational standards. The author discusses federal, state, and
district roles in implementing this new vision. To obtain a
copy of this policy brief or other CPRE publications, or to
get more information about CPRE's school finance research,
call the consortium at 215/573-0700 or visit the CPRE web-
site, www.gse.upenn.edu/cpre.
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ethinking How California Funds Its Schools
Every student “shall have the opportunity to be need to meet the state’s demanding
prepared to enter the world of work; .. .every academic standards?
student who graduates from any state-supported A growing number of state and
educational institution should have sufficient education leaders agree that California
marketable skills for legitimate remunerative should either overhaul its school fund-
N ing system or start from scratch.
employment; ... and .. .such opportunities are ) .
However, sharing that opinion is a long
a right to be enjoyed without regard to race, creed, way from any kind of consensus about
folor, national origin, sex, or economic status,” what a new and better system would
— California Education Code Section: 51004 look like. For one thing, little definitive
guidance exists regarding the most effec-
A rare combination of events is  tive way for a state to use school funding
very young person in Califor-  creating momentum and interest among  to support improved student perform-
nia is entitled to the same  a growing number of Californians who  ance. And the size and complexity of
educational opportunities.  want to see the school finance system  California make the prospect of change
Further, state law and a series of court  change. Not the least of these people is  doubly hard.
decisions say that providing those  Gov. Arnold Schwarzenegger, whose One way or another, Californians
opportunities is ultimately the responsi- ~ 2004—05 state budget proposal calls for  are likely to take some actions to change
bility of state government. education funding reforms. This comes  the school funding system over the next
In trying to fulfill that responsibil-  at a time when local schools are feeling ~ few years. State lawmakers could move
ity, state officials in recent years have set  desperate as they endure a third year of ~ quickly to enact policies that respond to
demanding new K—I2 academic stan- tight budgets due to the state’s continu- speciﬁc interests, or they could take time
dards for what they expect each student  ing fiscal crisis. A lawsuit against the  to grapple with the full range of
to know and be able to achieve. They  state—charging that some children have  complex and political issues that must
have also put in place a system of assess-  been denied their right to basic educa-  be addressed to fundamentally change
ments and benchmarks that hold  tional services—may be near resolution.  California’s school funding policies. The
schools accountable for student Interest groups are focusing on Califor-  public can wait and hope that state poli-
performance. What state leaders have  nia’s relatively low level of per-pupil  cymakers have the wisdom and courage
not done is re-examine California’s  funding. And a newly appointed state  to meaningfully address this important
complex school finance system in the  commission is about to ponder the  issue, or they can mobilize to exert polit-
light of these changes—at least not yet.  question: What resources do schools  ical pressure for change. Some activists
O °
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Independent and impartial, EdSource strives to advance the common good by developing and widely distributing trustworthy, useful
information that clarifies complex K-12 education issues and promotes thoughtful decisions about California’s public school system.



© CoPYRIGHT 2004 BY EDSOURCE, INC.

are considering California’s ballot initia-
tive process, if needed, to circumvent an
unwilling Legislature.

More money for schools will be
difficult to find while the state budget
crisis continues. That could give the
state time to rethink California’s system
in a way that will improve the learning
environment in all 9,000 of its public
schools. The first step is for Califor-
nians, including state policymakers, to
be clear about what problems they are
trying to solve, what funding strategies
address those problems, and how the
strategies fit together. Lessons from
research and the experiences in other
states can help inform this work.

In the long run, however, an infusion
of additional funds may be an essential
ingredient for bringing to fruition
any plans for a new finance system.
Conversely, without additional funds,
major changes in the system may hit polit-
ical obstacles that are insurmountable.

This report sets out some possible
goals for a California school finance
system that could better support

student performance. It also describes
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the key forces that will shape any debate
about school finance reform in Califor-
nia and examines those in the context of
some important aspects of an effective
finance system. In the process, the
report provides brief descriptions of the
various initiatives now underway in Cali-
fornia and also looks at where the state

might go from here.

Making money matter for student
performance

California is far from alone in needing
to examine its approach to funding
schools. Throughout the United States,
research, political initiatives, and court
cases are focused on questions related to
school finance. Increasingly, researchers
and policymakers are looking at ways to
create systems for allocating resources
that support and encourage local
schools” ability to improve student
performance. Such a task, experts say, is
extremely challenging.

At the University of Washington's
Center for Reinventing Public Educa-
tion, a multiyear effort called the School
Finance Redesign Project is aimed at
helping state policymakers, educators,
and the public better understand how to
make money matter. The project’s lead-
ers make a strong case for the need to
redesign school finance systems gener-
ally. Their work and perspective may
hold some valuable lessons for Califor-
nia policymakers:

“Public  school  finance  systems  today
unjformly fm‘l to support the nation’s educational
goals regarding greater student performance. In
broad terms, we know why: Finance systems
determine levels of support based on political
bargaining rather than student needs. They focus on
inter-district equity but ignore inequities among
schools. They all but ignore adequacy. They apply
conventional, process-oriented finance mecha-
nisms. . .to unconventional performance challenges.
They account for dollars and they exercise author-
ity over resources centrally rather than at schools.

They restrict school-level problem solving”

The project examines how funding
can make a difference in school
performance. It focuses on ways that
finance systems affect the motivation
and capacity of individuals and the envi-
ronment in which they function. It calls
for finance mechanisms that encourage
students and teachers to perform better,
that build their capacity to accomplish
performance goals, and that structure
the classroom, school, and system to

support student performance.

Voters, courts, and lawmakers have
shaped California’s finance system
Through the State Board of Education,
California’s Legislature and governor
have established the standards of
performance expected of California’s
students. They also determine how
much money schools get and how those
funds are to be distributed.

A central question is the extent to
which these state leaders can use their
power over funding to improve the
performance of more than 6 million
children in about 300,000 separate
classrooms. Within the current system,
the path money takes from Sacramento
to the student is not a direct one.

In California, as in most other states,
the law requires that school districts func-
tion as the “fiscal agents” for public
schools. That means state leaders allocate
funds to 982 separate school districts,
which in turn decide how to distribute
resources to schools and classrooms.
School boards and district leaders negoti-
ate with unions to determine how much
to pay their teachers and how large to
make their classes. They also purchase the
textbooks, place the children in the
schools, manage the facilities, and decide

how extra resources will be distributed.

Districts lose revenue-raising power
in the 1970s
Historically, local school districts’ control

over expenditures was matched by their
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control over revenues. Up until the 1970s,
California districts had the power to raise
property taxes to pay for school operations
and facilities. That created substantial
differences in funding from one district to
the next. Communities with higher prop-
erty values were able to support their
schools more generously and with less
effort (lower tax rates). This resulted in
inequalities among districts that were chal-
lenged in court beginning in 1968. As a
result of the Serrano v. Priest lawsuit, which
was finally settled in 1970, the state Legis-
lature looked for a way to finance schools
that would be more equitable. It set
“revenue limits” for school districts and
began forcing the equalization of general
purpose funds by limiting the increases for
high-revenue districts and providing large
increases to low-revenue districts. (See the
box on the Serrano decision for a more
detailed explanation.)

While the Serrano court case precip-
itated a major change in the state’s role
in school funding, it did not specifically
address the revenue-raising ability of
local school districts. A more dramatic
change came in 1978 when California
voters passed Proposition 13. It set a
uniform statewide property tax rate,
limited the allowable increases, and
precluded local school districts from
raising property tax rates on their own.
It also resulted in a substantial one-time
reduction in property tax revenues for
schools. School districts—prohibited
from increasing their revenues and
facing drastic funding cuts—turned to
the state. State officials kept districts
whole by providing more state funding
for schools; but in the process they also
took over control of the distribution of
local property taxes, effectively becom-

ing the ones in charge of school funding.

State leaders exercise considerable
control over funding and operations
Thus in the course of just a few years,

the state dramatically changed its
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The Serrano decision and Proposition 13 left their legacies

Begun in 1968, the Serrano v. Priest court case was one of the first lawsuits to challenge the
inequities created by the U.S. tradition of using property taxes as the principal source of
revenue for public schools. Lawyers for the plaintiffs maintained that the wide discrepancies
in school funding that were systematically related to differences in district wealth (property
taxes on assessed value per pupil) represented a denial of equal opportunity.

In 1971 the California Supreme Court ruled that education was a “fundamental interest” of the
state and remanded the case back to lower courts to determine whether the discrepancies
described by the plaintiffs actually existed. Anticipating an outcome that would demand
change, state leaders passed Senate Bill (SB) 90 in 1972, creating the “revenue limit” system
that put a ceiling on the amount of general purpose money each district could receive. To
achieve equalization, the Legislature implemented a sliding scale of increases to revenue
limits designed to bring lower-spending districts up to the level of higher-spending ones over
time (labeled “leveling up”).

The second case, referred to at the time as Serrano [l was settled in 1976.The court ruled that
the changes made with SB 90 were not enough. In 1977 the state passed Assembly Bill (AB)
65, which made further changes in the system using a “power equalization” plan for redistrib-
uting tax revenue from higher- to lower-wealth districts.

Proposition 13 was passed just nine months later, in June 1978. A reaction to rapid and often
dramatic increases in local property taxes at the time, its primary goal was to protect property
owners by reducing and stabilizing their tax obligations. Its provisions wiped out 60% of local
property tax revenues and therefore invalidated much of AB 65’ financial reform, including
power equalization. The Legislature’s “bailout” bill, SB 154, retained the revenue limits but
replaced most of the lost property tax dollars with money from the state budget. The total
amount of money allocated to schools was cut. High-end districts received smaller increases
than low-end districts on a sliding scale. This “squeezing” of the revenue-limit allocations
minimized the sudden drain on the state’s budget.AB 8, passed the following summer, contin-
ued the revenue limit system, including the squeeze mechanism for granting differential
increases to districts based on their revenue limits. In 1983 the court ruled that the equity
complaints brought in the Serrano case had been satisfied, and the case was officially closed.
The decision specifically excluded categorical programs from the equalization formulas.

At that point California was left with a different situation than the Serrano plaintiffs had
perhaps envisioned. Data from the National Education Association (NEA) indicate that a major
change in California’s contribution to public schools occurred following the implementation of
revenue limits. In 1972 Californians contributed 5.6% of their personal income to public
schools. By 1978—before Proposition 13 took effect—contributions had fallen to 3.8%.

system for funding schools. State lead-
ers became responsible for making sure
that the tax effort was roughly equal
among districts and for determining the
actual amount of funding. This came

on the heels of a greater state and

federal activism in schools generated by
the War on Poverty in the mid-1960s
and the court-required Special Educa-
tion system to protect the rights of
disabled students in 1975. It is not

surprising then that state leaders
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figure 1 | Distribution of categorical funds by purpose, 2003-04
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Categorical funds represent about 38% of the total revenues allocated to K-12 education in 2003-04, including about $12 billion in state and
$7 billion in federal programs. The pie charts below summarize the proportions of state and federal categorical funding that go toward various
purposes. They do not include $62 million in state and federal grants for charter schools or about $202 million in miscellaneous state programs

that each receive less than $20 million.

Proportion of state funded programs by purpose
(Includes programs receiving more than $22 million, which represent 98% of state
categorical funds.)

Outside K-12
Instruction
17%

Instructional
Improvement
Other K-12 33%

12%

Variable Costs
6%

Special Student Needs
32%

Instructional Improvement: 33%

Includes Class Size Reduction (K-3), School Improvement Program, Summer School/Supple-
mental Instruction, Instructional Time and Staff Development Reform, High Priority Schools
Grant Program, Instructional Materials, Class Size Reduction (Grade 9), Intervention/Under-
performing Schools, Student Assessment, Beginning Teacher Support and Assessment, Math
and Reading Professional Development, Tobacco Use Prevention Education, Peer Assistance
and Review, Partnership Academies, and Dropout Prevention and Recovery.

Special Student Needs: 32%

Includes Special Education, Economic Impact Aid, Child Nutrition, English Language
Acquisition Program, Gifted and Talented Education, and Community Day Schools.

Variable Costs: 6%
Includes Pupil Transportation, Deferred Maintenance, and Year-round Education Grants.

Other K-12: 12%
Includes Targeted Instructional Improvement Grants, Regional Occupational Centers and
Programs, Supplemental Grants, and CalSAFE.

Outside K-12 Instruction: 17%
Includes Adult Education and Child Care and Development.

Proportion of federally funded programs
by purpose

Instructional
Improvement
Outside K-12 -
Instruction
19%
Other K-12

2%
Variable Costs\
2%

Special
Student Needs
69%

Instructional Improvement: 8%

Includes ESEATItle Il (Improving Teacher and Admin-
istrator Quality)*, ESEA Title VI (Assessment
Funding)*, and ESEATitle V (Innovative Programs)*.
Special Student Needs: 69%

Includes ESEATItle | (Extra Support for Students Who
Live in Poverty)*, Child Nutrition, Special Education,
and ESEA Title Il (English Learners and Immigrant
Students)*.

Variable Costs: 2%

School Renovation Grants Program.

Other K-12: 2%

Vocational Education.

Outside K-12 Instruction: 19%

Includes Child Care and Development programs,
ESEA Title IV (21st Century Schools)*, and Adult
Education.

*No Child Left Behind (NCLB) programs.

Dara: CarirorNia DeparTMENT 0F Epucarion (CDE)

became increasingly involved in telling  as state policymakers tried to ensure that
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The chief strategy state and federal

school districts how to spend their allo-  school districts spent their funds in a  leaders have used to make sure that school

cations. California’s school finance  manner consistent with state and federal ~ districts spend funds “appropriately” has

system also became increasingly complex  expectations.

been to earmark funds for specific purposes
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or students. Some of these categorical
programs—such as Title I, Economic
Impact Aid, and Special Education—were
created to ensure that a given set of
“special needs” students received extra
services. The more of these students a
district serves, the more funding it receives
from these programs. Other programs,
such as K—3 Class Size Reduction and
staff development days, provide partici-
pating school districts with funding as
long as they implement a specific strategy
state leaders believe will improve instruc-
tion. Categorical programs generally are
accompanied by regulations on how the
funds can be spent and reporting require-
ments to ensure that districts comply.
Over the years, the proportion of
funding that goes to school districts in
this fashion has increased to about a third
of total funding from all sources, and the
sheer number of programs has multi-
plied as well. Figure 1 provides a
summary of the programs and their

general purposes.

Standards-based reform changed many
things, but not the finance system
Particularly since 1997, California state
leaders have instituted changes aimed at
getting schools to focus on student
performance, in large part by establish-
ing uniform academic standards and
holding individual schools accountable
for how well their students are learning
them. However, the state overlaid its
new system of standards, tests, and
interventions on top of the existing
finance system. The net result is that
while educators are expected to improve
student performance and are held
responsible for doing so, they have to
function within a funding system that
was created to constrain local decision
making and limit the discretion of
school district officials.

Regulations limit local discretion
Responsible for school budgets and

held accountable for compliance with
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state and federal regulations, district
officials in turn often limit the
decision-making authority of school
site leaders. In addition, collective
bargaining agreements are negotiated at
the district level and in most cases set
out uniform expectations for teacher
compensation and working conditions,
such as staff meeting times, class sizes,
instructional minutes, teacher prepara-
tion time, professional development
expectations, and evaluation proce-
dures. The larger the district, the more
likely it is that these agreements can
conflict with the way an individual
school’s leadership might want to
organize the teaching staff, assignments,
and instructional programs.

Business leaders in particular have
criticized this lack of school site flex-
ibility for many years. They cite
organizational theories and business
experience that promote decentraliza-
tion as a key strategy for improving
performance. The Committee for
Economic Development (CED)—an
independent national research and
policy organization made up of busi-
ness leaders and educators—makes
this point in its 2004 report, Investing in
Learning: School Funding Policies to Foster
High Performance.

The report charges that financial
accounting and reporting systems
focused on districts rather than on indi-
vidual schools are “obscuring the link
between the resources being spent on specific
children and those children’s lmrm’ng and
bindering efforts to determine where and how
TeSOUTCES migbt be better spent. Primipals not
only lack data on their schools’ resources but
are seldom given significant control over their
budgets, even though they are increasingly being
held acrounmblefor the performance of their
students. These munagers’ability to reallocate
resources to what they believe are more effective
uses, and thus do what tbfy are convinced will
improve performance, continues to be severely
restricted by allocation decisions made at the

district, state, and even federal level.”

O

School funding complexities obscure
accountability

In California—with its proliferation of
discrete programs and specific regula-
tions—the financial decision-making
process is virtually incomprehensible.
As a result, it is extraordinarily difficult
to hold anyone in the system account-
able for the decisions that affect the
quality of classroom instruction. If a
school does not provide students with
an adequate opportunity to learn, teach-
ers and the principal can blame the
central office for not providing appro-
priate resources. School boards and
superintendents can, in turn, say the
state is either not providing enough
funding or has tied their hands regard-
ing how it is spent. State leaders can put
the blame back on local leaders, or
teachers, calling them incompetent or
unscrupulous  for not wusing their
resources wisely. And while those
responsible pass the blame, many
students are left without a decent educa-
tion and their parents are left with no
one to hold accountable.

Thus a major strand in discussions
about finance reform in California
emphasizes the need to restructure the
system the state uses to allocate funds to
school districts and thence to schools.
Advocates believe that making the
system more transparent and providing
greater flexibility to local educators
could improve the efficient use of funds.
Others remain skeptical about the value
of local flexibility, or they stress that flex-
ibility must be accompanied by clear lines
of accountability and serious conse-
quences for adults in the system who do
not live up to their responsibilities.

Some believe such an overhaul of
the finance system would be enough to
improve academic performance in Cali-
fornia. However, others feel equally
strongly that simply changing the system
is not sufficient. They believe that,
regardless of how funds are allocated,

California’s public schools need more

o
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money if they are to accomplish what

the state and the public expect of them.

The level of education funding

raises concerns and issues

For many years, education advocates

have bemoaned the inadequacy of

school funding in California. They have
typically used comparisons with other
states as proof that California is not
investing a sufficient amount in its

K-I2 system. The statistics used to

make these comparisons—and rank

California vis-a-vis other states—come

from several sources, each of which gives

a slightly different picture:

o The National Education Association
(NEA) estimates that California’s
expenditures in  200I-02  “per
student in fall enrollment” were
$7,055. That placed the state 28th in
expenditures and $493 below the
US. average.

o The National Center for Education
Statistics (NCES) uses a slightly
different calculation and comes to a
different conclusion. NCES put the
“current expenses per pupil” for
2001-02 (based on fall enrollment)
at $6,987 and placed California 25th
among the states, $389 below the
US. average.

o Education Week, in its January 2004
special  edition called “Quality
Counts,” used yet another approach,
adjusting the NCES data based on
regional cost of living (as calculated
using the NCES Geographic Cost
of Education Index). California’s
“education spending per student
adjusted for regional cost differences”
was $6,258. This placed the state 45th
and $1,118 below the U.S. average.

By all these measures, California lags
behind many other states in the amount
it spends per pupil. In a 2003 report—

High Expectations, Modest Means—the

Public Policy Institute of California

(PPIC) developed a more nuanced

analysis of California’s investment in

EDSOURCE REPORT

public schools. PPIC Senior Fellow Jon
Sonstelie, one of the report’s lead
authors and a professor of economics at
University of California—Santa Barbara,

summarized that analysis.

Low effort and high salary costs combine
to disadvantage California’s students
Sonstelie compares California to the rest
of the nation rather than positioning the
state against the national average, which
includes California. The key compari-
son, he said, is the total number of K—12
staff per pupil because “schools are prin-
cipally about human resources.” In
1999-2000 the United States—exclud-
ing California—had an average of 124.9
staff for every 1,000 students. California
schools had almost 30% fewer, or 838.2
staff for every 1,000 students—a major
difference that could seriously disadvan-
tage California’s students.

Sonstelie next explained that Cali-
fornia as a state spends, per capita, about
9% more on state and local government
than is the case in the other states. But
while the state spends more on most
areas of government—such as law
enforcement, higher education, and
social services—it spends less on K—12
education. The PPIC data show that the
share of government expenditures that
go to education is about 22% in Cali-
fornia, while it is 24.6% in other states.
In addition, in California a larger
portion of the population is school age.
For every 100 residents, California has
17.8 students it must pay to educate
compared to an average of 16.5 students
in the other states. The lower expendi-
tures on public schools combined with
the higher number of students means
that California spends about 9% less per
pupil than the other states.

The second part of Sonstelie’s
analysis examines how funds are spent in
California schools compared again to all
the other states except California. The
key difference is that California has the
highest-paid educators in the country,

O

and thus has traded off staffing ratios
for salaries. However, Sonstelie notes,
“college graduates in California earn
more money than college graduates in
other states, and most of the personnel
in schools are college graduates. We face,
in California, higher personnel costs
than other states, about 14% higher.”
The combination of lower state
investment, more students per capita,
and a more expensive labor market has
resulted in California’s dramatically
lower staffing ratios compared to other
states. But comparisons, Sonstelie argues,
are not the key to deciding whether the
level of education funding is “adequate.”
Instead, he urges Californians to look at
the expectations the state has established
through its academic standards. By those
criteria, as measured by the state’s Aca-
demic Performance Index (API), some
schools in the state are receiving enough
funding. Those are the schools that
have met the state’s goal of 800 on the
API. They also tend to be the schools
that serve fewer low-income children.
Conversely, the higher the proportion of
low-income students in a school, the
lower that school’s API tends to be.
If California is committed to meeting
its standards-based goals, Sonstelie
concludes, it may need to invest more
than it does now in education and focus

that investment on low-income students.

The state invests more in districts that
serve disadvantaged students

Data from PPIC indicate that most
districts serving high proportions of
low-income students already receive
more funding than other districts in
California, at least as a general rule. (See
the box on page 7.) Much of this comes
in the form of categorical programs,
most notably federal Title I and state
Economic Impact Aid, both targeted at
disadvantaged children. When statis-
ticians calculate statewide funding
averages and compare California to other

states, they include those programs,
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which on a statewide basis represent
about 5% of total funds for schools.

The selective distribution of those
funds to districts with low-income
students means that those districts are
probably closer to the national average,
while the districts with few low-income
students are even further away in terms
of state support. For suburban parents,
that makes all the more stark the
comparisons to suburban districts in
New York or Connecticut where the
funding levels often exceed $12,000 per
student, an amount that is double what
some California districts receive.

In many higher-income communi-
ties in California, parents dip into their
own pockets—through fundraising or
the passage of parcel taxes—to subsidize
their local schools beyond what the state
provides. The task of getting parents in
those districts to forego state increases in
their schools’ funding in order to put
more support into low-income schools
would be, as Sonstelie puts it, “a tough
political proposition.” In fact, those
parents” continued commitment to and
political support of public education in
California might hinge on how that

proposition is resolved.

Modest means and high expectations
are at odds

The data regarding the low level of
tunding in California schools are
compelling, particularly in the context
of the high standards the state has set
for academic performance. The Ford-
ham Foundation has rated California’s
standards among the most rigorous in
the nation. Further, given the state’s
current budget situation, additional
funding seems nearly impossible with-
out higher taxes of some kind, including
perhaps a reconsideration of Proposi-
tion 13. There is some indication that
momentum around this perspective is
building. Early in 2004, for example, the
California Teachers Association (CTA)

mounted a petition drive for an initiative
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Most elementary and unified districts with low-income

students receive more revenues

With the caveat that there is much variation from the averages, the Public Policy Institute of
California calculated the difference in average total revenues (excluding Special Education) for
districts that serve no low-income students versus those that serve 100% low-income students.
The data show that while unified and elementary districts on average receive an augmentation
for low-income students, the reverse is true for high school districts.

All revenues except Special Education, 2001-02

Average revenues per pupil

Unified districts
Elementary districts
High school districts

Average augmentation per
low-income student

$6,019 $1,018
$6,108 $451
$7,093 - $301

Table adapted from High Expectations, Modest Means, copyright 2003, Public Policy Institute of California.

that would generate additional revenues
for schools by changing the tax rate for
commercial properties. Although CTA
decided against putting that proposal on
the November 2004 ballot, many
observers expect that a similar measure
may sooner or later be presented to voters.

Many Californians might applaud
schools having additional funds but
believe that simply putting more money
into the same system would do little to
improve student performance. Absent
significant changes in how schools do
business and account for it, any proposal
for more funds is likely to face stiff oppo-
sition from the business community and
others who want to see more from the
schools, especially if they are being asked
to pay higher taxes. That “more” includes
higher achievement among students
generaﬂy, with a particular emphasis on
California’s English learners and its low-
income students who are predominantly
Hispanic and African American.

It is in part to address these dual
issues of funding and effectiveness that
school finance experts and state legisla-
tures throughout the country have been
developing funding adequacy models

over the last few years. This has often

O

been in response to court mandates.
These models attempt to “cost out” an
adequate education system in order to
answer the question of how much
money would be enough for public
education to meet its mission and
improve the performance of the vast
majority of students. The process of
creating such a model for California is

just beginning.

California officials are trying to estimate
how much money is enough
In 2002 state lawmakers authorized the
creation of the Quality Education
Commission (QEC), which is charged
with developing and costing out a
“Quality Education Model.” Its core
objective is to determine the amount of
funding needed to provide California’s
public school students with an opportu-
nity to meet the high achievement levels
set forth in the state’s academic standards.
This determination is seen as a first step
in developing a state funding formula
that would provide “adequate” educa-
tional services in local communities.
University of Southern California
Professor Lawrence Picus has been

among the experts developing thCSC
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The majority of states have undertaken adequacy studies

According to the Campaign for Fiscal Equity (CFE) at the Advocacy Center for Children’s Educa-
tional Success with Standards (ACCESS), approximately 30 states have conducted adequacy
or costing-out studies “to obtain rationally based, objective information on how to fund public
education so that all students have a genuine opportunity to meet the leaming standards.” In
some cases, courts ordered these studies when they deemed a state’s funding system to be
unfair. Courts became involved in Arizona, Arkansas, New York, Ohio, and Wyoming.

Instead of using the availability of funds to determine education funding levels, the costing-
out approach estimates what schools need to educate students to meet high standards. A
variety of methods exist to determine these costs, but three are used most frequently: success-
ful schools, professional judgment, and effective strategies. Currently 28 states, including
California, have completed or are completing costing-out studies. For more information, go to
www.accessednetwork.org and click on “Costing Out Across the Country.”

After completing their studies, many states decided they were under funding schools and estab-
lished higher levels of base funding for an average student. Most states also supplement funding
by allocating an additional amount to certain districts based on agreed-upon criteria. These vary
but have included district type or size, school grade levels, and the types of students within a
district. A weighting formula is often the vehicle for determining funding levels for each child
within a district, with the average child designated as “1” and, for example, a Special Education
child receiving a weighting of 1.2 or a high school student a weighting of 1. 4.Thus, if the district
receives $5,000 for the average student, it receives $6,000 ($5,000 x 1.2) for a Special Educa-
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tion student. Each state has handled weights and set the amounts somewhat differently.

models in other states (see the box on
this page), and he offers the following
defnition: “Adequacy requires the provision
of sufficient fiscal resources to enable all schools
to deploy educational strategies that can educate
nearly all their students to the state’s proficiency
standards.”

Implicit in this definition are the
assumptions that all schools need suffi-
cient resources and that all or nearly all
students should meet the academic stan-
dards the state has articulated.

In California, the QEC is charged
with providing the state with a target
amount for adequate school funding. By
definition this ﬁgure will include not
only the amount necessary for educating
the average student, but also additional
funding amounts or weights based on
the extra costs for educating English
learners, students from low-income

families, and those with disabilities.

The commission is likely to develop
these estimates based either on profes-
sional judgments or on existing evidence
regarding the combination of resources
a school needs to meet state expecta-
tions.Typically, these approaches use the
concept of a prototypical school to
calculate the number of teachers and
other staff needed in that school. The
calculations posit an optimum class size
and the appropriate number of extra
administrative staff, instructional aides,
and counselors.

Next, a weighting formula is used to
determine the level of extra resources
that should go to schools that serve high
numbers of special needs students.
Central to this approach is the well-
supported concept that some students
are more expensive to educate. Children
who need to learn English require extra

help to master the language and keep up

O

with the academic content they are
expected to learn as well. Children who
come to school from impoverished
home environments are often not as well
prepared for school success as their
more advantaged peers, particularly
those with highly educated parents.
They need more support in order to
take full advantage of school instruc-
tion. They may also lack adequate
nutrition and basic health care, making
them less able to compete with other
students. Students with physical and
learning disabilities need extra services
based on their individual situations.
State and federal laws require local
schools to meet those needs.

Based on these assumptions, average
salary and benefit levels for staff
combined with estimates for non-staff
expenses are used to cost out the model.
While the model itself represents a
reasonable way to organize a school, it is
not intended to mandate how every
school should be organized. Rather, it
gives researchers a way to arrive at a
dollar amount they believe has some
relationship to academic performance, a
difficult assignment at best.

While a fair amount of research
attempts to answer the question of “how
much is enough,” concrete connections
between funding and school perform-
ance are more elusive. Experts continue
to debate whether money makes a differ-
ence in school performance, or in what
ways it can make a difference. Adequacy
models are another step in those discus-
sions meant to help guide the decisions
of state leaders who must develop fund-
ing policies and want to make them
congruent with their expectations for
academic achievement.

In California, the assumption is that
the adequacy model would represent a
target for the funds the state controls,
which include local property taxes, state
funds, and federal monies. Currently,
about 6% of school funds come from

revenue sources under local control. The
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sources can include such things as rental
income, interest, private contributions, and
parcel taxes. The amount of money avail-
able from these sources varies significantly
among districts. As noted earlier, wealthier
communities generally can and do raise
more local miscellaneous revenues.

While some see the local ability to
raise revenues as a vital component for a
healthy school funding system, others
say it is unfair to allow wealthier
communities to supplement their
public schools in this way. This issue is
likely to be yet another point of
contention in California’s complicated
school finance debate, particularly as
long as California school districts do
not provide the level of staffing and
services available in other states.

The legislation creating the Quality
Education Commission called for its
work to take a year. Assuming that time
frame is met, its findings will not go to
the Legislature until spring 2005, well
into the development of the 2005-06
state and education budgets. Economists
project that California’s budget crisis will
not be quickly or easily solved and will
continue to constrain education funding,
This work by the QEC provides a back-
drop for other proposals aimed at
rethinking more limited aspects of the
existing finance system that may also be
moving forward. In addition, a possible
settlement in the Williams v. California
lawsuit could force the state to take
action of some kind, with or without
additional funds. (See page 13 for more

on that lawsuit.)

Several strategies aim at improving
California’s existing funding system
Taken as a whole, California’s convo-
luted school finance system has almost
no defenders. But while all those
concerned with education may have a
part of the system they want to change,
state leaders who have attempted to
simplify things have consistently met

with strong resistance from one or
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another education group—or local
school district—that fears it might lose
funds if the specific change were made.
This is one reason many education
advocates in California believe that
unless the state provides more funds,
structural changes to the system will
prove to be politically impossible.

As the variety and number of efforts
going on throughout the nation illus-
trate, the task of redesigning a state’s
school finance system is far from easy.
The good news in California is that the
discussion seems to at least be starting
in earnest., A number of different
recommendations are being informally
talked about or formally proposed for
reforming one facet or another of the
system. In his 2004-05 state budget
proposal, Schwarzenegger became the
latest to call for change. Along with
recommending a plan for consoli-
dating state categorical programs, he
mentioned the state’s complicated
process for calculating revenue limits as
another target for reform.

It has been widely reported that
Secretary for Education Richard Rior-
dan is exploring school finance and
management reforms based on the
“weighted student formula” concept rec-
ommended by author and management
Professor William Ouchi. The idea of
decentralizing fiancial decision making
to the school level is an underlying
theme in QOuchi’s proposals. Hanging
over the entire discussion is the Williams
v. California lawsuit, which calls for the
state to do a better job of ensuring that
all children receive basic educational
services. None of these ideas for reform-
ing the system, however, includes sug-
gestions for how to increase funding or

directly acknowledges the need to do so.

The state could improve the basic
process for distributing general purpose
funds to school districts

The foundation for every California

school district’s funding is its revenue

O

Legislators authorize a

California Quality Education
Commission (QEC)

The 13-member Quality Education Commission
(QEC) was authorized by the Legislature in 2002
based on a recommendation from the Master Plan
for K-16 Education, a legislative effort that
includes other recommendations reflected in legis-
lation currently under consideration. The QEC was
originally expected to begin its work in July 2003
and complete it a year later. However, the state’s
budget crisis and gubernatorial recall election
both created delays, which finally appear to have

been resolved.

To address the lack of state funding, the William &
Flora Hewlett Foundation and the Bill & Melinda
Gates Foundation in 2003 provided funds to
support the QEC’s work for one year. The state has

formally accepted that offer.

By statute, the commission’s 13 members are to
include seven appointed by the governor and two
each appointed by the superintendent of public
instruction, the speaker of the Assembly, and the
Senate Rules Committee. As this publication
goes to press, Gov. Arnold Schwarzenegger has
not yet announced his appointees. The first meet-
ing of the QEC was scheduled to take place in

May 2004.

limit. This general purpose funding is
based on a per-pupil amount deter-
mined for each district individually. The
worksheet a district uses to calculate its
revenue limit starts with the amount of
funding it received per pupil the prior
year and then goes through multiple
pages of computations, to say nothing of
a list of additional accounting schedules
that apply to selected districts. Together
these calculations to some degree chron-
icle the adjustments state lawmakers have
made to benefit one group of districts
and then another over the three decades

since the Serrano court decision first

o

May 2004

Retninking How Cavirornia Funps Its ScHooLs 9

© CopYRIGHT 2004 BY EDSOURCE, INC.



© CoPYRIGHT 2004 BY EDSOURCE, INC.

figure 2 | Average revenue limits over time show a change in high school support
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The data indicate that California has reduced by a substantial amount the extra subsidy for high school education that was originally built into
the revenue limit calculations. If the funding differences between types of districts had remained constant, high school districts would on aver-
age be receiving about $1,800 per pupil more than they do today, and unified districts would be receiving almost $600 more.

Average 2003-04 revenue limits for small districts are as follows: elementary under 101 students, $5,516; unified districts under 1,501

students, $5,184; and high school districts under 301 students, $6,128.

Type of district Average revenue Difference by Average revenue
limit (per pupil) district type limit per pupil
in 2003-04 in 2003-04 in 1977-78

Elementary $4,645 100% $1,114

Unified $4,843 104% $1,244

High School $5,585 120% $1,480

Difference by Hypothetical
district type 2003-04 revenue
in 1977-78 limits if 1977-78
differences
still existed
100% $4,645
112% $5,420
133% $7,427

Data: 2003—04 (s OF 4/2/04), CaLiForNIa DEPARTMENT oF Epucarion (CDE)

1977—78, CDE

prompted the creation of revenue limits
in 1972. Examples include adjustments
for necessary small schools, for the
beginning teacher salary program, and
even for specific school districts.

Out of these calculations comes a
per-pupil amount that ranges from
about $4,400 at the low end to more
than $8,000 in a few exceptional cases at
the high end. However, about 98% of
students attend school in districts that
fall within a much closer range, and the
outliers are generally quite small districts.

Some revenue-limit variations were
purposely included in the system from its
inception. When the state first set revenue
limits, the governing principle was that
high school students were more expensive
to educate than elementary school
students, and therefore the state should
provide more base revenue for them.
Given California’s hodgepodge of school
district types and sizes—elementary,
unified, and high school districts ranging
from fewer than 10 to hundreds of thou-
sands of students—the result was a
three-tiered system of revenue limits. The
most money per pupil went to school
districts that served only high school

students, the least money to districts that

served only K-8 pupils, and an amount
in between to unified (K—12) districts.
Then, acknowledging that smaller school
districts are more expensive to operate,
the state created a second set of revenue
limits for small districts of each type.
Figure 2 shows current revenue limit
averages and also points out that the
system’s original subsidy for high schools
has eroded substantially.

For the most part, district revenue
limits were supposed to fall within
bands (commonly called Serrano bands)
that constrained the difference in
revenue limit amounts among districts
of the same type. Today the allowable
difference within each band is about
$350 per student, but there are some
exceptions. Data providing the range
that falls within the Serrano band is not
routinely calculated and thus not
currently available from the California

Department of Education (CDE).

Per-pupil allocation is only a start

Each district’s per-pupil allocation,
however, is just the first step in deter-
mining total funding. The number of
students comes next; for revenue limit

purposes, what matters is how many

O
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children show up at school rather than
how many enroll. State leaders based
revenue limits on average daily atten-
dance (ADA) to encourage districts to
be diligent about student attendance.
In 1998 they eliminated credit for
students who were ill and adjusted the
revenue limit formulas accordingly.
If students do not come to school,
districts lose funding. They can do
little, however, to reduce expenses
because their programs—and particu-
larly the number of teachers—must be
planned according to the number of
students who enroll.

The general-purpose revenue system
includes one additional set of excep-
tions historically called “basic aid”
districts. State officials began referring
to these as “excess tax” districts in
2003. For most school districts,
revenue limit income comes from local
property taxes, to which state funds are
added. In about 80 districts, local
property taxes equal or exceed what the
districts would have received from their
revenue limit funding. These districts
keep the excess taxes and, up until the
2003-04 school year, also received a

constitutionally guaranteed “basic aid”
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allocation of $120 per pupil from the
state. Legislators eliminated that alloca-
tion in 2003 (saying all districts receive
at least that much per pupil in categor-
ical programs) but allowed districts to
keep their excess revenue.

In a few cases, in some very small
districts, the base revenue amounts are
dramatically higher than the state’s aver-
age revenue limits. In 2001-02 the
highest base revenue amount in the state
was $206,175 per pupil for Fort Ross
Elementary, a district of 57 students in
Sonoma County. Many people argue
that the very small number of students
served in these districts is insignificant
and that the net differences in revenue
limits in the majority of districts are
within reason. Others believe that all
revenue limits should be equalized.

In 2001 legislators passed an
equalization plan that has yet to be
funded. That plan makes yet another
set of adjustments to the current
revenue limit calculation process aimed
at raising the amounts in the lowest-
funded districts. It does not affect
the basic aid districts or those with

extremely high base revenues.

There may be straightforward ways to
simplify the system

Schwarzenegger voiced a more general-
ized complaint about the entire revenue
limit system in his 2004-05 budget
proposal: “The current system, which is
[argely built on historical practice, is unneces~
sarily fomplex and results in significant
funding fomplimtions among school districts
that are dgjimlt for parents, teachers, prinfz’pals,
and the general public to understand and can
result in disparate levels of state support
between districts”

On the face of it, the solution to
this problem could be fairly straight-
forward. The state could use the money
now allocated to revenue limits to insti-
tute a student-based allocation system
that would provide a uniform amount

for each student, perhaps with some
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differential for grade levels based on
the relative costs of education. Differ-
ences in district circumstances, such as
small school districts, could be
addressed by adding some extra funds
for a few districts.

This change to the revenue limit
system could be done immediately,
without changing any other aspect of
the funding system. To make sure indi-
vidual districts are not hurt financially
in this type of process, lawmakers could
use a “hold harmless” provision that
does not reduce funding for anyone but
applies increases based on the long-term
goal of equalization. Without this type
of gradual phasing in or a major
increase in funding, some districts
would lose substantial amounts of
money and would doubtless lobby hard
against the idea.

Such a change would also prompt
lively debate about how the per-pupil
amount should be calculated, including
whether high school students should get
more, and if so, how much. It could also
prompt discussion about which categor-
ical programs might logically be rolled
into the limit because many programs
already provide funding to most, if not
all, districts.

Reforms of other parts of the
finance system, particularly categorical
programs, have recently received more
attention. Implementing them without
addressing revenue limits, however, seems
ill advised—a little like constructing a
building on a shaky and uneven founda-
tion. A plan for a new approach to
general purpose funding could be one
important outcome from the Quality
Education Commission and a critical

first step toward more dramatic changes.

The state could ensure sufficient funds
for students with special needs

Revenue limits were created to address
funding equity in California, but that
was equity based on the concept of

equal tax effort for local communities

O

and equal general purpose or base fund-
ing for students. Today, the goal of
providing all students with a reasonable
and fair opportunity to achieve the same
academic standards is causing educators
and policymakers alike to think of
equity differently. Increasingly, it refers
to the idea of allocating resources in
such a way that students who come to
school with disadvantages receive addi-
tional support. The goal is for the vast
majority of students to leave K—12
schools equally prepared for adult
success, or at least having received an

equal opportunity to become prepared.

California already supports students
with special needs through categorical
programs

Almost every California school district
already receives some additional fund-
ing to educate students from low-
income families, those who are English
learners, and those with disabilities.
These funds, some of which come from
the state and some from the federal
government, are allocated in the form
of categorical programs.

The primary state program that
supports low-income and English
learner students is Economic Impact
Aid (EIA). Districts receive a per-pupil
amount set annually based on the
number of children they serve in each
category. For the purpose of identifying
the low-income students, districts count
those in the California Work and
Responsibility to Kids (CalWORKS)
program. They then add the count of
English learners, effectively getting twice
the funding for any child who falls into
both categories. For 2003—04 the mini-
mum funding rate was $220.78 per
identified student.

The federal funds are separated
into two separate programs: Title I for
low-income students and Title IIT for
English learners. Title I funds go to
districts based on the concentration of

poverty in the communities they serve.
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figure 3 | Estimates of California’s current per-pupil allocations based on special needs

The table below looks at the extra funds California provides to support low-income, English learner (EL), and Special Education students. While
some of the numbers are estimates at best, they give an approximate indication of the amount California has earmarked in its major programs
serving these populations.

Note also that the funding for Special Education students is distributed to districts based on their total student population. The actual expen-
ditures for each individual Special Education student depend on the services the student receives and thus vary drastically.

Categorical Program 2003-04 Funding Number of identified students Amount per

(source & purpose) statewide identified
student

Title | (federal, for services $1,999 million 3,006,877 students eligible for $665

to low-income students) free/reduced price meals

Title Il (federal, for language $443 million 1,599,542 students designated $277

instruc. for EL & immigrant students) as English learners

Economic Impact Aid (state, $499 million 622,845 students in CalWORKS plus  $221 (minimum

for services to English learners
& low-income students)

1,599,543 students designated
as English learners

634,746 students $5,731

funding rate)

Special Education (state & federal,
for students with disabilities)

$2,687 (state) + $951 (federal)
= $3,638 million (total)

Most districts also participate in other categorical programs that provide services for low-income students, including counseling and instruc-
tional support programs. In 67 districts and two county offices of education, the funding also includes Targeted Instructional Improvement
Grants (TIIG), which totaled $738 million statewide in 2003-04. These grants—a consolidation of funding previously provided for desegrega-
tion—range from less than a dollar to more than $2,800 per pupil. Contrary to many people’s perception, almost half of the districts that receive
TIIG money are below the state average for percent of low-income students. Further, the amount per pupil has little discernible relationship to
the characteristics of the student population in each district. Among the state’s 12 largest school districts—those with more than 50,000 in
enrollment—Santa Ana, Garden Grove, Elk Grove, and San Juan do not receive these funds.

Data: Cavirornia DepartMENT OF Epucation (CDE) EpSoURCE 5/ 04

Districts then allocate funds to schools
based largely on set formulas that
depend on the proportion of students
in a school that are identified as low
income. For this purpose, districts have
some discretion over the identification
method they use. They can count them
based on CalWORKS, the school
lunch program, census data, Medicaid
eligibility, or some composite of these
measures.

The variations between the state and
federal ~systems—and the overlap
between low-income and English
learner students—can make it challeng-
ing to determine precisely how much

extra support is allocated for each

student. But statewide estimates provide
some perspective. Figure 3, which shows
one approach to this calculation, indi-
cates that California districts receive
about $886 in additional funds per
eligible low-income student plus
another $498 for each English learner.
For Special Education students, the
statewide average of $5,731 masks
dramatic differences because student
disabilities cover a wide range, thus
requiring very different levels of extra
service for a given student. At the
extremes, a severely autistic child might
require full-time placement in a private
residential facility that costs tens of

thousands of dollars per year, while a

O

pupil with mild Iearning disabilities
might receive two hours of extra instruc-

tion weekly from a resource specialist.

Estimates on how much is needed vary
In concept, a weighted student formula
requires first agreeing on the appropri-
ate level of supplemental funding for a
given category of students. Then the
same per-pupil amount would go to
each school district—and theoretically
to each school—for every student who
fits the category. In California, one
scenario might involve simply reallo-
cating the funds provided through the
major categorical programs mentioned

above that are already supposed to go
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to schools based on the pupils they
serve. But districts vary in their
approach to this. They also vary in the
tunds they receive from a number of
other categoricals.

Experts disagree about precisely
how much extra should be provided for
these special needs students. Work done
on funding adequacy and weighted
student formulas elsewhere reveals
substantial variation. The Annenberg
Institute for School Reform reports, for
example, that Cincinnati schools
assigned a pupil weighting of 1.05 for
students in poverty while Houston
received a state-determined weighting of
I1.20 for them. Houston also gave a
weight of 1.10 for bilingual students
compared to 1.056 in Milwaukee and
1.48 for English learners (ESL) students
in Cincinnati. Gifted students receive
a weight of 1.I2 in Texas and 1.29
in Cincinnati. Weighting for Special
Education students varies even more.

Ultimately, the determination of
funding weights for various types of
students is more than an analytical exer-
cise. It involves intense and sometimes
highly charged political discussions
about which special student needs
warrant additional support and what
the level of that support ought to be.

Given that such a large portion of
the funds for helping disadvantaged
students comes from federal sources,
any scheme the state develops will also
have to comply with federal regula-
tions. Some observers also worry that
attaching extra funds to specific cate-
gories of students will serve as an
incentive for local school districts to
inappropriately label students in order
to receive the funds.

But perhaps the thorniest question
for California relates to what happens to
the funds once school districts receive
them. How are the resources allocated
to school sites and are they being used as
intended to provide extra support to

disadvantaged students?
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Special Education presents challenges

Special Education, with a combined state and federal allocation of more than $3.6 billion, is the largest
categorical program. Federal law requires states to provide special services to children with disabilities
and creates procedural rights for parents and children. State law in California specifies that each district
must provide free, appropriate education to all qualifying individuals, ages infancy through 21, who live
within district boundaries. Each special needs child has an Individualized Education Program (IEP) and
is to be placed in the “least restrictive environment” that can meet his or her educational needs.

As 0f 1998-99 Special Education funding is based on the total number of students enrolled in a district
rather than on the number of Special Education students and the services they receive. Money is allo-
cated by regional SELPAs (Special Education Local Planning Areas) to districts and programs serving
eligible students. About 11% of students in California receive Special Education services each year.
Approximately two-thirds of those students attend regular classes, receiving some extra services or
accommodations based on their disabilities. The other third receives instruction outside of regular
classes or schools, usually because of severe disabilities. County offices of education often run
programs for these students. A very small number of students require placement in private institutions,
which can be extremely expensive.

In trying to plan for and control expenditures, school districts are sometimes unexpectedly affected by
the need to accommodate a student (or students) whose IEP calls for very expensive services or place-
ments. Failure to provide such services is illegal. To the extent that federal and state funds do not cover
the costs involved, school districts must encroach on their general operating budgets to do so. In some
instances, such encroachments cause serious financial problems, particularly in small districts where
a single family moving in could create this situation. In other states, one strategy used for addressing
this problem is the creation of “insurance-type funds,” which pay for these high-cost students and
effectively spread the financial risk related to these placements across the state as a whole.

The state could do more to ensure that
districts distribute resources equitably
among schools

Almost every school district in Califor-
nia receives some extra funding meant to
help the disadvantaged students they
serve, yet those funds may not always get
to the schools those students attend.
And even When the funds dO fOHOW the

students, schools may not use them well.

Disparities in services at the school
level are at the heart of Williams

In 2000 attorneys filed suit against the
state of California on behalf of 97
students, charging that their schools did
not provide the resources needed for a
basic education. The Williams v. California
lawsuit brought to light a phenomenon

that many researchers say is common not

only in California, but also throughout
the country. Within a single school
district, particularly a large urban
district, some schools have unsafe or
unhealthy buildings, outdated and insuf-
ficient textbooks, and a high number of
uncredentialed teachers while other
schools are properly maintained, well-
supplied, and staffed with qualiﬁed people.

These disparities in school-level
resources often correspond with students’
economic status, and economic status
often corresponds with ethnicity. Those
students who need the highest level
of educational services may end up
receiving the lowest level. Data from the
state’s accountability ~ system, for
example, indicate that schools with the
highest proportions of low-income

students, English learners, and Hispanic
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figere 4 | Among California districts, the diversity in enrollment and number

of schools is substantial

All Districts

Total
Number of Schools 9,008
Student Enrollment 6,173,418

Number of Schools 2,409

Elementary

Student Enrollment 1,246,893

Unified

Number of Schools 6,018

Student Enrollment 4,321,097

High

581
588,591

Number of Schools

Student Enrollment

Median Range (smallest
to largest)

5 1 school to 694
1,795 9 students
to 746,852

2 1 school to 43
598 9 students
to 28,179

10 1 school to 694
5,310 27 students
to 746,546

5 1 school to 28
3,404 134 students
to 37,878

Note: These figures do not include California Youth Authority schools or schools in State Special or County Office of Education districts.

Dara: Cavirornia DeparTMENT OF Epucarion (CDE)

and African American students are also
the schools most likely to have inexperi-
enced and uncredentialed teachers.
Although the state does not collect
data on facilities and textbooks at the
school level, documents filed with the
courts on behalf of the Williams plaintiffs
point to other evidence. For example, they
note that in 1999 about 240 schools
in the state operated on a multitrack
year-round schedule that met state
requirements for instructional minutes by
lengthening the school day and shorten-
ing the academic school year to as few as
163 days instead of the 180 normally
called for by law. These schools over-
whelmingly serve Hispanic students and
also have a disproportionately high
percentage of English learners. Data from
teacher surveys also showed that teachers
in schools with high concentrations of at-
risk students were substantially more
likely to report textbook shortages.
Many people believe that inequities
in resources are not only unfair, but also
contribute to the huge achievement gaps

among various student subgroups in the

EDSOURCE 5/04

state. The concerns increase in light of
the current expectation that all students
reach high academic standards or suffer
high-stakes consequences if they do not.

The Williams lawsuit says the state is
responsible for these resource inequities,
based largely on previous court rulings at
the state and federal level. However, state
leaders do not decide what resources
individual school sites receive from their
districts. In fact, the state counter-sued
based on this argument.

The process by which funds and
resources are distributed to individual
schools varies substantially among Cali-
fornia’s 982 school districts. About
23% of districts have only one school,
making their allocation system rather
straightforward. On the other end of
the spectrum are large urban school
districts such as Los Angeles Unified,
which has 694 schools and 11 subdis-
tricts. Even tracing their site-level
funding decisions can be a challenge, to
say nothing of generalizing about their
effectiveness. In between these two

extremes are an assortment Of elemen-

O

tary, unified, and high school districts of
every size and shape. (See Figure 4.)

In First Steps to a Level Playing Field lead-
ers from an Annenberg Institute task force
on urban school districts describe the
traditional approach districts take in allo-
cating resources to schools. Every school
gets some staff regardless of size, such as
the school principal. Every school also
gets a certain number of staff members,
particularly teachers, based on the number
of students enrolled, as well as textbooks
and supplies. Schools also get additional
resources that vary based on differences in
the age, size, or efficiency of the school
building. The allocation of all these
resources tends to be based on established
districtwide formulas. Some schools then
receive additional staff positions or
funding to support special programs
of various types.

Beginning in January 2002 Califor-
nia districts were to allocate the funds for
a large number of these programs based
on each school’s “Single Plan for Student
Achievement.” Schools that participate in
any state or federal programs included in
the state’s “consolidated application”
process must develop a school plan. (See
the box on page 15 for a list of these
programs.) The plans, which are devel-
oped and approved by school site
councils, must include the “proposed
expenditure of funds allocated to the
school through the consolidated applica-
tion.” The school district governing board
reviews and approves the plan. The State
Board of Education, in turn, approves the
district’s consolidated application, which
is then used to distribute categorical
funds to districts. Charter schools and
county offices of education also use this
process. (See an upcoming EdSource
publication on charter schools, due to be

released in June 2004.)
Student-based budgeting is one
approach to change

Increasingly, education reformers are

focused on making sure that both
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general purpose and targeted categorical
funds follow the student all the way to
the school site. This s often what people
mean when they talk about “weighted
student formula” or “student-based
budgeting” In Making Schools Work,
UCLA management Professor William
Ouchi describes how this budgeting
process has been used in a few large
urban school districts to distribute
funding among schools more fairly,
empower school site leaders, and in the
process, improve student performance.
In all the cases Ouchi cites in the book,
the key was the process school districts
used to distribute funds rather than any
action taken at the state level.

Much of the attention around this
type of district funding reform has been
targeted at urban districts. The Annen-
berg Institute’s “School Communities
That Work” task force published a
guide entitled Assessing Inequities in School
Funding within Districts. This tool walks
school district leaders through a series
of calculations intended to help them
discover hidden funding inequities.
Central to these calculations is a
weighted index that allows comparison
of funding levels across schools while
accounting for differences in student
populations. A key point in the guide is
that district officials are often honestly
surprised by the differences they
discover. Becoming aware of these inad-
vertent inequities can be the first step in

addressing them.

Researchers look at teacher assignment
One of the most difficult issues in
equalizing resources for schools involves
the assignment of teachers. University
of Washington researchers Marguerite
Roza and Paul T. Hill focus on this
subject in a 2003 paper entitled How
Within-District Spending Inequities Help Some
Sthools to Fail. Acknowledging that low-
performing, high-poverty inner city
schools are more difficult places to

work and that teachers have little incen-
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These state and federal categorical programs are included in

the “consolidated application”

Schools that receive funding from any of these programs must have a schoolsite council that develops

and approves a Single Plan for Student Achievement.

State programs

Peer Assistance and Review Program for Teachers
Economic Impact Aid (State Compensatory Education and English Learner programs)

Miller-Unruh Special Reading Program
School Improvement Program

School Safety and Violence Prevention
Tenth Grade Counseling

Tobacco Use Prevention Education Program

Federal programs (No Child Left Behind)

Title I (Part A: Schoolwide, Targeted Assistance, and Neglected programs; Part D: Deliquent Program

and Capital Expenses)

Title Il (Part A: Preparing, Training and Recruiting High Quality Teachers and Principals; Part D:

Technology Education)

Title Il (Language Instruction for Limited English Proficient Students)
Title IV (Safe and Drug-Free Schools and Communities)

Title V (Innovative Strategies)

tive for taking those assignments, the
authors say:

“It is therefore not surprising that teachers
with mougk seniority to make choices seek the posi~
tions in the more advantaged schools. Struggling
schools are left with no means to lure the most
experienced teachers, particularly those with good
reputations who can rmdily ﬁnd jobs elsewhere in
the district. Poor schools are q‘ten lgft with the low-
paid rookies, many of [whom] will transfer to
other schools once they’ve gained some experience.”

In most districts, this phenomenon
gets coupled with a teacher assignment
and budget reporting process based on
students per teacher and average teacher
salaries. The vast majority of districts
do not calculate school-level expendi-
tures using actual salaries and benefits
paid to individuals. Thus a school with
20 inexperienced, low-salary teachers
shows up as receiving the same
resources as a school with 20 teachers
that command twice the salary. Add to
that the fact that the former is likely to
be the school with the most disadvan-

O

taged students and the extent of the
inequities starts to become clear.

Teacher-assignment processes in
California are within the scope of
collective bargaining and thus negoti-
ated at the district level. Typically,
teachers with seniority are given first
choice when openings are available at a
school. In many cases, district officials,
school principals, and existing staff at
a site have little influence over who
teaches there.

Roza and Hill go on to describe how
state and federal regulations for providing
additional funds based on student char-
acteristics do not question this salary
averaging, and in the process can even
exacerbate inequalities. They recommend
that districts, at a minimum, change their
accounting practices to make resource
allocation transparent, “tracking real
dollar spending on a per-pupil basis,
using real teacher salaries, not averages.”

Their proposal goes further,

however, recommending state policies
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that could also address this area of
school district practice. “If states made it
clear that dollars were generated by children,
and should follow children to the schools in
which they enroll, they could then demand that
districts report real-dollar per—pupilfunding,
and explain any situations in which dollars
intendedfor poor or dimdvanmged students
are spent instead on others.” By comparison,
California’s current fiscal reporting
requirements do not require school-level

reporting at all.

One way to evaluate resource
allocations could be an “opportunity
to learn” index

An alternative proposal that would
create site-level reporting of resources,
but not dollars per se, is commonly
called an “opportunity to learn” index.
The basic idea is that some measure of
the resources available at a school—
including qualified teaching staff,
books and other supplies, and safe
facilities—should be included in public
accountability reporting alongside
performance measures.

In the 2003—04 legislative session,
state Sen. John Vasconcellos is sponsor-
ing a bill that would establish as part of
the state’s accountability system an
Opportunities for Teaching and Learn-
ing (OTL) Index. The index would
measure these opportunities  “as
evidenced by access to high quality
learning resources, conditions, and
opportunities, based on standards that
specify what all schools should have
available for instruction and support.”
The bill specifies that the superin-
tendent of public instruction would
determine which indicators to use for
this purpose, but that the indicators
would have to include the number of
credentialed teachers, availability of
textbooks, physical condition of the
site, overcrowding, availability of coun-
seling services, and at high schools the
adequacy of course offerings. All of

these would be measured and reported
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at the school level. Legislation establish-
ing such an index was passed by
lawmakers in 2003 but vetoed by
former Gov. Gray Davis, who said he
was reluctant to add mechanisms that
would complicate state education policy
and could distract parents, students, and
teachers from the state’s existing
accountability system.

The Williams lawsuit may force Cali-
fornia to grapple with the issue of
within-district inequities. As this publi-
cation goes to press, discussions are
underway regarding a possible settle-
ment. Absent an agreement, the case is
now scheduled to go to trial in the fall of
2004. If the plaintiffs prevaﬂ, the case
may lead to new policies in California
aimed at these inequities. Absent such a
resolution, the issues raised in the case
could still help frame an important
discussion about how to use school
finance and resource allocations to
address student performance issues,
particularly at the site level.

For the most part, proposals for
addressing within-district inequities are
aimed squarely at large urban school
districts. As is so often the case in Cali-
fornia, applying them to all districts
in the state, with their varied cir-
cumstances, could have unintended
consequences. For this reason, many
experts on education policy recommend
that any important change in a state’s
tunding system first be implemented as
a pilot that can be evaluated. This type
of cautious approach gives educators
and policymakers a chance to test their
theories, discover and address imple-
mentation  challenges, and make
improvements to policy before they
make sweeping changes that are difficult

or impossible to reverse.

The state could work to balance local
flexibility and state oversight

In education circles in California, much
of the critique of the school finance
system is directed to the problem that it

O

has become so complicated that almost
no one understands it. The result is a
lack of transparency regarding how the
system works., The administrative
complexities can make it difficult for
those who manage the finances to see
the implications of their allocation deci-
sions or explain them. And many
stakeholders—including parents, the
media, teachers and principals, business
people, and community leaders—are
unable to discern the lines of control
over expenditure decisions. When things
are managed badly, or when student
performance fails to improve, the public
does not know whether the responsibil-
ity lies with teachers, school principals,
district officials, or state leaders.

Accountability is a major goal of the
current system
The irony is that accountability has
been one objective throughout the
creation of the existing system. Many
categorical programs were created to
limit local discretion in specific spend-
ing decisions. The state’s continued
inertia around categorical reform
comes, at least to some extent, from a
profound distrust that most local
districts will “do right” if left on their
own. Part of that distrust involves
concerns that funds not earmarked for
specific purposes will be considered
fair game during salary negotiations
and end up being used to increase
salaries and benefits for employees. In
addition, thanks to a 1979 voter initia-
tive, the state Constitution requires the
Legislature to provide funds whenever
it “mandates a new program or higher
level of service on any local govern-
ment” (California Constitution, Article
XIII B, Section 6). That requirement
has been one reason categorical
programs have proliferated in the last
23 years.

California’s system of academic
standards, however, opens up the

possibility of giving local educators
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greater flexibility over their opera-
tional decisions while holding them
accountable for performance. The
state’s actions to outline what should
be taught, establish standards for how
well students should perform, and
adopt universally applied measures
of that performance are seen as the
building blocks for that kind of
accountability. Some go so far as to say
that the results are really what matter
and schools should be given the great-
est possible flexibility as long as they
then take responsibility for improving
student achievement.

California’s proposed Master Plan
for K—16 Education, for example, states
as its goal a school finance system that
achieves a balance between accountabil-
ity on one hand and local flexibility on
the other. It assumes that schools will be
held accountable for meeting student
performance goals set by the state. The
plan says:

“The state would focus clearly on the
academic afkievementgoals it wantedfor all
students and the resources necessary to achieve
those goals, but would clearly understand that
there is no single ‘best way’ to achieve those
goals. We would therefore dramatically reduce
state reliance on mtegoriml allocation of
funds. Rather, we would ensure that all educa-
tion institutions had the base offunding
determined to be adequate to achieve the goals
established for them, and allow them to locally
determine how best to use those funds to

achieve the learner outcomes we expect.”

Some advocates and researchers support
financial incentives

Some advocates and researchers, includ-
ing the Committee for Economic
Development (CED)), believe that finan-
cial incentives are integral to effective
school  accountability. ~ California’s
accountability efforts originally incor-
porated this idea by rewarding schools
that met their API targets with extra
money for the schools as a whole and

for their staff members personally, partic-
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Business leaders propose a variety of salary incentives aimed

at teacher accountability

In its statement Investing In Learning, the national Committee for Economic Development (CED) states that:

“Teachers (and other educators), like virtually all other professionals, should be evaluated on how well
they perform on the job. Some part of their pay should reflect this performance. Good teachers should
be rewarded financially; ineffective teachers who are unable to improve should not only see poor
performance reflected in their pay but ultimately should be removed from the classroom.”

Adding that they believe pay-for-performance is a very important tool for motivating and retaining good
teachers, the authors also acknowledge that teaching is not like business and that it presents special
circumstances.

The authors note that the term “performance pay” actually encompasses a variety of compensation
strategies, such as group versus individual rewards and permanent raises versus one-time bonuses.
Each of these strategies has presented challenges in the past that need to be acknowledged and
addressed. Performance pay can also reward different aspects of performance. One approach is to tie
rewards to student test results or other outcomes. Another is based on teacher knowledge or skills. Yet
another strategy involves providing salary premiums for teachers in hard-to-find disciplines, most
notably math and science.

The committee emphasizes another point that may help garner more support for its perspective in
education circles: Performance pay will cost more than current teacher salaries. “Business leaders and
others who support wider use of pay-for-performance plans in schools must also be prepared to
support the costs necessary to implement and sustain them,” the authors stated. www.ced.org

ularly teachers. The state discontinued
those incentives after a short time due to
budget constraints.

The CED and other business lead-
ers put even greater stock in the power
of creating salary schedules based at
least in part on teacher performance.
Some states and local school districts,
most recently the Denver Public
Schools, are experimenting with ways to
incorporate performance incentives
into the teacher salary schedule. Cali-
fornia state law gives school districts the
flexibility to negotiate with their unions
“regarding payment of additional
compensation based upon criteria other
than years of training and years of
experience.” Passed in 19906, these
provisions of Senate Bill 98 made
possible the development of pay-for-
performance approaches in individual

school districts.

Consolidating categoricals has been an
ongoing debate
On the other hand, the state has debated
long and hard the issue of too many
categorical programs, but with little to
show for it. In 1993 the Legislative
Analyst’s Office (LAO) recommended
that the state consolidate its multitude of
categorical programs into a smaller
number of block grants. A decade later,
the LAO was still making essentially the
same recommendation. In the interven-
ing years, other state leaders made
proposals to the same end, yet the
number of categorical programs contin-
ued to increase as long as new funds were
available. Another bill recommending a
block-granting approach has been intro-
duced in the 2004 legislative session.
Schwarzenegger, in his 2004-05
Budget Proposal, put forward his own

recommendation to provide spending
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flexibility for funds currently allocated
in 22 categorical programs, totaling
about $2 billion. The proposal is for the
funds to be added to district revenue
limits based on the prior allocations.
The amounts for each district vary to a
greater or lesser extent, depending on
the specific program. The administra-
tion chose programs that were not
highly restrictive or targeted at special
needs students, but have had stable
funding levels. Examples, with proposed
funding levels for 2004-05, include:

o Home-to-School  Transportation
($520 million);

o School  Improvement  Program
($396 million);

o Supplemental Grants ($162 million);
o Targeted Instructional Improvement
Grants ($759 million);
o Instructional Materials ($175 million);
o Staff Development Days ($236 million));
and
o Multitrack Year Round Education
($84 million).
The state laws, policies, and require-
ments related to these programs would

remain in the Education Code.

To Learn More

Redesigning School Finance Project at the Center
for Reinventing Public Education: www.crpe.org

Annenberg Institute’s School Communities that
Work project: www.schoolcommunities.org

Public Policy Institute of California: www.ppic.org

Information on the Williams v. California lawsuit:
www.decentschools.org

Information about costing-out studies nationwide
from the Advocacy Center for Children’s Edu-
cational Success with Standards (ACCESS):
www.accessednetwork.org

For a more extensive bibliography online, go to:
www.edsource.org/pub_abs_rethink.cfm

For EdSource publications on this topic, go to
www.edsource.org and click on publications. Look
for How Much Is Enough? (4/00), “Weighted
Student Formula” Concept Enlivens School Finance
Debate (5/04), and Building Political Will to
Reform California’s School Finance System (4/04).
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The funding framework given to the
Quality Education Commission by the
Legislature recommends that the state
limit categorical programs to three
types. The first is programs based on “a
limited set of differential costs, primar-
ily geographic in nature, that are not
under the control or influence of school
districts” The second is programs based
on student characteristics that clearly
call for additional services, with the
added recommendation that those
encompass only Special Education,
English

students.

learner, and low-income

The third

programs would be identified as “initia-

category  of

tives” with the clear intent that they be
limited in duration and either function
as pilots to evaluate new programs prior
to statewide implementation or meet
immediate and temporary needs.

These ideas about local flexibility run
headlong into the state’s responsibility for
assuring that all children receive an appro-
priate education. The Williams lawsuit
contends that the state needs to have a
formal process for overseeing the distribu-
tion of resources between districts and
schools. Historically that has been cate-
gorical programs. The “opportunity to
learn” index described earlier is seen as an
alternative or additional strategy that
would focus both state and local attention
on school districts’ spending decisions
and improve accountability without
mandating how such a large portion of

the funding is spent.

What should California do to
improve its school funding system?
The complexities, inconsistencies, and
inequities of California’s school funding
system are legion and legendary. Repeated
attempts to fix one part of the system or
another have generally ended in political
gridlock. The Schwarzenegger adminis-
tration has made a public commitment to
try “reaching consensus on a less complex
and disparate approach.” Time will tell
whether this latest attempt succeeds.

O

In dealing with the numerous tech-

nicalities of the state’s funding
approach, Californians need to keep
sight of one straightforward goal—
improving student achievement. Money
and its allocation affect that goal by
cither promoting or inhibiting the
creation of school environments that
build student and educator capacity and
motivate them to improve performance.
To that end, three guiding principles
seem most important if the state is to
fundamentally redesign its system: striv-
ing for funding adequacy and fairness,
balancing flexibility and accountability,
and keeping the system as simple and

transparent as possible.

Strive for fairness and adequacy

In the late 1990s California’s state lead-
ers raised expectations for school and
student performance. According to many
observers, the state now has the highest
K—I2 academic content standards in the
country. A serious and compelling ques-
tion is whether schools in this state have
the resources they need to have a reason-
able chance of meeting those goals. The
Quality Education Commission may at
least provide a long-range target for Cali-
fornia. An unwillingness or inability on
the part of California’s policymakers or
voters to make that level of investment
may call into question whether the state’s
goals are realistic.

To meet its student-performance
goals, the state must also make sure that
an appropriate and fair share of the
resources are being invested in the
education of the state’s English learn-
ers, low-income students, and students
with disabilities. An extra investment in
those students may be necessary if they
are to have a fair opportunity to achieve
at the high level the state has established
as its standard.

Creating a roadmap for these twin
goals of adequacy and fairness must first
address the funds state leaders allocate to

school districts. How much does it cost
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to provide the necessary educational serv-
ices for the average student to reach the
state’s proficiency goals? Does that answer
vary based on students ages or where they
live in the state? Further, how much more
does it cost to educate a child if he needs
more than an average level of services to
meet the same expectations? And what
are the realistic limits to what the public
is willing to support in this regard?

Second, Californians need to
consider the extent to which current
teacher assignment and budgeting poli-
cies in school districts inadvertently
perpetuate student underachievement
among disadvantaged students. Is there
sufficient political will to take on these
tough issues that affect collective
bargaining rights and teacher satisfac-
tion? And do the solutions lie in state
policy changes or local action, perhaps
including financial incentives?

Finally, what is fair to communities
that want to and can contribute to
support their children’s schools? If the
state has provided adequate basic educa-
tional opportunities for all students,
then have “equal funding” issues been
sufficiently addressed? Should more
meaningful options for local revenue-
raising ability, such as a 55% vote on
parcel taxes, be instituted even if that might
mean schools in wealthy communities

WOU_ld have resources others would not?

Balance flexibility and accountability
Given that no single approach to organiz-
ing a school or delivering instruction has
been proven to work to improve all
students’ performance, allowing local
educators a measure of flexibility is
widely acknowledged as important. They
need the chance to use their best profes-
sional judgment about what will meet the
needs of their students—as long as the
standards are set and educators are held
accountable if they fail to meet them.
Most recently, policymakers have
begun debating the merits of radically

decentralizing the control of schools
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and school budgets in order to improve
their effectiveness. Central to this
notion is the idea of personal and
professional accountability for those
who manage the schools, particularly
school principals. While these ideas
relate to the school funding system, they
also raise a host of issues beyond the
scope of this report, such as principals’
capacity to handle these responsibilities.
Germane to this discussion, however, is
the fact that whether or not the system
is decentralized, the state remains
responsible for the educational oppor-
tunities its schools offer to every student
individually and to all students collec-
tively. It must balance that responsibility
against any notions of local flexibility.

One strategy for balancing flexibility
and accountability involves strengthen-
ing the ability of both state officials and
the general public to judge the perform-
ance of public education down to the
local school level. With its Academic
Performance Index, California has taken
steps to provide the public with a clear
picture of student performance at its
schools, at least as measured on statewide
tests. An opportunity to learn index
offers one way to bring the same level of
transparency to the questions of whether
a school has the resources it needs to
provide a solid education and if those
resources are being used wisely.

Other systems of accountability may
also be necessary, however, before state
officials and the public would feel
comfortable giving local schools more
flexibility. Many believe that, to be effec-
tive, the consequences for not performing
well have to fall clearly and personally on
the adults in the system. Would Califor-
nians extend such consequences to
include fewer job protections for educa-
tors on one hand and more lucrative,
permanent salary incentives on the other?
Is the creation of market-based incen-
tives—such as schools of choice and
vouchers—a logical extension of this
thinking? What alternatives from this

O

Websites increase the

transparency of financial
decisions

Technology is making it easier for people to see
how districts allocate their funds, the students they
serve, and the results they get.

A new national data service slated for completion
in the fall of 2004 will merge demographic,
performance, and financial data for California
school districts. Created by Standard and
Poor’s, the School Evaluation Services website
(www.sp-ses.com) includes a “Performance Cost
Index” that rates a school district’s “Return on
Resources.” Reports for three states were available
on the site in April 2004.

A new “pop trend” feature on the Education Data
Partnership website (www.ed-data.k12.ca.us)
enables the public to see how district revenues and
expenditures, teacher salaries, student demo-
graphics, and Academic Performance Index (API)
scores have changed over time. In addition, the
comparison reports on the site allow users to
compare districts and schools based on a wide

choice of criteria.

diverse list would do the most to build
the capacity of educators and motivate

them to improve their performance?

Keep it simple and transparent

As researchers and policymakers con-
sider various options for redesigning all
or part of California’s school finance
system, one lesson from the current situ-
ation should stand out. The complexity
of the system does not serve the public’s
interests or enhance the quality of
education. A system that is simple and
transparent—from the state to the
district and from the district to the
school—would enable the general
public to understand how much money
their local schools receive, how they

spend it, and who to hold responsible
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for those decisions. It would also make
it easier for policymakers to evaluate
the impact various investments have on
student performance and adjust school
expenditures accordingly. And absent
that darity—including an effective
system for tracking and reporting that
information—how will Californians
know what any new investment in
education has accomplished?

The diagram below provides a
simple representation of the compo-
nents of an education funding system.
Grouping allocations into these general
categories provides an organizing prin-
ciple for understanding what current
state allocations are and how to change
them. It may also help finance reform-
ers think about which types of funding
should and should not be earmarked.

Variable Costs

Students with Special Needs

Instructional Improvement

Basic Support

DEVELOPED AND PRESENTED BY JOHN MOCKLER,
FORMER EXECUTIVE DIRECTOR, STATE BOARD OF
Epucation.

EpSource Forum, MARCH 2004

According to this schematic, at the base of
the revenue system is basic, general oper-
ating support. Next are funds targeted to
aspects of instructional improvement over
which the state believes it needs to retain
control, such as textbooks and some
professional development. The next block
is those funds that are targeted to meet
the special needs of specific groups of
students, such as English learners and low-
income students. On top are costs that vary
based on unique district circumstances
outside of a district’s control, such as small
size and unusual transportation costs.

EDSOURCE REPORT

Decide on revolution or evolution
“Blow the whole thing up and start
over” is a commonly heard and only
slightly facetious piece of advice regard-
ing California’s school finance system.
Those who have tried to tinker with the
Gordian knot of existing formulas and
regulations are often the ones who
throw up their hands and recommend
that finance reformers just start with a
clean piece of paper. Doing this would
require that some group—perhaps the
Quality Education Commission, the
Legislature, or the public through an
initiative—develop the plan and muster
sufficient political support to make it
law. In many states, this has only
occurred because of a court order.

At one level the idea of revolution
is appealing, but those who have seen
the results of the last finance revolu-
tion, begun with the Serrano v. Priest
court decision, worry about unforeseen
and unintended consequences. A more
gradual approach would be to reform
the various components of the existing
system, perhaps piloting some ideas
like block-grant categorical programs
to test their effect. Or the state could
let some selected districts operate
under a completely revamped finance
and accountability system—such as
one that includes decentralization of
decision making to the school level—
to see what is possible and where the
pitfalls are. However, state leaders have
tried similar evolutionary ideas before
with little support from the field and
nominal success.

Will this time be different? Are Cali-
fornians who care about public schools
convinced that the school funding
system is getting in the way of school
improvement? Assuming they are, the
next step is for them to find enough
common ground among their compet-
ing interests so they can agree on what a
new system might look like and how
this state should go about creating it. [l
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“Getting Down to Facts”
Research Study Summaries

More than 20 research studies on school funding, governance, data, and staffing were released
on March 15,2007, as part of an independent research effort called Getting Down to Facts.
This effort was funded by four foundations and led by Stanford University’s Institute for
Research on Education Policy and Practices (IREPP). Summaries of seven of those studies are
included in this chapter.To see summaries of the remaining studies, go to
www.edsource.org/reform_GDTFsummaries.html, where you can also find a link to the
complete studies.



INSTITUTE FOR RESEARCH ON EDUCATION PoLICY & PRACTICE

Informing change & promoting innovation through rigorous & collaborative research

Aligning School Finance with Academic Standards:

A Weighted Student Formula Based on a Survey of Practitioners

By Jon Sonstelie, University of California, Santa Barbara, and Public Policy Institute of California

IREPP

STANFORD

UNIVERSITY

Getting Down to Facts

A research project designed
to provide California’s policy-
makers and other education
stakeholders with comprehensive
information about the state’s
school finance and governance
systems, and lay the ground-
work for a conversation about
needed reforms. The project
was made possible by grants
from the Bill & Melinda Gates
Foundation, the William and
Flora Hewlett Foundation,

the James Irvine Foundation,
and the Stuart Foundation.

This summary was prepared
by IREPP.

For the full text of the author’s
research report and the other
studies in this project, see:
www.irepp.net

For background on California’s
school finance system see:
www.californiaschoolfinance.org

Institute for Research on
Education Policy & Practice
520 Galvez Mall, CERAS Building
Rm #518

Stanford, CA 94305

650.736.1258
IREPP@suse.stanford.edu

This study uses budget simulations completed by teachers, principals, and district superin-
tendents to answer a central question: What resources do California schools need to ensure
that more students meet the academic standards set by the state? Answering this question
requires addressing several intermediate questions:

1. How would education professionals design an effective school and use extra resources if
they were available?

2. What student performance outcomes do professionals predict based on changes in stu-
dent characteristics and school-level resources?

3. What are estimated costs for each school district, factoring in district-level expenditures,
and how do they vary?

4. Based on the above information, what is the estimated level of total spending needed for
California’s public schools to meet the state’s goal of an 800 on the Academic Perform-
ance Index (API) or related targets for the percent of students scoring proficient or above
on the California Standards Tests (CSTs)?

This is one of three studies in the Getting Down to Facts project that estimate the costs for California
school districts to meet the achievement goals set for them by the state.

Study Methods

This study uses a method for estimating edu-
cation costs that was inspired by professional
judgment panels. Using online budget sim-
ulations, it asks 567 randomly selected
California public school teachers, principals,
and superintendents how they would allo-
cate resources within a given budget and
what student performance outcomes they
would expect.

Each participant is presented with a descrip-
tion of a hypothetical school, including the
characteristics of its students, along with a
budget for that school and the costs of various
school resources. Participants then select the
quantities of each resource they believe would
maximize the academic achievement of the
school’s students. After making these choices,
participants predict the academic achievement
of the school. Their focus is on the state’s
Academic Performance Index (API) for the
school as a whole, the percent of students pro-
ficient on the 8th grade California Standards
Test in math for middle schools, and the

graduation rate for high schools. Participants
complete multiple simulations with different
budget amounts.

The budget simulations incorporate certain
efficiencies not currently found in the existing
school finance system. For example, the as-
sumption is that school leaders have the
authority to allocate resources as they deem
most appropriate (i.e., they are not con-
strained by allocation rules associated with
categorical funding). The participants are
also asked to assume that they can hire certi-
fied teachers at the given price.

The description of each participant’s hypo-
thetical school is taken from his or her actual
school. The schools for the study are selected
from a random stratified sample, and then
participants are selected based on their associ-
ation with the schools. When a school is cho-
sen, its principal is invited to participate.
School principals are then asked to volunteer
teachers. Superintendents, randomly selected
to participate, did the simulation for one
school in their districts.
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Figure1 o Estimated Resource Choices for the Average Elementary School

with 583 Students

Resource

Teachers
Kindergarten
Grades 1-3
Grades 4 and 5
Specialty

Administration
Principals
Assistant principals
Clerical office staff

Support Staff
Instructional aides
Counselors
Nurses
Librarians
Security officers
Technology support staff
Community liaisons

Professional Development
Academic coaches
Collaborative time

Student Programs
Preschool
After-school tutoring
Summer school
Longer school year
Longer school day
Full-day kindergarten
Computers for instruction

Other

Class Size
Kindergarten
Grades 1-3
Grades 4 and 5

The descriptions, budgets, and

Unit of $4,000/ $6,000/

Measure Student Student
FTE 4.5 5.2
FTE 13.1 14.1
FTE 6.6 7.8
1.3 2.2
FTE 1.2 1.2
FTE 0.2 0.5
FTE 2.1 2.7
FTE 1.3 6.0
FTE 0.4 0.7
FTE 0.3 0.6
FTE 0.4 0.9
FTE 0.1 0.2
FTE 0.4 1.0
FTE 0.3 0.6
FTE 0.2 1.4
Hours/year/teacher 40.5 59.0
Students 0.4 1.6
Teacher hours/week 18.1 40.8
Students 60.2 119.8
Days/year -0.3 4.3
Hours/day 0.0 0.3
1=yes 0=no 0.5 0.6
Computers 65.5 151.5
$ thousands -14.5 52.5
21.4 18.7
22.2 20.7
29.3 24.8

predictions based on specific

costs vary among the participants,
revealing how a large group of pro-
fessionals view the relationship be-
tween school budgets and student
achievement. Participants work in-
dependently and do not know how
their responses affect the overall re-
sults of the study. The 568 simula-
tions included 190 elementary
schools, 189 middle schools, and
189 high schools.

From these individual estimates,
the author calculates the average

budget levels for elementary, mid-
dle, and high schools separately. In
addition, he calculates a confidence
interval for the budget estimates for
each type of school and at each
budget level.

The simulations and resulting esti-
mates exclude a wide variety of
school district costs, such as district
administration, transportation, main-
tenance and operations, and special
education. The author uses actual
expenditure data from 2003-04 to
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arrive at costs for a school district
with average revenue per pupil, ad-
justing for external factors such as
student characteristics.

The study then combines the
school-level budget estimates (ag-
gregated by school district) with the
estimated district expenditures to
arrive at a total projected cost for
California.

Summary of Key Findings

Elementary, middle, and high
school educators differ in staffing
ratios, but they would use
additional resources similarly

In the simulations, budget scenarios
and student characteristics varied
widely. The average resource
choices presented here are based on
two different school-level budgets:
$4,000 per pupil, approximately
average for the state in 2003-04,
and $6,000 per pupil, a 50% in-
crease. These school-level resources
represent more than 60% of district
expenditures.

ElementaD) educators would spend a
resource increase disproportionately
on support staff and would lengthen
instructional time
The first column of Figure 1 shows
how elementary school participants
would spend current resources.
When given 50% more resources
(last column), participants would
generally make increases across all
areas of school operation. They
would increase the number of
teachers by about 15% in order to
reduce class sizes, most notably in
grades 4 and 5. They would also
provide extra administrative sup-
port, spending about 27% more.
Increases in other areas are more
substantial in proportion, though
each represents a smaller part of the
total budget than teacher costs.
Those include a tripling of support
staff and an increase in academic



coaches from a fifth of one full-time-
equivalent (FTE) person to 1.4 FTE.
The cumulative results also increase
the collaborative time teachers spend
working together on curriculum, as-
sessment, and pedagogy from 40.5
to 59.0 hours per year.

With a larger budget, hours of in-
struction also increase: the school
day is lengthened by 18 minutes
and the school year by four
days. Student programs—including
preschool, summer school, and
after-school tutoring—also receive
substantially more resources.

Middle school educators would increase
resources across the board, but they
would  put  special

teacher collaboration and increased

emphasis  on

instructional time

For the school with the baseline re-
sources, middle school practitioners
specified larger class sizes and more
administrators than their elemen-
tary counterparts. With an expan-
sion of the budget by 50%, the data
in Figure 2 show increases for re-
sources in all areas, but with some
notable differences from the ele-
mentary patterns. In particular, the
teaching staff increases by 27%, re-
flecting educators’ reduction of core
class sizes from 27 to 22 students,
non-core classes from 32.4 to 23.8
students, and P.E. classes from 44.4
to 30.6 students. Middle school re-
spondents averaged a 20% increase
in administrative support, but their
baseline allocation in that area was
much higher in terms of FTE
per pupil than their elementary
counterparts.

The larger budget produces no-
table percentage increases for pro-
fessional development, with the
number of academic coaches dou-
bling and collaborative time for
teachers nearly tripling. The after-
school tutoring program also nearly
triples in size, and the school year is
lengthened.

Figure 2 o« Estimated Resource Choices for the Average Middle School

with 950 Students

Resource

Teachers
Core
Non-core
PE.

Administration
Principals
Assistant principals
Clerical office staff

Support Staff
Instructional aides
Counselors
Nurses
Librarians
Security officers
Technology support staff
Community liaisons

Professional Development
Academic coaches
Collaborative time

Student Programs
After-school tutoring
Summer school
Longer school year
Longer school day
Computers for instruction

Other

Class Size
Core
Non-core
PE.

High school educators would specify
smaller classes and more staff, and they
would use increases largely for support
staff, professional development, and
student support programs

High school educators’ average ex-
penditure choices at the lower
budget level varied in some notable
ways from their middle school
counterparts. (See Figure 3 on page
4.) They allocated more for teach-
ers, thus creating smaller class sizes
in both core and P.E. classes. They
called for almost 21% more admin-
istrative staff per pupil and about
twice as many counselors and secu-
rity officers, as was the case with

Unit of $4,000/
Measure Student
FTE 28.1
FTE 5.9
FTE 4.3
FTE 1.2
FTE 1.5
FTE 4.1
FTE 5.8
FTE 2.0
FTE 0.6
FTE 1.0
FTE 1.3
FTE 0.9
FTE 0.8
FTE 1.5
Hours/year/teacher 44.7
Teacher hours/week 55.6
Students 204.5
Days/year 0.6
Hours/day 0.0
Computers 149.5
$ thousands 18.7
27.0
32.4
Lty 4

the middle school group. The 50%
increase in budget resulted in less
dramatic changes in teaching staffs
than at middle schools, increasing
teachers by about 27 percent. With
more money to spend, participants
emphasized support staff, profes-
sional development, and student
programs.

Educators predict that increased
student poverty strongly hinders
school performance, while
resource increases have a modest
positive effect

The predictions that participating
educators

make about student

IREprpP
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participants believed that very high
budgets would be necessary for
schools serving low-income neighbor-

Figure 3 o Estimated Resource Choices for the Average High School with
1,789 Students

Resource NLIJnit of 24'200/ 26.200/ hoods to meet the state’s achievement

easure tudent tudent standards.

Teachers
Core FTE 43.6 52.4 Participants’ predictions vary substantially,
l};l(én—core :;E 222 3;3 creating a wide “confidence interval,”

o ' ' especially as budgets get further from the

Administration .

current budget level
Principals FTE 2.0 2.1 The e . ;
Assistant principals FTE 2.2 3.2 ¢ author Pro uces estimates for
Clerical office staff FTE 7.3 1.4 budgets required to meet state aca-

Support Staff demic standards based on average
Instructional aides FTE 5.2 13.8 predictions of simulation partici-
Counselors FTE 4.0 5.6 pants and incorporating formulas
Nurses FTE 0.7 1.1 for the relationship between funding,
Iélebcrjrriltei/n;fﬁcers E$E ;g ;Z student characteristics, and student
Technology support staff FTE 17 24 outcomes. However, because predic-
Community liaisons FTE 0.6 1.7 tions of individual participants vary

Professional Development .considerably, a different set of partic-
Academic coaches FTE 15 4.1 ipants would not produce exactly
Collaborative time Hours/year/teacher 425 100.1 the same average prediction.

Student Programs To represent this uncertainty, the
After-school tutoring Teacher hours/week 63.2 153.9 study presents a confidence interval
Summer school Students 346.1 598.9 for each of the estimates. Figure 4
Longer school year Days/year 2.4 4.4 .

Longer school day Hours/day 0.4 0.8 on page 5 shows t}_us for the ele-
Computers for instruction Computers 328.4 606.1 mentary school estimates and re-
Other $ thousands 195 205.7 veals that the confidence interval is
. : : quite wide, especially as the budget

Cl%SS Size " 202 estimate gets further from current

ore . . .
Non-core 33.4 25.7 spending levels.
PE. 38.9 30.6 For the average elementary

achievement lead to two important

conclusions:

1. Student poverty, as measured by
the percentage of students partici-
pating in a school’s subsidized
lunch program, has a strong nega-
tive effect on student achievement.

2. A larger budget can be used to
increase student achievement,
but the effect is modest.

The average elementary school—
with 573 students and a budget
of $4,000 per student—illustrates
these points. If none of the students
is classified as poor, the average pre-
diction of simulation participants is
that the school will achieve an API

of 843. If all students are poor, the
average prediction is an API of 698.
An increase in the school’s budget
of $1,000 per pupil increases the
predicted API by just 13 points. At
the highest budget in the simula-
tions—$7,600 per pupil—the aver-
age API predicted score rises to 745,
well short of the 800 goal.
Participants in the middle and
high school simulations make simi-
lar predictions. These participants
are also told the average achieve-
ment of students in their school’s
feeder schools, and that infor-
mation has an important effect
on their predictions. Even so,
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school in which 52% of students
participate in the subsidized lunch
program (the measure of student
poverty), the estimated budget is
$7,430 per pupil. However, the
90% confidence interval runs from
$6,403 to $8,368 per pupil. It is
also notable that the budget es-
timates for reaching an API of 800
exceed the maximum budget in the
simulation in some cases and fall
short of the minimum budget in
others. The estimates from the mid-
dle and high school simulations
have the same general characteris-
tics. (The author does similar analy-
ses for other variables, including the
percent of English learners, but stu-
dent poverty shows the greatest and
most consistent effect.)
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The analysis provides Figure 4 o Estimate and Confidence Interval for Elementary School Budget

school-level costs per pupil
that vary substantially due to

Required to Meet State Achievement Standard of 800 API

factors such as student poverty $14,000+
The school-level budget equations
are the first step in estimating the $12,000 4
cost to each district of meeting the
state’s achievement standards. The $10,0001
equations determine a projected cost §
for every school, and the author T $3.000
then aggregates these costs to the %
district level. The resulting estimated E $6.000
per-pupil costs to reach a school- 2
wide API of 800 vary widely across
California school districts. When SN
districts were ordered by cost per
pupil, the bottom 5% had school- #2100
level costs of less than $2,579 per
. o : : : .
pupil. For the top 5%, the cost per $0 ; x . i 0

pupil was at least $11,963.

Because these estimates span
from less than the lowest-given
budget in the simulation to more
than the highest-given, the author
does not believe that these very high
and low estimates are accurate
enough to provide useful informa-
tion. Instead, he cuts off the budgets
to match the highest and lowest in
the simulation and gives the esti-
mates for these truncated ranges.
The results are that about half the
schools have predicted APIs of 800
or more. For middle and high
schools, the median predicted API is
797. For elementary schools, it is
796. However, many schools have
predicted APIs considerably below
800. For elementary schools, 20%
have APIs between 736 and 761.
For middle and high schools, the
equivalent ranges are 750 to 776
and 758 to 783, respectively.

Adding district costs to the simulated
budgets yields total cost estimates

As noted above, these school budget
estimates exclude a wide variety of
school district costs, including dis-
trict administration, transportation,
special education, and maintenance
and operations. The author uses

Percent in Subsidized Lunch Program
(The Measure of Student Poverty)

The dashed lines in this figure represent the minimum and maximum budgets provided in the simulations.

The dark line in the chart represents the average for the relationship between the Budget and Poverty
variables in the author’s formula, which predicts how each affects performance.

The light blue lines are the boundaries of a 0% confidence interval for the Budget variable. To be pre-
cise about this interval, consider a particular level of the Poverty variable and the predictions of all
educational practitioners about the budget necessary for a school with these characteristics to
achieve the target APl of 800. Now take the average of those budget predictions. With a probability of
90%, that average lies within the confidence interval portrayed here.

existing expenditure data to factor
in the costs of these activities to
the school budget estimates and then
adjusts the total for regional differ-
ences in employee compensation.

The analysis suggests that a per-pupil
funding average, weighted by regional
cost differences and student poverty,
could fairly account for cost variations

These costs reflect a complex set of
variables. However, the author is
able to approximate them by using
a relatively straightforward formula
that sets the average dollars per
pupil at $9,533 and considers just
two variables: regional salary costs
and the percentage of school-age
children living in poverty. A district
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in a region with average salaries
that has an average amount of stu-
dent poverty would need $9,533 to
meet the state’s achievement stan-
dards. If salaries in the district’s re-
gion were 10% ($5,186) higher
than the state average, the district
would need an additional $586 per
pupil. If student poverty were 10%
(1.8 percentage points) higher than
average, the district would need an
additional $120 per pupil.

The study includes a discussion of
how this approach could be used to
adjust revenue limit formulas in
California. (The full study also pro-
vides estimates of revenues needed
for each of the 950 school districts
that had complete data.)
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At least an estimated 40% increase
in funding, targeted mostly to
low-income schools, is needed
to meet current expectations
The study draws on complete data
for 950 districts out of the state’s
986, based on financial information
from 2003-04. The adjusted total
cost for these districts to meet the
state’s goals was $60 billion. In
contrast, expenditures in the
same districts in 2003-04 totaled
$43 billion. In the aggregate, this
represents a cost increase of about
40%. The bulk of these additional
costs are due to resources needed
to boost achievement in schools
primarily serving students from
low-income families.

Author’s Conclusions
The author presents several caveats
in regard to the findings of this
analysis, based in part on the lack
of solid evidence regarding the rela-
tionship between resources and stu-
dent achievement:
Many factors besides resources
affect achievement, thus limiting
the predictive power of studies of
this kind.
The simulations ask participants
to predict student achievement

for hypothetical schools with
more resources than any school
they have experienced.
Because California is still in the
early stages of its new system
of academic standards and ac-
countability, the participants
may have underestimated what
students will ultimately be able
to achieve.

Currently, the essence of Cali-
fornia’s school finance system is
that the Legislature appropriates
funds to K-12 education as dic-
tated by Proposition 98 and allo-
cates those funds among school
districts in proportion to their en-
rollment. The author concludes
that California’s new academic
standards require a different ap-
proach that starts with the funda-
mental question of what resources
schools need for their students to
achieve those standards. The simu-
lations conducted for this study
point to two broad conclusions
with implications for answering
that question. The first conclusion
is that student poverty has a strong,
negative effect on academic
achievement. The second is that
school resources have a positive,
but modest, effect.
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The implication is that if all
schools are to achieve the same high
standard, as California’s current
policy dictates, then schools serving
low-income neighborhoods need
more resources than other schools.
Furthermore, because poverty has
a large effect on achievement and
resources have a modest effect,
California’s policy implies that the
resource differences across schools
based on student backgrounds
could be very large.

Jon Sonstelie is a professor of
economics at the University of
California, Santa Barbara, and a
senior fellow at the Public Policy
Institute of California (PPIC). For
PPIC, he has coauthored a number
of reports on school finance in
California, including For Better or
For Worse? School Finance Reform
in California; High Expectations,
Modest Means: The Challenge
Facing California’s Public Schools;
and School Budgets and Student
The

Achievement in California:

Principal’s Perspective.

This study was completed in
December 2006.
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The objective of this study is to estimate the costs for California districts to meet the achieve-
ment goals set for them by the state and examine how these costs vary across districts with
different student characteristics. The author asks:

1. What do the data show about the current relationship in California school districts be-
tween spending and both costs and student outcomes?

2. What would it cost for California districts to meet the achievement goals set for them by the
state, and how do these costs vary across districts with different student characteristics?

This is one of three studies in the Getting Down to Facts project that estimate the costs for California
school districts to meet the achievement goals set for them by the state.

Study Methods

The primary methodology used in this study
is the econometric cost-function approach.
Cost functions for K-12 education provide
estimates of base costs (i.e., per-pupil costs in
a district with relatively low levels of student
need) and marginal costs (i.e., the additional
costs associated with specific student charac-
teristics) for poverty, lack of proficiency in
English, and special education. The author
also conducted a parallel production-function
analysis of the data, which looks at outcomes
as a function of spending to test the ro-
bustness of the cost-function model. These
statistical methods attempt to quantify the re-
lationship between student outcomes and
costs for districts with a variety of character-
istics. To evaluate the validity of her esti-
mates, the author compares her results with
findings from more than 20 cost studies in
other states.

Data on current expenditures,
students, district characteristics,
and performance are used in
the analysis
This study uses existing state data provided
by school districts within California. The
data in the analysis! include:

Spending data based on general fund
per-pupil expenditures for 2004-05.

Cost factors, including:

A teacher-cost index (developed by
Heather Rose, 2007) based on variations
in compensation arising from factors out-
side districts’ control.

Terms used in this analysis

Cost of education: the minimum amount of money
that a school district must spend in order to achieve a
given educational outcome. Costs generally differ
across school districts for reasons that are outside
the control of local school boards or state govern-
ment, such as the number of children with special
needs, cost-of-living differences that can affect salary
levels, and the extra costs—or diseconomies of scale—
associated with very small and very large districts.
Base cost: the cost for a low-need district to achieve
the state standard (i.e., a district with relatively low
levels of poverty, few English learners, etc.).
Marginal costs: the additional costs associated
with specific student or district characteristics.
These are generally expressed as additional per-
pupil weights. For example, if the base per-pupil
cost were $5,000 and the weight for a student in
poverty was 50%, the district would receive an extra
$2,500 for that student, for a total of $7,500.
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Student demographic data related to

special needs:

Poverty: a two-year average
(2003-04 and 2004-05) for the
percentage of students who qual-
ify for free/reduced-priced meals.
Disabilities: the percentage of stu-
dents classified as having any dis-
ability and the percentage who
have a high-cost disability.2
English learners (ELs): two-year
averages for the percentage of EL
students with a primary language
of Spanish (to account for assumed
economies of scale in schools with
significantly higher proportions of
Spanish speakers) and for the per-
centage of EL students who speak
some other language.

The proportion of each district’s

student body enrolled in high school

to accommodate differences in cost
based on grade level.

Enrollment data for each district

(and enrollment squared) to reflect

potentially high costs (diseconomies)

associated with both small and large
districts.

Performance measures that reflect
test scores for the 2004-05 school
year, used in separate regressions:

School district API scores.
Percent scoring proficient or
above on the California Standards
Tests (CSTs) in English language
arts and math.3

The data used in this analysis show that
there is significant variation in spending
per pupil across the state as a whole.
They also reveal few consistent patterns
in the distribution of funds based on
student characteristics. Spending is
slightly higher in districts with high pro-
portions of students in poverty, English
learners, or special education students.
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However, in each case, the 20% of dis-
tricts with the highest proportions of
those students do not have the highest
average spending. Spending is highest in
the smallest and largest districts.

Performance measures, on the other
hand, are highly consistent with stu-
dent characteristics. As the percent of
students in poverty, the percent of
English learners, and district size all
rise, the average API and CST scores
consistently fall.

The study also estimated the extent to
which each of the spending and cost
variables affected student performance.
The cost- and production-function ap-
proaches produce widely different esti-
mates. For example, a district that has
an API of 750 and is currently spending
$8,000 per pupil would need only $181
more per pupil to reach an API of 800
using cost-function estimates. But this
same district would need an increase in
spending of $11,600 using production-
function estimates.

The analysis also shows that costs
related to district performance rise with:

The percent of students in poverty,

The percent of students who have

disabilities,

The percent

school, and

Regional teacher wage costs.

Costs also vary based on district
size, with average costs lowest in a dis-
trict with 28,992 students and higher
as the size either increases or de-
creases. The data also suggest that
non-Spanish ELs are more costly to ed-
ucate than Spanish-speaking ELs. This
may reflect economies of scale associ-
ated with the large concentrations of
Spanish speakers in some districts.

enrolled in high

Using the cost-function approach,
the study provides an estimated base

March 2007

cost—or minimum—of $5,832 per
pupil (in 2004-05 dollars, including
food service and transportation) for a
low-need district to reach an API of
800. Then it adds marginal costs based
on the “observed data” (i.e., the exist-
ing funding patterns in California).
The calculated marginal costs related
to student characteristics are:

Poverty 30%

ELs/Spanish speakers 8%

ELs/non-Spanish speakers 24%

Special Education/all disabilities 113%

Special Education/high-cost disabili-

ties 668%

Adding these marginal costs, the
total per pupil “cost of education” for
districts varies from the minimum base
cost of $5,832 to a high of $23,818,
with an average of $8,268. However,
90% of districts fall between $6,678
and $11,011.

Taken in the aggregate, the estimated
total cost for all districts to reach an 800
API is $45.1 billion. This is in contrast
to a total cost of $43.4 billion for all dis-
tricts to simply sustain their current API
scores, a difference of $1.7 billion.

The study provides an additional esti-
mate based on student weights derived
from the cost function. The total based
on those calculations rises to $49 bil-
lion, which is $5.7 billion or 13% more
than current funding levels. It is note-
worthy that the estimates imply that the
current system of school finance appre-
ciably underfunds districts with the
highest needs. For example, among the
districts with the highest levels of
poverty, actual per-pupil expenditures
are an average of 16% lower than the
estimates of cost-adjusted spending.

The production-function estimates
bring into question the accuracy of the
results from the cost-function model.
Production functions estimate the effect
of spending on outcomes instead of
starting with the and
examining their relationship to spend-
ing. Using the production-function
method, the author finds only a weak
relationship between spending and

outcomes



outcomes. As a result, she estimates that
to improve outcomes only through
spending increases would require a
large influx of dollars—$1.5 trillion.

Author’s Conclusions

In sum, the current distribution of
spending per pupil across California
districts is not well-correlated with fac-
tors that increase costs and decrease
performance, such as students living
in poverty or English learners. Al-
though the cost-function methodology
provides only weak evidence of the

Endnotes

quantitative relationship between
overall spending and outcomes, the
cost-function estimates of marginal
cost (i.e., the additional cost for spe-
cific factors such as poverty) are con-
sistent with other studies in California
that use alternative methodologies.
However, the estimates are somewhat
lower than those found in studies from
other states. It is also noteworthy that
even the conservative cost-function es-
timates imply that the current system
of school finance appreciably under-
funds districts with the highest needs.
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Jennifer Imazeki is an associate pro-
fessor in the department of economics
at San Diego State University. She re-
ceived bher Ph.D. in economics from the
University of Wisconsin-Madison, where
she also worked as a researcher for the
Consortium for Policy Research in
Education. Her research includes work
on adequacy and school finance reform,
teacher salaries and teacher mobility,
and school choice. This study was com-
pleted in January 2007.

1 The analysis also used a measure of local district competition that proved to not be significant.

2 Examples of such disabilities are autism, deaf, deaf-blind, orthopedic impairment, traumatic brain injury, visual impairment, or

multiple disabilities.

3 Separate regressions were estimated using both average scores and scores for subgroups of poor, African American, and

Hispanic students.

March 2007 | Assessing the Costs of K-12 Education in California Public Schools | 3



INSTITUTE FOR RESEARCH ON EDUCATION PoOLICY & PRACTICE
Informing change & promoting innovation through rigorous & collaborative research

Efficiency and Adequacy in California School
Finance: A Professional Judgment Approach

By the American Institutes for Research (AIR]
Jay Chambers, Principal Investigator; Jesse Levin, Principal Research Analyst; and Danielle DeLancey, Project Manager

This report presents the results of a “professional judgment” panel study focused on answer-
ing a central question: What is the cost of providing all California public school students
with access to the California content standards and the opportunity to achieve proficiency
levels established by the California State Board of Education? The study addresses several
intermediate questions:
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do those costs vary based on district location and size?

4. How does the estimated total cost of providing an adequate education in California

compare to current expenditures?

This is one of three studies in the Getting Down to Facts project that estimate the costs for California
school districts to meet the achievement goals set for them by the state.

Study Methods

This study uses a “professional judgment”
approach. The research team selects highly
qualified California educators for two profes-
sional judgment panels convened for three
days of deliberation.! These panels are asked
to design instructional programs for average
elementary, middle, and high schools such
that all students would have the full opportu-
nity to meet outcomes set forth by the State
Board of Education.

The first program-design task for the panels is
that all students should have access to instruc-
tional programs and services consistent with the
California content standards in English lan-
guage arts, math, history/social science, science,
visual and performance arts, English language
development (where appropriate), and physical
education. Additional school performance out-
comes are stipulated based on the state’s per-
formance targets established for the 2011-12
school year and consistent with federal require-
ments under the No Child Left Behind Act

(NCLB). Specifically, these outcomes included:
A 95% participation rate in state testing;
English language arts proficiency rates of
78.4% for elementary and middle schools
and 77.8% for high schools;

Mathematics proficiency rates of 79.0%
for elementary and middle schools and
77.4% for high schools;

A California Academic Performance Index
(API) score of 740 in every elementary,
middle, and high school; and

A high school graduation rate of 83.4%.
After designing instructional programs for

California schools with “typical” student dem-

ographics, the panels are asked to modify

these instructional programs for schools with
varying levels of students living in poverty,

English learners, and special education stu-

dents. In addition, panelists are asked to

make instructional modifications for “typi-
cal” schools of varying sizes.

Based on the panels’ deliberations, re-
searchers first develop school-level cost



IREprpP

Figure1 o Suggested Breakdown of Expenditures for Elementary School The researchers added the average

Base Model Programs (a school of 516 students; 57% low income,
28% English learners, and 9.2% special education)

Blue Panel Gold Panel
Per-pupil Proportion Per-pupil Proportion

Resources Cost of Total Cost Cost of Total Cost
Instructional Personnel $5,682 59% $5,768 78%
Instructional and Pupil Support 1,667 17% 280 4%
Administrative and Support 693 7% 559 8%
Maintenance and Operations 85 1% 212 3%
Nonpersonnel Expenditures 733 8% 482 7%
Extended Day Program 290 3% 21 1%
Extended Year Program 465 5% 0 0%
Total $9,615 $7,392

Note: The percentages do not always equal 100% due to rounding.

School-level Resource Definitions Used in this Study
Instructional personnel: core classroom teachers, resource teachers, and in-
structional aides.

Instructional and pupil support: guidance counselors, school psychologists,
academic coaches, social workers, nurses, librarians, and technical consultants.
Administrative and support: principal, vice principals and deans, other profes-
sional staff, clerical and office staff, and security personnel.

Maintenance and operations: custodial, maintenance, and security personnel
assigned exclusively to the school.

Nonpersonnel expenditures: professional development time and fees, supplies

and materials, specialized equipment and technology, and student activities.

Extended day program: teachers and aides assigned to provide before- or after-
school instructional programs and additional nonpersonnel expenditures specific

to the program.

Extended year program: teachers, aides, and school administrators used for summer
school programs and additional nonpersonnel expenditures specific to the program.

estimates for delivering an adequate
education, taking into account vary-
ing school levels, sizes, and demo-
graphic configurations. The costs of
district-level functions—such as cen-
tral administration, maintenance,
and transportation—are then calcu-
lated in two ways: (1) based on ac-

tual 2004-05 expenditures (as

derived from the states’ Standardized
Account Code Structure [SACS] fis-
cal data); and (2) as a proportion of
the projected school-level costs. This
second calculation assumes that
spending on at least some district-
level functions will change pro-
portionally with changes in the
school-level instructional program.
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from these two calculations to the
school-level results to determine their
final cost estimates.2

The authors use the resulting
dollar amounts, adjusted for
student-need characteristics and
the scale of district operations—
plus actual data for California
schools—to estimate school-level,
per-pupil costs to provide an ade-
quate education for students at
every school in the state. From this
basis they derive an overall
statewide average per-pupil expen-
diture required to implement the
instructional programs recommended
by the panels. They also produce
average per-pupil expenditures
broken out by four different dis-
trict categories based on location,
including urban, suburban, towns,
and rural districts.3

Summary of Key Findings

Both panels of education
professionals report that more
resources are necessary

for average schools to meet
state standards

To meet the outcomes set by the
State Board of Education, the pan-
els design instructional programs
that differ substantially from
today’s typical California schools.
The panels reduce class sizes, ex-
tend the instructional day and year
for all students, and add specialists
to work with small groups of
students and to foster professional
development opportunities for
teachers. High-quality professional
development is reported to be in-
tegral for student
achievement and retaining quality
teachers. The panels emphasize
that student achievement is not
necessarily dependent on the num-
ber of personnel at the school level
but on how their roles and time are

improving

allocated.
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Figures 1 through 3 on pages 2
and 3 reflect the panels’ specifica-
tions for “base model” instruc-

Figure 2« Suggested Breakdown of Expenditures for Middle School Base Model
Programs (a school of 992 students; 51% low income, 17% English
learners, and 9.8% special education)

tional programs at the elementary,

middle, and high school levels, de- Blu-e Panel : Go.ld Panel :
railing per-pupil expenditures and g TCest ofTalCost | Cast of Total Cost
the proportion of resources allo-

cated to various instructional com- Instructional Personnel $6,175 69% $5,453 69%
ponents. The instructional designs Instructional and Pupil Support 868 10% 1,036 13%
vary by school level and the two Administrative and Support 557 6% 597 8%
panels (the “Gold” and “Blue” Maintenance and Operations bt 0% 308 4%
panels) have different program de- Nonpersonnel Expenditures 755 8% 475 6%
signs, which ultimately lead to a Extended Day Program 244 3% 30 0%
wide range of cost estimates. The Extended Year Program 262 3% 0 0%
authors stress that they do not rec- Total $8,905 $7.899

ommend that the specific com-
ponents of the models become
mandates for local practice.

Both professional judgment panels keep
small elementary class sizes, but they vary
in expenditures for support personnel

For the elementary school pro-

grams, both panels extend the Blue Panel Gold Panel
school day and year to allow more Per-pupil  Proportion Per-pupil  Proportion
time for direct instruction. Both Resources Cost of Total Cost Cost of Total Cost
also specify schoolwide ratios of 20 Instructional Personnel $6,103 66% $4,905 70%
students per teacher, with smaller Instructional and Pupil Support 1,181 13% 545 8%
kindergarten classes and slightly Administrative and Support 616 7% 550 8%
larger classes for grades 4 and 5. Maintenance and Operations 53 1% 289 4%
Both also specify the need for aca- Nonpersonnel Expenditures 947 10% 536 8%
demic coaches or resource teachers Extended Day Program 165 2% 79 1%
to work with at-risk students and to Extended Year Program 219 2% 131 2%
coach other teachers.

Total $9,284 $7,035

The panels diverge with respect
to the funds that they would allo-
cate for support personnel and for
nonpersonnel expenditures. The
Blue Panel specifies a full-time so-
cial worker, school nurse, guidance
counselor, and technical assistant;
but the Gold Panel concludes that
these jobs could be part-time posi-
tions or that other personnel could
assume the responsibilities of those
positions.

Both panels identify preschool and
early childhood education programs
as key resource needs. They say how
many children would be served but
were not asked to specify the cost of
providing these programs. Instead,

Note: The percentages do not always equal 100% due to rounding.

Figure 3 o Suggested Breakdown of Expenditures for High School Base Model
Programs (a school of 1,662 students; 33% low income, 12% English
learners, and 9.2% special education)

Note: The percentages do not always equal 100% due to rounding.

the authors use independent re-
search to determine the per-pupil
cost of providing quality preschool
and early childhood education pro-
grams based on the panels’ specifi-
cations, and they add those costs to
their final estimates.

At the middle school level, the panels
emphasize instructional personnel but
vary in their staffing recommendations

For their middle school models,
both panels allocate a similar
proportion of expenditures to each
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instructional component, assigning
approximately 70% of expenditures
to instructional personnel. However,
the Gold Panel specifies the need for
more resources overall, including
additional instructional personnel
and smaller class sizes.

Although the panels’ costs for in-
structional support personnel differ,
they both specify approximately 20
full-time equivalent professional and
administrative support staff at their
base model school. Both panels also
prescribe after-school programs—



Figure 4 o Comparison of Actual Versus Adequate Per-pupil Expenditures Based on Professional Judgment Panels:

Per-pupil Expenditure

Overall and by District Locale

$14,000
$12,365
$12,000 — 11000 I
$10,000 —
$8,000 7,246 $7,389
$6,000 -
$4,000 -
$2,000 -
$0
Actual ~ Gold Blue Actual
Panel  Panel
Overall

targeted for at-risk populations—
for approximately 55% of the students.

For high schools, the panels emphasize
extra time for at-risk students and
additional support personnel

For high schools, the panels specify
nearly identical proportions of
per-pupil expenditures for each
instructional component. To meet
the stringent graduation require-
ments, both panels extend the
school year and prescribe summer
school for a high percentage of the
student population, specifically tar-
geting at-risk students. Academic
coaches and resource teachers play
a significant role in the high school
instructional programs.

However, the Blue Panel specifies
significantly higher levels of per-pupil
resources in order to create smaller
class sizes, offer more electives to
keep students engaged, and facilitate

$12,718
$12,077
$11,508 EAPAZIA
$11,634
$10,726
$7,070
Gold Blue Actual Gold Blue
Panel  Panel Panel Panel
Urban Suburban

smaller learning communities. In ad-
dition, this panel allocates more aca-
demic coaches, technical consultants,
and other support personnel to
achieve the desired outcomes.

With additional special-needs
students at a school, the panels
add staff and specialized resources
After designing instructional pro-
grams and specifying resources for the
base models, the panels were asked to
adjust their program designs and re-
source allocations based on both
lower and higher percentages of low-
income students, English learners, and
special education students. As a gen-
eral rule, the panels do not make
major modifications when these high-
need populations are reduced. In part,
they justify this by noting that the cur-
rent average outcomes for the schools
are still significantly lower than the
target levels outlined in the goals
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$7,404

Actual
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Additional Funds for Early Childhood

Development/Prekindergarten

$11,881
$11,415
$10,615
$9,896
$8,932 KLY
$7,334
Gold Blue Actual Gold Blue
Panel  Panel Panel  Panel
Towns Rural

statement. Increases in the percentages
of these students, however, has sub-
stantial impact on the panels’ projec-
tions for needed expenditures.

The panels specify smaller classes and
more support staff to serve higher
percentages of low-income students,
plus specialized resources for English
learners (ELs)

For school prototypes with higher
levels of poverty than in the base
models, both panels specify smaller
class sizes and additional support
personnel. They also increase the
number of students targeted
through after-school, preschool,
and early childhood education pro-
grams. Anticipating more discipline
issues and less experienced teachers,
the panels also add more admin-
istrators, resource teachers, and
academic coaches to provide extra
teacher support.
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For schools with higher levels of
English learners, panelists make
several modifications in addition
to the adjustments for poverty.
Both panels increase the number of
bilingual and English language de-
velopment teachers and aides, and
they add funds for EL-specific
curriculum, technology, software,
and supplies. Additional monies
are also designated for professional
development.

The panels incorporate special education
students into the regular program but
add support systems

Regardless of school size, panelists
in both groups designate one special
day class with at least one full-time
aide to meet the needs of special ed-
ucation students. In addition, spe-
cial education instructional aides are
assigned to assist full-time person-
nel, and school psychologists, social
workers, nurses, and counselors are
assigned at the school level.

In schools with increased percent-
ages of special education students,
the panels increase special day class
teachers, aides, and on-site resource
specialists. They also increase the
number of support personnel, such
as speech therapists, and allocate
additional monies for specialized
equipment and materials.

Total costs, adding district services
and accounting for variations,

are highest in urban districts

The authors assign costs to the Blue
and Gold panels’ program designs
and then calculate total projected
per-pupil expenditures by applying
a district-level cost factor calculated
from existing district expenditure
data. Resource costs are also ad-
justed across districts to reflect geo-
graphic variations in the cost of
recruiting and employing compara-
ble teachers

and other school

personnel in various regions of the
state.* The authors then compare
the total projected expenditures
from the school prototypes to the
actual per-pupil expenditures re-
ported in the CDE’s 2004-05 SACS
fiscal files.

addition to the overall
statewide average, the authors pro-
vide average per-pupil expenditures
within different types of districts.
The district categories include
urban, suburban, towns, and rural
districts. (See Figure 4 on page 4.)
These figures are pupil-weighted so
that they represent per-pupil expen-
ditures for the district attended by
the average student within each of
the four district categories.

The statewide average “ade-
quate” per-pupil expenditures for
the 2004-05 school year range
from $11,094 (Gold Panel) to
$12,365 (Blue Panel), which repre-
sents a 53% to 71% increase over
what was actually spent that year
($7,246). However, the figures
show large variation across the four
district categories. The results sug-
gest that students in urban districts
require the highest per-pupil expen-
ditures (from $11,508 to $12,718)
to provide an adequate education,

In

while necessary per-pupil expendi-
tures are lowest ($8,932 to $9,896)
for districts located in towns.

By design, differences in pupil
need and the scale of district opera-
tions each account for some varia-
tion in the estimated cost of
achieving adequacy. To this end,
the authors use the adequacy-
projected, per-pupil expenditures to
create a single Need/Scale Index
that can be used to identify the ex-
tent to which needs and scale influ-
ence the expenditure necessary
to deliver an adequate education
in each district. Urban districts
tend to exhibit relatively higher
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projected expenditures based on
pupil needs and relatively lower
projected expenditures associated
with the scale of operations, all else
being equal. Higher relative costs
associated with more rural districts
(and to a lesser extent small towns)
are consistent with the higher
costs—or diseconomies of scale—
associated with smaller enrollment.

Authors’ Conclusions

AIR estimates that the total cost
for providing an adequate education
in California is more than 50%
above current expenditures
Excluding debt public
schools in California spent about
$45.29 billion in 2004-05. The
main results of this study suggest
that an additional $24.14 billion to
$32.01 billion would have been
necessary in that same school year
to ensure the opportunity for essen-
tially all students to meet “academi-
cally rigorous content standards
and performance standards in all
major subject areas.” These figures
represent between 53% and 71%
of projected increases in spending.
Although these increases seem ex-
traordinary, it is important to rec-
ognize that levels of
spending in California—when ad-
justed for differences in resource
costs across the states—are among
the lowest in the nation. Even with

service,

current

the increases implied by the results
in this study, California would still
fall far short of current spending
levels in the highest-spending states.

Across this range of added
expenditure, the authors find that
about 941 of the state’s 984 districts
would require additional funds to
support an adequate educational
program for their K-12 students.
When preschool is included, this
figure rises to 969 districts.



The authors caution that the theo-
retical designs created by their pro-
fessional judgment panels should not
be taken as a recommendation for
mandating local practice. Rather,
the models represent a systematic
process for estimating the costs of an
adequate education across a wide
range of circumstances.
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1 Each of the two panels consisted of nine educators, including at least one superintendent each from an urban and
rural area of the state; three principals with one from each grade level [i.e., elementary, middle school, high school), a
special educator (e.qg., a district director of special education), an English learner specialist, a school business official,
and a classroom teacher. Within these constraints, every effort was made to select participants who represented the
size and geographic diversity in California.

2 This method was used only to calculate central administration and maintenance and operation costs, not transporta-
tion costs. Transportation costs were entered at their actual 2004-05 levels in both overall district-level expenditure
measures.

3 These were based on the locale codes used by the National Center for Education Statistics.

4 This was done using an index developed by Heather Rose in one of the other studies conducted for the Getting Down to Facts
project.
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This study provides a comprehensive review of California’s system of school facility finance.
Along with describing that system, it examines the state’s investment over time and provides
an analysis of the relationship between the revenues available to school districts and various
district characteristics. The study attempts to answer five broad questions related to the way

California finances its school facility needs:

1. How has the level of school facility funding changed over time and how does it compare

to the level of funding in other states?

. How is the level of school facility funding distributed across school districts?

. What are the primary causes of inequities in school facility funding across districts?

2
3
4. |s facility funding reaching those districts with the greatest facility needs?
5

. How do charter schools obtain funding for school facilities, and what are the special
issues related to charter school facility finance?

Summary of Key Findings
California’s system for financing
school facilities is best described
as a partnership between the state and
local school districts. The state pro-
vides districts with financial support
for new school construction and mod-
ernization projects through the School
Facility Program (SFP). It funds this
program through statewide, voter-
approved bonds. Local school dis-
tricts finance their share of school
construction and modernization
project costs primarily with revenue
raised through local general obligation
(G.O.) bond elections.

School facility funding has increased
dramatically in recent years,
surpassing the national average
Between 1960 and 1982, spending
per pupil on school facilities in
California consistently fell. Although
spending gradually rose after 1982, it
has until recently lagged behind the
rest of the nation and even further be-
hind states with similar enrollment
growth trends. In recent years, the
funding level changed dramatically.

Study Methods

This report is an historical review of school facility finance
in California, including a review of assessments of the
system by several organizations. Along with documenting
California’s current system of school facility finance, the
report examines the level and distribution of school facility
funding since 1998.

Data sources for this report include:
California Department of Education (CDE) for data on fa-
cility spending over time, developer fee revenues, and
other sources of facility revenues.
U.S. Department of Commerce, Bureau of the Census, for
data on facility spending in the United States.
Office of Public School Construction for data on apportion-
ments of state bond funds.
EdSource for data on local bond election passage rates

and revenues.

The per-pupil revenue calculation:

For the district-level comparisons of revenues after 1998,
per-pupil revenue is measured as the sum of all revenue
raised between 1998 and June 2006 (measured in constant
2005 dollars) divided by the average district enrollment over
the time period.
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Figure1 » Sources of School Facility Funds in California, 1998 to June 2006 pupil has surpassed the national average

Mello-Roos/SFIDs
1%

Other **

Developer Fees
9%

State Aid (State Bond
Apportionments)*

31%

6%

Local G.0. Bonds
54%

Local G.0. Bonds $38.4 billion
State Aid (State Bond Apportionments)* $21.9 billion
Developer Fees $ 6.2 billion
Mello-Roos/SFIDs $0.7 billion
Other** $4.0 billion
Total $71.2 billion in constant dollars*

The bulk of funds for school facilities come from local general obligation bonds and state bond pro-
ceeds. However, the developer fees that districts are allowed to levy on residential and commercial
construction also contribute a significant amount. Mello Roos elections and School Facility
Improvement Districts (SFIDs), which place levies on just a portion of property in a district, are rele-

vant for only a small portion of districts in the state.

* All dollar amounts were calculated in constant dollars for purposes of the study analysis. In addition,
the total for State Aid reflects funds apportioned, not the total amount of voter-approved bonds.

** Includes Certificates of Participation, sale or lease of land/buildings, federal aid, and other small
sources of revenue as reported on school district accounting records and prepared by the California

Deptartment of Education.

Note: The percentages do not add up to 100% due to rounding.

Figure 2 o Largest Sources of Facility Revenues per Pupil by Type of District,

1998 to June 2006

Revenue Source Unified
Districts
Local G. 0. Bonds $4,051
State Aid 3,496
Developer Fees 1,175
Number of Districts 331
Average Enrollment 12,896

Since 1998, the level of state and local
support for K-12 school facilities in
California has been substantial. Through
June 2006 voters have approved
$28.1 billion in statewide general obliga-

Elementary High School
Districts Districts
$3,293 $6,951
3,429 4,735
1,077 1,408

548 83
2,127 6,273

tion bonds and an additional $36.0 bil-
lion in local general obligation bonds to
support school construction and mod-
ernization projects throughout the state.
As a result, the level of spending per
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and is now comparable to the level
found in other states with similar enroll-
ment growth rates. For the years 2000 to
2004, for example, California spent
$1,364 per student compared to the av-
erage among all other states of $1,192.

Policy decisions since 1998 led to the
increased investment

Changes in state policy have had a
direct effect on the state’s facility
finance system and funding levels. The
passage of Proposition 1A in 1998 cre-
ated the School Facilities Program
(SFP) to streamline the process districts
go through to obtain state funding.
Under the SFP, the state provides fund-
ing for new construction and modern-
ization in the form of per-pupil grants.
In most cases, projects also require
local matching funds. The SFP also
made numerous reforms designed to
streamline the application process, sim-
plify the state facilities program, and
create a more transparent and equi-
table funding mechanism. Then, in
2000, voters passed Proposition 39.
This initiative made it possible for
school districts to pass local bonds
with a 55% approval under specific
conditions instead of the two-thirds
vote previously required.

Along with increasing the funding
available for school facilities, these ac-
tions together appear to have changed
the proportion of facility funding that
comes from specific sources. Prior to
1998, local bond elections provided
about a third of total facility funding.
That share has grown to more than
half. (See Figure 1.)

The level of facilities funding varies
widely across school districts

This study found that revenues per
pupil for school construction and mod-
ernization vary widely among districts.
The study examines these differences
based on district characteristics, looking
first at the variations among elemen-
tary, unified, and high school districts.
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Figure 2 shows the variation if one
divides all revenue raised between
1998 and June 2006 by the average en-

Figure 3 o Predicted Total Facility Revenues per Pupil

rollment over the time period in each Variable Predicted Revenue Predicted Revenue 75th Minus 25th
type of district. 25th Percentile 75th Percentile
These averages only partially reveal Need

the variation in the passage rates and Enrollment Growth $3.144 $3.741 $ 597
funds from local general obligation Prior Investment 4218 3.016 1,202
bonds among the three types of school
districts. Ability To Pay
For unified districts, 57% (188 out Assessed Value per Pupil 2,590 4,654 2,064
of 331) held at least one successful Income 3,283 3,802 519

bond election between 1998 and
2006; and among the districts that
passed bonds, the average amount
raised per pupil was $7,134.

For elementary districts, 30% (166
out of 548) held a successful elec-
tion, and those districts raised an
average of $10,872 per pupil.

Both measures of need and measures of ability to pay appear to be important determinants of the distribu-
tion of facility funding.

The first column identifies the variable that is being measured, such as the level of enrollment growth. The
second column (25th percentile) represents the lower end of the distribution of school districts for each
variable; i.e., districts that are not showing much enrollment growth. The third column (75th percentile)
shows the higher end. The fourth column represents the difference in predicted total revenue between the
lower and higher ends. For example, with enrollment growth, districts with higher growth tend to have more
revenue per pupil for facilities. However, districts that have previously invested in facilities tend to have less

For high school districts, 58% (48
out of 83) held a successful election,
and those districts raised an average
of $12,019 per pupil.

These disparities in the distribution of
local general obligation bond revenue
also account for a large part of the dif-
ference in total revenue that exists within
each of the district types. For example,
in unified school districts, the difference
between the 75th and 25th percentiles
of facility revenue per pupil (total rev-
enue raised over the period 1998-2005
divided by student enrollment) is more
than $10,000. Similar disparities in fa-
cility funding exist among elementary
and high school districts.

Funding disparities are related to
need and, more strongly, to districts’
ability to pay

As Figure 3 shows, the study examined
the relationship between facility revenues
and measures of school district need,
wealth, and student ethnicity.

The data show that part of the varia-
tion across districts in facility funding
is due to differences in need. Districts
with higher enrollment growth rates
and those that have not invested heav-
ily in school facilities in the recent past

revenue.

Data Note: Using coefficient estimates from a model designed to explain total revenue per pupil, this study predicts
how various factors affect the distribution of total revenue per pupil. The data show how moving from the 25th per-
centile of a given variable to the 75th percentile affects the level of total facility funding per pupil while holding all the

other variables constant (at their means).

tend to have substantially higher rev-
enue per pupil. In particular, state G.O.
bond apportionments increase steadily
along with enrollment growth, but
local G.O. bond revenue is only weakly
related to growth.

Ability to pay, whether measured
by local income levels or the assessed
valuation of property within a school
district, appears to be related to facil-
ity revenues. In particular, disparities
in school facility funding across dis-
tricts are systematically related to the
assessed value of property within dis-
tricts. Districts with higher assessed
value per pupil are able to raise sub-
stantially more revenue through local
general obligation bond issues and,
consequently, tend to have substan-
tially higher total revenue per pupil.
The same is true, but to a lesser ex-
tent, in regard to districts with high
median household incomes.
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There appears to be little relationship
between facility revenue and the ethnic
composition of districts. If anything,
districts with higher concentrations of
minority students tend to have higher
facility revenue per pupil.

Districts with the greatest facility
needs are receiving more funds
per pupil
The variations in district funding
noted above raise the question of
whether districts with the most critical
facility needs receive higher levels of
facility funding. The state has two ob-
jective measures of facility need that
could be used to address this question:
the CDE classification of Critically
Overcrowded Schools and schools that
operate on a multitrack, year-round
schedule (MTYRE).

This issue is of particular concern
because a disproportionate number of



nonwhite and low-income students at-
tend these schools. Among schools on
a multitrack, year-round schedule or
classified as critically overcrowded, the
average percentage of students quali-
fying for free or reduced price lunch
is 73%. Among all other schools, that
percentage is only 45%.

Critically overcrowded schools have higher
facility funding

In 2002 the state Legislature created
the Critically Overcrowded Schools
(COS) program to help direct state aid
toward districts with the greatest facil-
ity needs. The program was funded
with $4.1 billion of bond revenue from
Propositions 47 and 55. To qualify for
COS program funding, a school must
have doubled the state’s recommended
density of students per acre.

This study found that districts that
contain critically overcrowded schools
tend to have higher facility revenue
pupil. For example, among the 42
districts that contain critically over-
crowded schools, local bond revenue
between 1998 and the present averaged
$5,722 per pupil and total revenue per
pupil averaged $11,323. In other districts,
local bond revenue averaged $3,825
and total revenue averaged $9,061.
Thus, on average, total revenue per
pupil is approximately 25% higher in
districts that contain critically over-
crowded schools.

It is noteworthy that Los Angeles
Unified School District contains nearly
50% of all critically overcrowded
schools and has experienced a particu-
larly large increase in facility funding.
In that district, total facility funding
per pupil is more than twice the
statewide average, and local bond
revenues are more than four times the
average among all other districts.

Multitrack, year-round schools trade
facility funds for operating revenue

Multitrack, year-round calendars
allow schools to increase their seating

capacity by 30% or more by placing
students into tracks and then rotating
those tracks throughout the year.
Thus, at any given point in time, stu-
dents in one track are on vacation
while those in other tracks are attend-
ing classes. In 2004-05, 751 schools—
serving 804,000
students—were operating on a multi-
track, year-round calendar.

Districts that implement a multitrack
calendar are eligible for additional
operational funding. The Year Round
Grant Program provides additional
funding based on the percentage of
pupils certified in excess of facility ca-
pacity. The amount of the grant in-
creases with the percent of students
housed in excess of facility capacity.
Districts that receive funding under the
Year Round Grant Program have their
new construction eligibility in the SFP
program reduced based on the number
of pupils for whom they have received
funding. Thus, school districts that par-
ticipate in the program are voluntarily
choosing to reduce their eligibility for
new school construction funding.

approximately

Funding options for charter

schools have improved, but
challenges remain

During the 1990s, charter schools
faced significant barriers to obtaining
adequate school facilities. Under pro-
visions contained in Proposition 39,
passed in 2000, it became the legal re-
sponsibility of school districts to make
every reasonable effort to house char-
ter school students in facilities essen-
tially equivalent to those used to house
other district students. In recent years,
the government has also established a
number of grant and loan programs
to help charter schools obtain ade-
quate facilities. Although the facility
dilemma facing charter schools has
improved, surveys of charter school
operators since 2002 indicate that they
still struggle to finance their school
facilities needs.
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Author’s Conclusions

The author concludes with a discus-
sion of how this study’s findings re-
late to important recent reports on
the school finance system by the
Legislative Analyst’s Office (LAO), the
Little Hoover Commission, and oth-
ers. He observes that important policy
challenges documented in those re-
ports remain to be addressed, even
given the recent increase in facility
funds. Several reports suggest, for ex-
ample, that the state develop a more
predictable and consistent method of
financing school facilities. Others call
for further streamlining of state
oversight of school facility projects.
Consistent with this study’s finding
that funding for facilities tends to vary
systematically with district property
wealth, the LAO and others have rec-
ommended actions to equalize the abil-
ity of school districts to raise general
obligation bond revenue. The author
also raises the need to expand the
definition of Critically Overcrowded
Schools, in part to address questions
related to schools on a multitrack,
year-round schedule.

The state has made more progress in
responding to two other facility con-
cerns. It has adapted to changing en-
rollment trends by putting a stronger
emphasis on modernization versus
new construction. And it has taken
some initial steps toward the creation
of a statewide school facility inven-
tory system, including the expected
September 2006 adoption of a state
standard for good repair.

Eric Brunner, associate professor of
economics at Quinnipiac University,
holds a Ph.D. from the University of
California, Santa Barbara. His research
interests include K-12 education fi-
nance, intended and unintended conse-
quences of school finance reform, and
the political economy of school spend-
ing and school choice. This study was
completed in October 2006.
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Expenditures continue to rise for students with disabilities, making special education an
increasingly important component of education funding. This study explores the issue of
special education adequacy through two questions:

1. What analytical techniques exist for estimating the cost of an adequate education for

special education students?

2. How might these techniques be applied to estimate costs for special education students
in California, and how do those estimates compare to current expenditures?

Background

Across the nation, the percentage of students
in special education—and the total expendi-
ture on these students as a percentage of
overall K-12 spending—has been steadily in-
creasing over the past 30 years. Today more
than 12% of all elementary and secondary
public education students have been identi-
fied for special education, and special educa-
tion constitutes 13.9% of overall K-12
public education spending, according to one
national estimate. In California, school-age
students (ages 6-21) who receive special edu-
cation services make up 9.5% of public
school enrollment. Special education services
constitute about 15.5% of K-12 education
spending in California, based on 2004-05
school year data.

Under the federal No Child Left Behind Act
(NCLB), the vast majority of special educa-
tion students are to be held to the same aca-
demic standards as all students. While about
half of special education students spend the
majority of their day in regular classes, the na-
ture of their education is very different from
that of other students. Federal law entitles
special education students to “free and appro-
priate” educational services as described in an
individualized education program (IEP).
Furthermore, when the IEP determines that a
service is needed by a student in special edu-
cation, school officials cannot use cost as a
rationale for refusing to provide it.

Summary of Key Findings

Conventional techniques for estimating
education adequacy shed little light on
special education costs

Researchers typically use one of four tech-
niques to estimate the overall cost of an ade-
quate education: econometric, evidence-based,
successful schools, and professional judgment.
The authors examine how the needs of special
education students are addressed across stud-
ies using these four approaches and conclude
that, for the most part, special education is
treated more as an afterthought than a main
theme in prior adequacy studies.

All adequacy approaches attempt to iden-
tify the resources needed for students to
reach a specified level of education outcomes
or results. The services necessary for individ-
ual students with disabilities to achieve the
same standards as their peers, however, may
defy incorporation into an adequacy ap-
proach in which resources are defined uni-
formly for an entire group or even subgroups
of students. This is true for several reasons.
The nature of special education students’ en-
titlement to services is vastly different from
that of other students. Further, the percent-
age of students in special education does not
always provide a clear indication of district
need, nor do the categories to which students
are assigned provide a clear indication of the
severity of their disability.



The authors find that all four conven-
tional approaches to adequacy have
inherent limitations with regard to
special education. They believe that
analyses of actual special education
expenditures are better for providing a
stand-alone estimate of special educa-
tion adequacy. Actual special education
expenditures can also serve as a bench-
mark for comparing estimates that use
the conventional adequacy techniques.

The authors develop four cost estimates
using available data on actual expenditures
The authors present four different esti-
mates based on: reported actual special
education spending in California; cost
estimates from a previous state special
education study; and national cost

Study Methods

estimates using national spending to
approximate adequacy.

Central to these estimates is a con-
ceptual framework for the analysis of
special education funding used by the
Special Education Expenditure Project
(SEEP). This framework is based on
three concepts:

Total special education spending
includes amounts used to employ
special education teachers, service
providers, and administrators; plus
spending on transportation and
other nonpersonnel items purchased
under the auspices of the special ed-
ucation program.

Total spending to educate a student

with a disability encompasses all

school resources used to provide a

comprehensive education program

to the student, including special and
general education spending, plus

other special needs programs (e.g.,

The study includes four estimates of special education spending per special

education student. These estimates are weighted by special education enroll-

ment for 823 elementary, unified, and high school districts for which the authors

had data.

The first estimate uses expenditure data submitted by districts for 2004-05

using the state’s Standardized Account Code Structure (SACS) to compile re-

ported levels of special education spending.

The second estimate applies special education resource allocation patterns by

disability developed in a 2003 state study conducted by the American Institutes

for Research (AIR]): Study of the Incidence Adjustment in the Special Education

Funding Model.

The other two estimates use ratios of total spending on special education stu-
dents by disability to spending on students with no special needs, based on the
national Special Education Expenditure Project (SEEP). These ratios are applied
to two bases intended to represent spending on students with no special needs:
current state spending derived from SACS and an estimate of adequate spend-
ing provided by the AIR professional judgment study that was also part of the
larger Getting Down to Facts research effort. The special education component of
these ratios approximate special education expenditures if California provided
services similar to those found on average across the nation.
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Title I of NCLB). Most students
with disabilities spend substantial
time in general education class-
rooms, and they benefit from the
same administrative and support
services as all other students.

Additional expenditures used to ed-

ucate a student with a disability are

the difference between the total

spending to educate a student with a

disability and the total spending to

educate a general education student

(i.e., a student with no disabilities or

other special needs).

SEEP provides estimates of total
spending and special education spend-
ing by disability category. The data
show a wide range of costs based on
13 different disability categories and
variation within many of those cate-
gories. The authors used these cost
estimates and data regarding the distri-
bution of disabilities as part of their
analysis.

Currently ~ reported expenditures in
California exceed cost estimates from
other methods, indicating drawbacks in
those methods
The authors’ estimates for special edu-
cation spending per special education
student in California (in 2004-05
dollars) are:
$11,600 per student based on dis-
tricts’ actual expenditures as re-
ported in California’s SACS data;
$9,298 per student based on the
2003 AIR Incidence Study data;
$7,777 per student based on the ap-
plication of SEEP ratios to estimated
spending on a student with no spe-
cial needs and using current expen-
ditures in California; and
$9,971 per student based on the ap-
plication of SEEP ratios to estimated
spending on a student with no spe-
cial needs and using the AIR profes-
sional judgment panel study of
funding adequacy.
The estimate of current actual
spending derived from SACS is
markedly higher than the other three
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estimates, including the one based on a
professional judgment estimate of ade-
quate base funding that far exceeds
California’s current regular education
expenditures. The authors present sev-
eral possible explanations for this. One
is that the widespread use of SACS is
relatively new, so the SACS data may
reflect some inconsistencies in district
reporting and assignment of program
costs. On the other hand, the detailed
accounting used in SACS may be more
comprehensive than the other meas-
ures used here. Another possibility is
that actual special education spending
in California may be higher than the
estimates based on the SEEP national
ratios because the special education
identification rate in California, at
9.5%, is considerably lower than the
national average at 12.4%. With a
smaller percentage of students being
identified for special education, it may
be that the disabilities of students in
California are on average more severe
and therefore more costly.

It is also important to note that spe-
cial education students in California
currently perform lower than the out-
come levels expected under the federal
accountability system. While current
spending may be considered adequate
for individual students to meet appro-
priate goals in their IEP, this lower per-
formance suggests that the spending
levels may be conservative for meeting
federal targets.

Authors’ Conclusions

IEPs delineate the services needed to
produce specified outcomes for indi-
vidual special education students. In
this sense, these service levels provide a
strong basis for considering adequacy.
At the same time, they are deficient in
two ways. First, the outcome goals for
special education students, as defined
by IEPs, are generally not as challeng-
ing as the outcome standards set
by the state and the federal NCLB law
for all students. In this regard, the IEP-
based estimates almost certainly
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underestimate costs. Second, the esti-
mates build on a base of general edu-
cation services that may be inefficient.
In this way, they overestimate the cost
of achieving a given outcome in a more
efficient system. That said, the IEP-
based measures are more solid than es-
timates based on a set proportion of
needed spending for general education
students for two reasons: the general
education cost estimates are likely to
vary depending on student characteris-
tics and the local context; and the gen-
eral education cost estimates are based
on weaker data than are available
through an IEP and thus are not meas-
ured precisely.

This report was prepared by the
American Institutes for Research (AIR).
Lead author Jenifer Harr is a senior re-
search scientist at AIR and is the associ-
ate director of the Center for Special
Education Finance/Special Education
Expenditure Project (CSEF/SEEP). This
study was completed in December 2006.
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This study focuses on the legal, policy, and contractual structures in California that are de-
signed to place highly qualified teachers in low-income, high-minority schools as well as
those that may constrain efforts to get good teachers into more difficult teaching assignments.
Prior studies document that teachers in California schools with high percentages of low-
income, minority, and low-performing students tend to be less experienced and more likely
to lack credentials than teachers in other schools. This study explores whether this teacher-

qualifications gap among California schools exists despite or because of various legal and
policy structures. Specifically, it addresses the following questions:

1. Do state laws curb or facilitate the teacher-quality gap in California?

2. |s there a relationship between highly prescriptive transfer rules in bargaining
agreements and the average qualifications of a district’s teachers?

3. Do districts with relatively prescriptive transfer and leave provisions have larger
teacher-qualification gaps among schools?

4. What do district administrators report about the application of these contractual

provisions in their districts?

Summary of Key Findings

California state laws do little to
address teacher-quality gaps
among schools, ceding responsibility
to local district officials
The California Legislature has the
authority to establish laws and regu-
lations that control teacher hiring
and assignment. The authors find,
however, that current legislative ef-
forts to close teacher-quality gaps
among schools are modest. The state
has effectively ceded responsibility to
local districts to address this issue
with their teachers’ unions through
collective bargaining agreements.
The Legislature, however, still
exerts some influence over hiring,
assignment, and teacher retention.
Examples of its efforts include:
Recent legislation (2006) that
gives principals in low-performing
schools greater authority to fill va-
cant positions and limits how long
current district teachers can claim
preference for those vacancies;

Study Methods

The authors review the available literature on teacher
preferences and assignment provisions and examine Cali-
fornia laws and regulations that affect teacher hiring and

assignment.

The authors also analyze 488 collective bargaining agree-
ments out of the 565 California districts with more than
three schools, coding them based on how strongly their
transfer and leave provisions determine hiring and assign-
ment decisions. They apply a regression analysis, hierarchical
linear modeling, and other analytic techniques to explore
the relationship between these provisions and various
school district characteristics, including teacher-
qualification measures. To examine the relationship
between teacher characteristics at the school level and
collective bargaining agreements (CBAs), which are negotia-
ted at the district level, the authors use hierarchical linear

modeling techniques.

Finally, to further illuminate their findings, the authors
conducted 19 semistructured interviews with human re-
sources directors from a stratified sample of California
school districts.
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Modest incentives to encourage
new teachers to enter the profes-
sion and/or teach in challenging
assignments (e.g., the Assumption
Program of Loans for Education);
Grants for teacher induction pro-
grams, such as the Beginning
Teacher Support and Assistance
program (BTSA); and
Targeted salary bonuses for
teachers with certain advanced
training to teach in hard-to-staff
schools (the National Board for
Professional Teachers Standards
Certification Incentives Program).
In recent years, the state elimi-
nated funding for several other pro-
grams created in the late 1990s that
sought to place teachers in difficult
assignments.

Prior studies conclude that
teacher-quality gaps among
schools are associated with,

or exacerbated by, prescriptive
teacher assignment rules
Collective bargaining agreements
(CBAs) contain rules for teacher
hiring and transfer, as well as for
the reassigning of teachers who are
“surplussed” from current teaching
assignments. These CBAs fre-
quently grant preference to teachers
with seniority when schools have
vacancies or are forced to reduce
staff. A review of the relevant litera-
ture suggests that such seniority
preference contribute to
teacher-experience and credential
inequalities among schools as teach-
ers exercise their seniority rights to
transfer out of high-minority, high-
poverty schools. Some researchers
find that contractual requirements
for districts to first post open teach-
ing positions internally hurt certain
high-minority urban districts’ abil-
ity to compete for high-quality
teachers. By the time those posi-
tions are opened to outsiders, the
most experienced or highly creden-
tialed teachers are often hired by

rules
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other districts. This set of problems
would presumably be most appar-
ent in larger districts, which re-
search indicates have the most
prescriptive teacher leave and trans-
fer provisions.

Contrary to prior research and
conventional wisdom, districts
with strong transfer provisions
tend to have larger percentages
of credentialed teachers

This study finds that school districts
with more determinative transfer and
leave provisions tend to have larger
percentages of credentialed teachers.
These provisions, which allow more
senior teachers to transfer to their
preferred schools, might help districts
recruit and retain higher-quality
teachers. It is unclear, however,
whether the stronger seniority provi-
sions act to attract and retain teach-
ers, or whether there are other
attractive contractual provisions or
district-level factors. Moreover, the
authors note that the relationship
may go the other way. Strong senior-
ity preference provisions may be the
result of more qualified teachers and
stronger unions. The finding that dis-
tricts with more determinative trans-
fer and leave provisions have greater
percentages of credentialed teachers
persists even when the authors con-
trolled for a wide range of other dis-
trict characteristics.

Strong district transfer and leave
provisions have no systematic
effect on teacher-quality gaps
among schools

Consistent with prior research, the
authors find that schools with larger
percentages of minority students,
with more students, with enrollment
growth, and with smaller average
class sizes all have fewer certified
and experienced teachers. They do
not, however, find convincing evi-
dence that this problem is greater in
districts with strong transfer and

leave provisions. In other words,
such strong provisions have no inde-
pendent effect on the quality of
teachers in schools within districts.
There is also no compelling evidence
that the transfer and leave provisions
have an indirect effect on teacher
distribution among schools by either
strengthening or weakening the ob-
served relationship between teacher
quality and school characteristics
(percentage of minority students, av-
erage class size, student enrollment,
and school growth).

District administrators report
actions that circumvent some
teacher transfer rules

While cautioning against overgener-
alization, the authors highlight a
striking pattern in their interviews
with 19 school district officials: all
administrators report that they
comply with the letter of CBA rules,
but effective administrators are sel-
dom hindered in teacher hiring and
assignment practices by strong CBA
language. Their reasons include:

Negotiating for and exercising
clauses in CBAs that let them
make hiring and assignment deci-
sions in the districts’ and stu-
dents’ best interests regardless of
seniority preferences;
Developing strong working rela-
tionships with union leaders that
let them mutually suspend or
work around apparently strong
contract language in the best in-
terests of students; and
Employing strategies to circum-
vent CBAs, such as “hiding” open
positions until after the internal
post-and-bid process is completed
or refusing to select an in-district
candidate and re-posting the posi-
tion after the internal processes
are completed.

In some instances, administrators
and unions have developed policies
to encourage the best candidates to
teach in hard-to-staff schools. These



policies include hiring staff early,
giving low-performing schools pref-
erence for those early hires, and
requiring teachers with special train-
ing to remain in low-performing
schools regardless of seniority.

Authors’ Conclusions

Past research shows that teachers
prefer to teach in schools with bet-
ter working conditions and with
lower percentages of low-income,
minority, and low-performing chil-
dren. Consistent with prior research,
this study finds that schools with
higher percentages of minority
students, schools that are growing,
and larger schools all have lower
percentages of credentialed and
experienced teachers. Contrary to
certain previous research and con-
ventional wisdom, however, this
study finds no persuasive and sys-
tematic evidence that the seniority
preference collective

rules in

bargaining agreements independently
affect the distribution of teachers
among schools or exacerbate the
negative relationship  between
higher minority schools and teacher
quality. While the qualitative analy-
sis confirms that strict teacher-
assignment provisions affect some
districts’ ability to hire the best-
qualified teachers and result in in-
equalities among schools, this study
suggests that the experience of
those districts may be the excep-
tion. The authors’ findings also
imply a greater role for the state in
creating incentives for teachers to
work in difficult-to-staff schools.
They indicate that merely changing
the language of teacher-assignment
provisions in collective bargaining
agreements will do little to close the
teacher-quality gap.
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Spending on teachers accounts for slightly more than half of total education spending
in California and is an important driving factor in school budgets. This paper addresses

the following questions:

1. How does teacher compensation vary across California school districts and how much of
the variation is driven by labor market factors beyond districts” control?

2. What are the important variables in a formula designed to equalize the labor purchasing

power of districts?

3. How might equalizing the labor purchasing power of California districts further the state’s

education goals?

Summary of Key Findings

Teacher compensation and experience
levels vary substantially across
California school districts
District teacher salaries are determined by
two key components: the salary schedule
adopted by the district and the experience
level of teachers within the district.
Teacher salaries and benefits vary sub-
stantially across California school dis-
tricts. In 2003-04, districts in Santa
Clara and Orange counties offered the
highest compensation, on average sur-
passing $70,000 for a teacher with 10
years of experience and 60 units of edu-
cation beyond a bachelor’s degree (i.e., a
mid-career teacher). At the other ex-
treme, compensation packages in Yolo
County and the North Coast counties fell
short of $55,000 per year for teachers at
the same position in the salary schedule.
The data show that districts across
California also differ in the experience
levels of their teachers. In 2003-04
the median district had an average
teacher experience level of about 10.6
years. However, in one quarter of dis-
tricts, teacher experience averaged less
than 8.8 years; and in another quarter
of districts, average experience ex-
ceeded 12.2 years.

Study Methods

For this paper, teacher compensation refers to the sum of
salaries and the districts’ contribution toward benefits.

The authors examine regional cost differences by dividing
the state into 30 labor market regions based on the
Metropolitan Statistical Areas (MSAs) designated by the

U.S. Bureau of the Census.

The authors study the effect of nonteacher wages on
teacher compensation for teachers with differing levels of
education and experience. The measures of nonteacher
wages that they use are the wages of occupations that re-
quire an education level similar to teachers. They account
for differences in demographic and other labor market

variables across districts in their analyses.

The authors also analyze the effect of a district’s enroll-
ment growth and the age level of workers in the region
on teacher-experience levels, and thus on wages. Again,
they take differences in demographic and labor market
variables into consideration. Based on their analysis, the
authors construct a school funding formula that equalizes
the ability of districts to pay teachers.

The study draws on data from the California Department of
Education’s (CDE) Standardized Account Code Structure
(SACS) as well as salary schedule data reported by dis-
tricts to the CDE (Form J-90). Nonteacher regional wages
are calculated from the 2000 PUMS U.S. Census data.
(PUMS stands for Public Use Microdata Samples.)



Local labor market conditions affect compensation,
particularly for experienced teachers

Salary schedules reflect local labor market
conditions because school districts must
compete with other employers to attract
employees. In theory, districts in regions
with higher nonteacher wages must offer
teachers relatively higher salaries. The data
bear this out, but the relationship is not
perfect. For mid-career teachers, the authors
find that districts facing a nonteacher wage
10% above the state average tend to offer
mid-career teachers 6% above the state av-
erage mid-career teacher compensation.
The authors also find that these differences
are not uniform across teacher-experience
levels. Teacher compensation at years 10
and 20 varied substantially, while begin-
ning compensation varied less. This may
stem from state incentives for districts to
offer a minimum teacher salary of $34,000.

Average experience levels vary across districts
and depend on regional demographic factors
The average experience level in a district af-
fects total spending on teachers because ex-
perience determines where most teachers
place on the districts’ salary schedule. This
study shows that a district’s average teacher
experience level is affected by the general
age level of workers in the region. Some re-
gions are more attractive to young people,
who move to other regions as they grow
older. Enrollment growth also affects the
average experience level, with growing dis-
tricts hiring more new, inexperienced teach-
ers and therefore tending to have lower
average teachers’ salaries.

In addition to these factors, working-
condition differences, such as those re-
lated to the portion of students in poverty,
affect the experience level of teachers in
the district. Districts with more student
poverty tend to have teachers with lower
experience levels.

Districts have limited ability to adjust to local
labor market conditions

Overall, districts cannot fully adjust to ex-
ternal labor market conditions because
their revenue is constrained by the state.

Districts in high-wage regions have some
ability to cut back on nonteacher ex-
penses, but ultimately they need to reduce
teacher compensation or the number of
teachers to balance their budgets. This
analysis indicates that as external wage
pressures grow, districts cut back on the
number of teachers they hire and reduce
the number of other certificated staff per
student (e.g., counselors and nurses).

A formula to equalize the labor
purchasing power of districts could
be based on a comparable wage
index, adjusted for enrollment growth
California’s school funding system could be
altered to equalize labor purchasing power
school districts. To do this,
California could construct a baseline,
statewide teacher-salary schedule and then
use a comparable wage index (e.g., regional
nonteacher wages) to adjust that baseline
schedule appropriately for each district.
Based on these regionally adjusted salary
schedules, each district would receive suffi-
cient revenue to hire enough teachers to
reach some statewide target teacher-pupil
ratio. Ultimately, districts determine their
own salary schedule and their own mix of
resources, but the formula would enable
them to afford a standard resource set.
Enrollment trends might be a factor in a
new finance formula, given the financial
opportunities presented by district enroll-
ment growth and the reciprocal obstacles
posed by declining enrollment. Such a for-
mula could also account for the age com-
position of districts’ labor pools. To
equalize purchasing power, shrinking dis-
tricts would receive additional revenue as
would districts with an older population.
Several other states already use regional
cost adjustments to determine district
funding levels. These adjustment strate-
gies vary, reflecting the particular combi-
nation of teacher compensation and
school finance policies in each state.

across

Authors’ Conclusions
The formula outlined in this paper is
only a starting point for considering
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how the state finance system could help
local districts adjust to regional labor
costs. It does not, for example, include
funding adjustments for resource needs
based on student characteristics. Such
adjustments might be needed for dis-
tricts with high shares of poor students,
English learners, or special education
students. Those districts might need to
hire more teachers—or teachers with spe-
cialized skills—to help students meet the
state’s academic performance standards.
The proposed formula provides a
straightforward computation for equal-
izing districts’ purchasing power, en-
abling them to afford equal levels of
tangible resources. But it does not ad-
dress the issue of student outcomes.
Further, the authors’ analysis suggests
that changing the resource mix in school
districts based on labor costs alone may
not substantially affect test scores.
However, the funding-formula adjust-
ments in this paper could be combined
with a formula designed to increase aca-
demic performance based on student
Other studies in this
project, which look at the relationship
between resources and student achieve-
ment, explore this hybrid approach.

characteristics.
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School Finance Acronyms

AB: Assembly Bill
ADA: Average Daily Attendance
API: Academic Performance Index

AYP: Adequate Yearly Progress

CalPERS: California Public Employees’ Retirement System

CalSTRS: California State Teachers’ Retirement System

CalWORKs: California Work Opportunity and
Responsibﬂity to Kids

CBEDS: California Basic Educational Data System
CDE: California Department of Education

COE: County Office of Education

COLA: Cost-of-living Adjustment

CPI: Consumer Price Index

CSR: Class Size Reduction

EIA: Economic Impact Aid

EL: English Learner

ESEA: Elementary and Secondary Education Act
FCMAT: Fiscal Crisis and Management Assistance Team
F/RPM: Free/Reduced-price Meals

GATE: Gifted and Talented Education

G.0. Bond: General Obligation Bond

HPSGP: High Priority Schools Grant Program
IDEA: Individuals with Disabilities Education Act
IEP: Individualized Education Program

I1/USP: Immediate Intervention/Underpetforming

Schools Program

IMFRP: Instructional Materials Funding Realignment

Program
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JPA: Joint Powers Agreement

K-12: Kindergarten through 12th Grade

K-14: Kindergarten through Community College
K-16: Kindergarten through Undergraduate University
LEA: Local Education Agency

LEP: Limited English Proficient

MPSE: Master Plan for Special Education

MTYRE: Multitrack, Year-round Education

NCLB: No Child Left Behind Act

OPSC: Office of Public School Construction

OTL: Opportunity To Learn

PERB: Public Employment Relations Board

PERS: Public Employees’ Retirement System

PL: Public Law (federal)

PSAA: Public Schools Accountability Act

ROC/ROP: Regional Occupational Center/Program
SAB: State Allocation Board

SACS: Standardized Account Code Structure

SARC: School Accountability Report Card

SB: Senate Bill

SBE: State Board of Education

SEA: State Education Agency

SELPA: Special Education Local Plan Area

SFID: School Facility Improvement District

SIP: School Improvement Program

STAR: Standardized Testing and Reporting Program

STRS: State Teachers’ Retirement System

© CopYRIGHT 2004 BY EDSoURCE, Inc.



ACADEMIC PERFORMANCE INDEX (API)

TFor a glossary with education terms beyond school finance, go to www.edsource.org and click on the “glossary” button.

Academic Performance Index (API) A number summarizing the
performance of a group of students, a school, or a district on
the state’s standardized tests. A school’s number (or API score)
is used to rank it among schools of the same type (elementary,
middle, high, or smaﬂ) and among the 100 schools of the same
type that are most similar in terms of students served, teacher
qualiﬁcations, and other factors. (See Standardized Testing and
Reporting Program.)

Account Code A number that classifies sources of revenues or
purposes of expenditures in either a school district budget or the
reports districts submit to the California Department of Educa-
tion. The account code classifies expenditures according to the
types of items purchased or services obtained, and revenues by
the general source and type of revenue.

Adequacy An approach to school funding that begins with the
idea that the amount of funding schools receive should be
based on some estimate of the cost of achieving the state’s
educational goals. It tries to answer two questions: How much
money would be enough to achieve those goals and where
would it best be spent?

Adequate Yearly Progress (AYP) A collection of performance meas-
ures that a state, its school districts, and subpopulations of students
within its schools are supposed to meet if the state receives Title I,
Part A federal funding, In California, the measures include: (1)
specified percentages of students scoring “proficient” or
“advanced” on California Standards Tests in English language arts
and math; (2) participation of at least 95% of students on those
tests; (3) speciﬁed Academic Performance Index scores or gains;
and (4) for high schools, a specified graduation rate or improve-
ment in the rate. (See No Child Left Behind Act and Title I.)

Adult Education Classes offered by school districts, community
coﬂeges, and other public and private organizations for residents
18 years or older who are not enrolled in a high school. State law
requires that certain courses, including citizenship and English,
be provided at no charge, while others may carry a fee. Adult
Education revenues and expenditures must be tracked separately
from a school district’s general fund.

Apportionments Funds that federal or state governments distrib-
ute to local education agencies or other governmental units
according to certain formulas.

Appropriations Funds set aside or budgeted by the state or local
school district boards for a specific time period and specific
purpose. The state Legislature and local school boards must vote
every year on appropriations.

Assembly Bill (AB) 1200 Legislation passed in 1991 that defined
a system of fiscal accountability for school districts and
county offices of education to prevent bankruptcy. The law
requires districts to do multiyear financial projections; iden-
tify sources of funding for substantial cost increases, such as
employee raises; and make public the cost implications of
such increases before approving employee contracts. County
offices review district budgets, and the state reviews county-
wide school districts.

Assessed Value The value of land, homes, and businesses set by
the county assessor for property tax purposes. It is either the
appraised value of any newly built or purchased property or, for
continuously owned property, the value on March I, 1975 plus
annual increases. These increases, tied to the California
Consumer Price Index, may not exceed 2% annually. (See

Proposition 13.)

Average Daily Attendance (ADA) The total number of days of
student attendance divided by the total number of days in the
regular school year. A student attending every day would equal
one unit of ADA. ADA is not the same as enrollment. (See
Enrollment.) The state uses a school district's ADA to deter-
mine its total general-purpose (revenue limit) funding and

some other funding‘

Basic Aid The minimum general-purpose aid guaranteed by the
state’s constitution for each school district in California. The
amount is $120 per pupil (ADA), with a minimum of $2,400
per district for very small districts. In 2003 lawmakers decided
that the funding schools receive from categorical programs
could satisfy this guarantee.

Basic Aid School District The historical name for a district in
which local property taxes equal or exceed the district’s revenue
limit. These districts may keep the money from local property
taxes and still receive constitutionaﬂy guaranteed state basic

aid funding.

Benefit Assessment District See Maintenance Assessment District.
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BLOCK GRANT

Block Grant An allotment of money that is the sum of multiple
special-purpose funds combined into one. A block grant tends to
have fewer restrictions on how the money is spent than the origi-
nal, disparate funding streams had; and it often combines funds
that have similar purposes.

Bond Measure See General Obligation (G.0.) Bonds.

Bonus/Performance Pay Extra money for school district employees
who perform extra duties or are considered exemplary. In some
states, performance pay is being offered as an incentive for teachers
to improve their students’ performance. In California, both
employee pay and benefits are determined by collective bargaining,
according to state law.

Budget Act A constitutionally established, one-year statute for the
state’s budget appropriations. It is the only bill allowed to have
more than one appropriation.The state Constitution requires that
it be passed by a two-thirds vote of each house and sent to the
governor by June 15 each year. The governor may reduce or delete,
but not increase, individual items.

Building Fund A fund that districts must use only for buildings.
The money comes from sources such as bonds and the sale/rental

of property.

California Basic Educational Data System (CBEDS) Reports that
contain statistics about schools, teachers, and students. CREDS
reports are collected from each school in the fall.

California Work Opportunity and Responsibility to Kids (CalWORKs)
A welfare program that gives cash aid and services to eligible needy
California families. CalWORK:s is a state program that is operated
locally by county welfare departments.

CalPERS See Public Employees’ Retirement System (PERS).
CalSTRS See State Teachers’ Retirement System (STRS).

Capital Outlay Money spent for major physical changes to a school,
such as new buildings, renovations, reconstruction, or certain new
equipment. These investments in the physical structure of a school
are expected to last for a number of years.

Categorical Aid/Categorical Programs Allocations from the state
or federal government that generally fall into three categories:
speciﬁc programs, speciﬁc students, and speciﬁc characteristics
of school districts. All districts receive categorical aid in varying
amounts in addition to the funding they receive for their general
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education program. In most cases, districts have limitations on
how they may use these funds.

Certificated /Credentialed Employees Employees who are required by
the state to hold some type of teaching credentials, including most
administrators and full-time, part-time, substitute, and temporary
teachers.

Charter School A public school operated independently under
a performance agreement with a school district, a county
office of education (COE), or the State Board of Education.
Charter schools are funded on a per-pupil basis, freed from
most state regulations that apply to school districts and COEs,
usually able to hire their own teachers and other staff, and sub-
ject to closure if they fail to meet their promises for student

outcomes.

Class Size Reduction (CSR) Incentive programs that provide fund-
ing to schools with class sizes of no more than 20 students per
teacher. CSR was initiated in the 1996-97 school year for kinder-
garten through third grade. A separate program supports smaller
classes for core academic subjects in 9th grade.

Classified Employees School employees who are not required to
hold teaching credentials, such as bus drivers, secretaries, custodi-
ans, instructional aides, and some management personnel.

Collective Bargaining A process for establishing a contract between
a school district and its employee organizations. Senate Bill 160
(1975) defined the manner and scope of negotiations and
mandated a state regulatory board. (See Public Employment Rela-
tions Board.)

Con App (Consolidated Application) The application districts can use
to apply for about 20 state and federal categorical programs. Most,
if not all, districts use the “con app” to secure funding from at
least some of the programs on the application. These programs
tend to be on roughly the same timeline and are relatively straight-
forward to apply for, such as the federal Title I program and the
state School Improvement Program (SIP).

Consolidation The combining of two or more elernentary or high
school districts with adjoining borders to form a single district.
(See Unification and Unionization.)

Consumer Price Index (CPI) A measure of the average change over a
short time in the prices paid for a set of consumer goods and serv-
1ces. Salary adjustments and other costs can be linked to the CPI,
which is sometimes used as a factor to measure inflation.



Cost-of-living Adjustment (COLA) An increase in funding for schools
from the state or federal government to compensate for inflation.
In California, the law states that schools should receive a certain
COLA based on the Implicit Price Deflator for State and Local

Government Purchases of Goods and Services.

County Office of Education (COE) The agency that provides, in general,
educational programs for certain students; business, administrative,
and curriculum services to school districts; and financial oversight of
districts. These services are affected by the size and type of districts
within the county, the geographical location and size of the county,
and the special needs of students that are not met by the districts.
Each of California’s 58 counties has an office of education.

Deferred Maintenance Major repairs of buildings and equipment
that have been postponed by school districts. Some matching
state funds are available to districts that establish a deferred
maintenance program to proceed with these repairs.

Deficit Factor The percentage by which an expected allocation of
funds to a school district or county office of education is reduced.
The state may apply deficit factors to revenue limits and categor-
ical programs when the appropriation is insufficient based on the

funding formulas specified by law.

Developer Fees A charge per square foot on residential and
commercial construction within a school district that is based on
the premise that new construction will lead to additional students.
School districts decide whether to levy the fees and at what rate up
to the maximum allowed by law. Proceeds are used for building or
renovating schools and for portable classrooms.

Direct Services Services—induding business, attendance, health,
guidance, library, and supervision of instruction (K-8 only)—
performed without cost by county offices of education for small
districts, which are defined as fewer than 901 (elementary), 301
(high school), and 1,501 (uniﬁed) students based on ADA.

Economic Impact Aid (EIA) State categorical funds for districts with
concentrations of children who are transient, from low-income
families, or need to learn English.

Education Code The body of law that regulates education in Cali-
fornia. Additional regulations affecting education are contained in

the California Administrative Code, Titles 5 and 8, the Govern-

ment Code, and general statutes.

Elementary and Secondary Education Act (ESEA) The principal federal
law affecting K—12 education. The No Child Left Behind Act

FREE/REDUCED-PRICE MEALS (F/RPM)

(NCLB) is the most recent reauthorization of ESEA. (See No
Child Left Behind Act.) Enacted in 1965 as part of the War on
Poverty, ESEA supports the education of the country’s poorest
children. Congress must reauthorize it every six years.

Encroachment The expenditure of a local education agency’s
general-purpose funds for mandated special-purpose programs in
which the cost of providing the programs exceeds the state or

federal funding provided,

English Learner (EL) Students whose home language is not English
and who qualify for extra help. EL students were formerly known
as “limited English proficient” (LEP).

Enrollment A count of the students enrolled in each school and
district on a given day in October. The number of pupils
enrolled in the school is usually larger than the average daily
attendance (ADA)) due to factors such as students’ moving, drop-
ping out, or staying home because of illness. (See Average Daily
Attendance.)

Equalization Aid Funds allocated, on occasion, by the Legislature to
address perceived inequalities and raise the funding level of school
districts with lower revenue limits toward the statewide average
based on size and type of district.

Expenditures Per PupiI The amount of money spent on education
by a school district or the state divided by the number of students
educated. For most purposes in California, the number of students
is determined by average daily attendance (ADA). (See Revenues
Per Pupil.)

Fiscal Crisis and Management Assistance Team (FCMAT) A state-
funded agency that provides fiscal advice, management
assistance, training, and other related school business services,
with a particular emphasis on districts facing fiscal insolvency.
FCMAT operates from the office of the Kern County Super-
intendent of Schools under contract with the California
Department of Education and the governor’s office.

Free/Reduced-price Meals (F/RPM) A federal program to provide
food—typically lunch and/or breakfast—for students from
low-income families. The number of students participating in
the National School Lunch Program is often used as a way to
measure the poverty level of a school or district population. The
number of children in this program can affect schools’ or
districts” eligibility for grants or other funding aimed at helping
lower-income families. Almost half of California’s public school
children are eligible for free/ reduced-price meals.
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GANN LIMIT

Gann Limit A limit on the amount of tax money that state and local
governments, including school districts, can legally spend. Califor-
nia voters approved the late Paul Gann’s Proposition 4 in
November 1979. The implementing Iegislation, Senate Bill 1342,

minimized the proposition’s impact on K—12 education.

General Fund The primary, legally-defined fund used by the state
and school districts to differentiate general revenues and expendi-
tures from those placed in other funds for specific uses.

General Obligation Bond (G.0. Bond)

comrnonly used to fund school facilities. Local G.O. bonds,

A form of borrowing

financed through an increase in local property taxes, can be used
for renovating, reconstructing, and building new facilities and
for certain new equipment. School districts can seek either two-
thirds or 55% voter approval, the latter with additional
accountability requirements. A simple majority of state voters
can approve a state G.O. bond, which is repaid by state funds
and has no impact on property tax rates. Although both state
and local bonds are G.O. bonds, people often use the term
“G.O. bond” to refer only to local bonds for school facilities.

General-purpose Funding Money granted to school districts for
general purposes, with the largest portion of it based on a per-
pupil revenue limit amount. Districts can decide how the money is
spent, within the constraints of certain laws and contracts with
employees. (See Revenue Limit.)

Gifted and Talented Education (GATE) A program that provides sup-
plemental, differentiated, challenging curriculum and instruction
to California public school students who are deemed by districts
to be intellectually gifted or especially talented in leadership or
visual and performing arts.

Healthy Start A state grant program in which schools work with
community organizations to provide children and families with
access to health and human services, often at schools. The state
approved the last round of new grants in 2002.

High Priority Schools Grant Program (HPSGP) A program to support
schools in the lower half of the state rankings (deciles 1 through
5) based on the Academic Performance Index (API). However, the
initial emphasis is on Decile I schools, which are at the bottom of
the state’s ranking system. (See Academic Performance Index.)

Immediate Intervention/Underperforming Schools Program (I1/USP)
A component of California’s Public Schools Accountability Act
(PSAA) designed to provide assistance and intervention for
schools identified as underperforming. Three cohorts of 430
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schools were chosen—one each in 1999, 2000, and 2001—for
the three-to-four year program. In 2002 lawmakers funded
instead a similar program. (See High Priority Schools Grant
Program.)

Impact Aid See PL 81-874.

Implicit Price Deflator A measure of inflation used to compare
expenditures over a period of time. The state uses the Implicit
Price Deflator for State and Local Government Purchases of

Goods and Services to calculate increases to revenue limits.

Individualized Education Program (IEP) A plan developed for a
specific student that outlines what that student needs to learn in
a specified period of time and what special services need to be
provided based on the student’s ability or limitations. Special
Education students have IEPs that may also exempt them from

tests or allow accommodations, such as an exam in Braille.

Individuals with Disabilities Education Act (IDEA) A reauthorization
of the federal Education For All Handicapped Children Act of
1975, which guarantees children with exceptional needs a free
and appropriate public education and requires that each child’s
education be determined on an individual basis and designed to
meet his or her unique needs in the least restrictive environment.
It also establishes procedural rights for parents and children. (See
Special Education.)

Inflation Factor Sece Cost-of-living Adjustment.

Instructional Materials Funding Realignment Program (IMFRP) A
program created by the state in 2002—03 to pay for textbooks and
related materials, including in some cases professional develop-
ment and assessment materials. The IMFRP requires districts to
provide standards-based materials for each pupil by the start of the
school year that begins within two years of the adoption of mate-

rials by the state for K-8 and by the district for 9—-12.

J-90 An optional salary information report that most districts and
county offices of education submit to the California Department
of Education. The main focus is teachers’ salaries, but the J-90 also
includes other certificated staff.

J-200, J-380 Financial (J-200) and program cost accounting
(J-380) reports that school districts and county offices of educa-
tion submit to the California Department of Education. When all
districts converted to SACS (see Standardized Account Code
Structure) in 2003-04, CDE discontinued the J-200 and
J-380 software.



OFFICE OF PUBLIC SCHOOL CONSTRUCTION (OPSC)

Joint Powers Agreement (JPA) An agreement among local education
agencies (LEAS) (and/ or sometimes the California Department of
Education) to share services or responsibilities. A joint powers

board made up of representatives of the LEAs governs the JPA.

Joint School Districts School districts with boundaries that cross

county lines.
Limited English Proficient (LEP) See English Learner.

Local Education Agency (LEA) A public board of education or other
public authority within a state that maintains administrative
control of public elementary or secondary schools in a city,
county, township, school district, or other political subdivision of
a state. School districts and county offices of education are both
LEAs. Sometimes charter schools function as LEAs.

Local Miscellaneous Revenues School funding from locally gener-
ated sources, such as community contributions, interest income,

developer fGES, and revenues from lOCQ.l parcel tax elections.

Lottery Gambling games approved by California voters in Novem-
ber 1984. The minimum of 34% of lottery revenues distributed
to public schools, colleges, and universities must be used for educa-
tional purposes. Half of any increase of lottery income to school
districts and community colleges—as cornpared to funding in the
1998-99 school year—must be used only for instructional mate-
rials, such as textbooks. Lottery income comprises less than 2% of

K~I2 education funding annually.

Maintenance Assessment District An area in which fees charged to
property owners are used to provide a service of benefit to all fee
payers, such as the maintenance of public parks and recreation
areas. Districts must hold an election before fees are levied. It is
sometimes called a Benefit Assessment District.

Mandated Costs School district expenditures that are required
because of federal or state law, court decisions, administrative
regulations, or initiative measures. Since the passage of Proposi—
tion 4 in 1979 (the Gann Limit), the California Constitution has
required the repayment of mandated costs to school districts.

Master Plan for K-16 Education A long-term, strategic plan for a
single, seamless system of education from prekindergarten through
postsecondary education that will provide better schools and
higher levels of student achievement in every school, college, and
university, and will prepare students to enter the workforce. The
main objectives of the plan are to focus the education system on
student success and guide education policy and budget decisions

over the next 20 years. This master plan has been in place since
August 2002. For the most part, legislation to irnplement the plan

has not been enacted.

Master Plan for Special Education (MPSE) California categorical
program for the education of all children with disabilities, enacted
in 1980 and modified frequently since then. (See Special Educa-
tion and Individuals with Disabilities Education Act.)

Mello-Roos Community Facility District A portion of a school district,
often a new housing development, that can be taxed if two-thirds
of property owners vote to approve it. Under Mello-Roos, prop-
erty owners pay a special tax that is not based directly on the
assessed value of the property.

Migrant Education Special federal funds for districts with students
who are children of migrant workers.

Multitrack, Year-round Education (MTYRE) Schools with classes that
take place throughout the calendar year. Individual students
attend school for nine months, but on staggered schedules.
Districts typically choose MTYRE to fully utilize school facili-
ties. (A few districts have single-track, year-round education—in
which students have shorter vacations spread throughout the

year—for educational reasons.)
National School Lunch Program Sce Free/ Reduced-price Meals.

Necessary Small Schools Schools that need to have small popula-
tions, usually because they are in sparsely populated areas or
serve special populations (such as Juvenile Court schools). These
schools receive extra funding because they cannot realize

economies Of scale.

No Child Left Behind Act (NCLB) The 2002 reauthorization of the
Elementary and Secondary Education Act (ESEA). NCLB’s
provisions represent a significant change in the federal govern-
ment’s influence in public schools and districts throughout the
United States, particularly in terms of assessment, accountability,
and teacher quality. It increases the federal focus on the achieve-
ment of disadvantaged pupils, including English learners and
students who live in poverty, provides funding for innovative
programs, and supports the right of parents to transfer their chil-
dren to a different school if their school is low-performing or

unsafe. (See Titles I-X.)
Office of Public School Construction (OPSC) The agency that imple-

ments and administers the School Facility Program and other

programs of the State Allocation Board (SAB). OPSC also veriftes
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OPPORTUNITY TO LEARN (OTL)

that all school districts applying for state funding to modernize or
build new facilities meet specific criteria based on the type of
funding requested.

Opportunity To Learn (OTL) Standards that measure the extent to
which key education resources—such as experienced teachers,
adequate materials, rigorous courses, and safe, clean, uncrowded
facilities—are provided at a school site.

Parcel Tax An assessment on each parcel of property—not based
on assessed value—that must be approved by two-thirds of the
voters in a school district. When proposing parcel tax elections,
districts indicate how the money will be used. Money from parcel
taxes is generally used for educational programs, not for school
construction or renovation, which is normally financed through a

general obligation (G.O.) bond measure.

Per Capita Personal Income Total personal income from all sources
prior to taxation divided by the number of residents in, for exam-
ple, a state.

PL 81-874 (Public Law 81-874) The federal program that provides

funds to districts with children whose families live or work on

federal property, such as mﬂitary bases. (See Title VIIL)

PL 94-142 (Public Law 94-142) A federal law that mandates a “free
and appropriate” education for all children with disabilities. (Also
see Individuals with Disabilities Education Act.)

Property Tax A tax on local residential and commercial property
that is part of a school district’s income based on a formula set by
the Legislature and signed by the governor in 1978. These taxes,
which vary by district, are part of the district’s revenue limit

income. (See Revenue Limit).

Proposition 13 An amendment to the California Constitution
passed by voter initiative in June 1978 that limits property taxes to
no more than 1% of full assessed value (plus any additional rates
approved by local voters, such as general obligation bonds).
Annual increases in assessed value are capped at 2% or the percent-
age growth in the state’s Consumer Price Index (CPI), whichever
is less. For individual properties, the assessed value is also raised
when new construction or the sale of property occurs (with a few
exceptions). Proposition 13 and implementing legislation caused
a shift in support for schools from local property taxes to state
general funds. Local voters can levy a uniform dollar tax per parcel
of land, but they cannot increase property taxes based on value
except by issuing general obligation (G.O.) bonds for school

construction or renovation.
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Proposition 39 An amendment to the California Constitution
passed by voter initiative in November 2000. It added the
option of a lower voter-approval threshold (55% vs. two-thirds)
for local school district general obligation (G.O.) bonds. If
districts choose to seek 55% instead of two-thirds approval, they
have added requirements involving financial and performance

accountability.

Proposition 49 An amendment to the California Constitution
passed by voter initiative in November 2002. It modified and
expanded the existing state after-school programs. Beginning in
2004-05, any funding increases to the After School Education
and Safety Program must come from outside of Proposition 98
funds. Without voter approval, lawmakers can only reduce funding
to the program if they also reduce Proposition 98 funds by the

same percentage.

Propositions 98 and 111 Voter—approved initiatives that amended
the California Constitution in 1988 and 1990 to guarantee a
minimum amount of funding from property and state taxes
for K-14 (kindergarten through community college) educa-
tion each year. The propositions included formulas for
calculating the guarantee under different economic condi-
tions. Proposition 98 also mandated School Accounta-
bility Report Cards (SARCs). (See School Accountability
Report Card.)

Public Employees’ Retirement System (PERS) A retirement fund
required by state law. Classified employees and their employer
(such as school districts and county offices of education)
contribute.

Public Employment Relations Board (PERB) A five-person board
appointed by the governor that regulates collective bargaining
between public employees (including school district employees)

and employee organizations.

Public Schools Accountability Act (PSAA) A law that outlines a
comprehensive process for measuring schools” academic perform-
ance and ranking schools based on that performance. When
schools fall short of expectations, the state may intervene—first
with assistance and later with sanctions. Successful schools are

expected to be recognized and rewarded. California lawmakers

approved the PSAA in April 1999.

Pupil Weighting System of distributing funds—through the state
to districts, county offices of education, or schools—that provides
more or less money based upon the educational or social condi-

tions of students in a school or district.



Regional Occupational Center/Program (ROC/ROP) A center or
program established by a school, district, group of districts, or
county office of education that provides training for entry—level
jobs, job-related counseling, and upgrading of skills for youths
ages 16 to I3.

Reserves Funds set aside in a school district budget to provide for
future expenditures, to offset future losses, for Working capital, or
for other purposes.

Revenue Limit The amount of general-purpose money districts
receive per pupil (ADA) from a combination of state funds and
local property taxes. Categorical aid for specific programs and
students is in addition to revenue limit income. The Legislature
came up with the revenue limit concept to create a more equal
distribution of monies for schools. Originally, revenue limits were
calculated for each district based on historical spending patterns
and varied considerably.

Revenues Per Pllpi| The total amount of revenues from all sources
allocated to K—12 education, divided by the number of students
as determined, most often, by average daily attendance (ADA). The
formula for revenues per pupil is based on the amount budgeted by
the state rather than on what is actually spent by districts and the
state to provide services. (See Expenditures Per Pupil.)

School Accountability Report Card (SARC) An annual report on spec-
ified aspects of a school’s operation, which is required as part of
Proposition 98. Other state legislation and the federal No Child
Left Behind Act (NCLB) also require SARCs. (See Propositions
98 and 111.)

School Board A locally elected group, usually between three and
seven members, who set fiscal, personnel, instructional, and
student-related policies. A school district governing board also
provides direction for the district, hires and fires the district
superintendent, and approves the budget and contracts with

ernployee unions.

School Facility Improvement District (SFID) A portion of a school
district that is taxed through a general obligation (G.O.) bond
based on the value of the property and approved by the
voters in that portion of the district being taxed. Orig-
inally, SFIDs required two-thirds voter approval. But in
]uly 2001, the Legislature added the option of a 55% ap-
proval threshold with the additional accountability provisions
of Proposition 39. Typically, SFIDs involve new housing
developments that create additional facility needs for the
school district.

SERRANO V. PRIEST

School Foundation A tax-exempt organization—also referred to as
an education foundation—established to raise funds and receive

gifts and grants in support of a school district or individual school.

School Improvement Program (SIP) A plan for an improved educa-
tion program developed by a school site council composed of staff,
parents, and students (high schools only). SIP is one of the few
categorical programs that provide discretionary money directly to
schools. Typical uses are for instructional aides, classroom materi-

als, technology, and staff development.

School Site Council Parents, students (high schools only), teachers,
and other staff selected by their peers to prepare a school
tmprovement plan and to assist in seeing that the planned activi-
ties are carried out and evaluated. Such a council is required when
a school receives funding for a School Improvement Program

(SIP) or through Title L.

Scope of Bargaining The range of subjects negotiated between
school districts and employee organizations during collective
bargaining. In California, scope includes matters relating to wages,
hours, and working conditions. The Public Employment Relations
Board (PERB) is responsible for interpreting disputes about scope.

Section 504 A section of the federal Rehabilitation Act of 1973
that protects “handicapped" individuals from discrimination
based on their handicap by ernployers, educational institutions, or
programs that receive federal funds. Section 504 defines an “indi-
vidual with a handicap” more broadly than the Individuals with
Disabilities Act (IDEA) and in some circumstances provides addi-
tional rights not available under IDEA.

Seniority A statutory system for protecting the job security of
employees with the longest periods of service in a district. With
few exceptions, the seniority list is used to determine which

employees will be the first to be laid off or rehired.

Serrano Bands A specific range of per-pupil funding. Under the
Serrano v. Priest case (see below), the courts required the California
Legislature to reduce differences in general-purpose funding to

$100 per student adjusted annually for inflation, called the Serrano
band. The Serrano band was about $350 per student in 2004.

Serrano v. Priest A California court case—begun in 1968 and
settled in the mid-1970s—that challenged the nequities
created by the U.S. tradition of using property taxes as the prin-
cipal source of revenue for public schools, saying the wide
discrepancies in school funding because of differences in
district wealth represented a denial of equal opportunity. In
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SHORTFALL

response, legislators passed Senate Bill 90 in 1972, creat-
ing the revenue limit system that put a ceiling on the
amount of general-purpose money each district could
receive. (See Serrano Bands.)

Shortfall An insufficient allocation of money, requiring an
additional appropriation or resulting in a deficit.

Single Plan for Student Achievement A required plan for
schools that participate in any state or federal program
included in the state’s consolidated application. (See
Consolidated Application.) The plan, which is developed
by the school site council, must describe how the school will
spend the funds received through the consolidated applica—
tion to improve student achievement. The school district
governing board must review and approve the plan. This
replaced the disparate plans required for some state and
federal programs.

Small Districts For revenue limits: an elementary district
with fewer than 101 students (based on average daiiy atten-
dance or ADA); a high school district with fewer than 301
students (ADA); and a unified (K—12) district with fewer
than 1,501 students (ADA). For some other purposes, a
small elementary district is defined as fewer than 901
(ADA). In California, more than 40% of districts have
fewer than 1,000 students.

Special Education Programs to identify and meet the educa-
tional needs of children with emotional, learning, or
physical disabilities. Federal law requires that all children
with disabilities be provided a free and appropriate educa-
tion according to an Individualized Education Program
(IEP) from infancy through 21 years of age. (See Individu-
als with Disabilities Education Act and Individualized
Education Program.)

Special Education Local Plan Area (SELPA) Regional group
for purposes of administering Special Education services
effectively and efficiently. Districts are organized into
SELPAs. Some are countywide, a single large district, or part

of a district; and some combine several smaller districts.

Split Roll A system of taxing business and industrial prop-
erty at a different rate from residential property.

Standardized Account Code Structure (SACS) A comprehen-
sive system of accounting for and reporting school district

revenues and expenditures. As of 2003—04, all school
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districts use SACS, which gives them a variety of ways to
track and report financial information, including by specific
programs and functions.

Standardized Testing and Reporting Program (STAR) Statewide
testing system that contains three elements: 1) California
Standards Tests (CSTs), which are based on the state’s
academic content standards; 2) California Achievement
Tests, Sixth Edition Survey (CAT/6), a nationally
normed, standardized, multiple-choice, basic-skills test;
and 3) Spanish Assessment of Basic Education, Second
Edition (SABE/Z), an additional norm-referenced test
that native Spanish-speaking students take during
their first year in California public schools. Student
achievement on certain STAR tests largely determines
a school’s statewide ranking. (See Academic Perform-
ance Index.)

State Allocation Board (SAB) A regulatory agency that
controls most state-aided capital ouday and deferred main-

tenance projects, and that distributes funds for them.

State Education Agency (SEA) The agency primarily respon-
sible for the supervision of a state’s public elementary and
secondary schools, such as the California Department of
Education.

State Teachers’ Retirement System (STRS) A retirement fund
required by state law. Certificated employees and education
agencies (such as school districts and county offices of
education) contribute to STRS.

Sunsetting The termination of statutes and regulations (but
not necessarily the funding) for a categorical program. A
schedule for the Legislature to consider the sunset of most
state programs is part of the laws that created the programs.

Supplemental Grants Money given to some school districts
by the state, typically to districts that are less challenged
than those receiving Economic Impact Aid (EIA). In some
districts these grants supplement revenue limits, while in
others they go to specific programs.

Supplemental Services (under NCLB) Additional learning
opportunities, such as tutoring services, that must be
provided to students from low-income families who are
attending schools that have not met annual performance
goals for two years in a row under the No Child Left Behind
Act (NCLB). Parents can choose the appropriate services



for their child from a list of approved providers. The school district
pays for the services. (See Adequate Yearly Progress.)

Tenure A system of due process and employment guarantee for
teachers. After serving a two-year probationary period, teachers are
assured continued employment in the school district unless care-
tully defined procedures for dismissal or layoff are successtully
followed.

Titles I-X Ten sections in the federal No Child Left Behind
Act (NCLB).

Title I provides funds for educationally disadvantaged students,
including the children of migrant workers. Funding is based on
the number of low-income children in a school and is intended
to supplement, not replace, state and district funds. The funds
are distributed to school districts, which make allocations to
eligible schools according to criteria in the federal law. Schools
receiving Title I monies are supposed to involve parents in
deciding how those funds are spent and in reviewing progress.
Title I used to be called Chapter One. Part A provides basic
grants for school improvement, while Part B focuses on helping
schools improve their reading programs. Parts C through I
provide funding for a variety of purposes, including advanced

placement programs and dropout prevention.

Title II provides funding to prepare, train, and recruit high—
quality teachers and principals. It also includes grants to
integrate technology into the classroom.

Title IIT provides funding for language instruction for English
learner (EL) and immigrant students. This funding is on top of
any Title T funding a school might receive. It includes speciﬁc
assessment and parent notification requirements.

Title IV provides grants for out-of-school programs aimed at
keeping students safe and supporting academic achievement.
Title IV includes funding for the 21st Century Community
Learning Centers and the Safe and Drug Free Schools and

Communities programs.

Title V promotes informed parental choice and innovative
programs by providing grants to support Innovative Pro-
grams (Part A) and Public Charter Schools (Part B). It also
includes an incentive program to help charter schools meet

their facility needs.

Title VI provides funding to promote flexibility and accounta-
bility. Part A provides funds for states to improve the quality,

WILLIAMS V. CALIFORNIA

Validity, and reliability of their testing systems. It also allows
districts to transfer funds among certain titles to most effectively
meet student needs. Part B provides extra grant funds and flexi-
bility to school districts that are located in rural areas and serve
fewer than 600 students.

Title VII covers Indian, Native Hawaiian, and Alaska Native

Education.

Title VIII provides Impact Aid to school districts with children
whose families live or work on federal property, such as military

bases or Native American reservations.
Titles IX and X cover administrative issues.

Tuition Tax Credit A reduction in state or federal income tax to
oftset a specified amount of money for private education tuition.

Unification Joining together of all or part of an elementary school
district (grades K—8) and high school district (grades 9—12) to
form a new unified school district (grades K—12) with a single
governing board.

Unionization Joining together of two or more elementary or high
school districts to form a single elementary (grades K—8) or high
school district (grades 9-12).

Voucher A promise of payment from the state for all or part of a
student’s education expenses at a school of the student’s choice.
This term is generally used for the certificates or promises that
governments provide public school students so they can attend

private schools of their choice.

Waiver Permission from the State Board of Education to set aside
the requirements of an Education Code provision or administra-
tive regulations upon the request of a school district. The code
specifies which laws can be waived.

Williams v. California A class action lawsuit, originaﬂy filed in
2000, in which plaintiffs contend that California has failed to
provide thousands of public school students—particularly low-
income students and students of color—with “bare minimum
necessities.” In August 2004 a tentative settlement was reached
that included: accountability measures, such as empowering
county superintendents to intervene in the lowest—performing
schools; a commitment to provide highly qualified teachers in
every core class by 2006; and about $1.2 billion to make facili-
ties repairs, buy textbooks, create a statewide facilities inventory,

and continue the High Priority Schools Grant Program. 1]
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CALIFORNIA DEPARTMENT OF EDUCATION

The California Department of Education (CDE) provides the public
with masses of data and other resources about the state’s schools
through its websites. The DataQuest website is the gateway to the
latest demographic, achievement, and staffing data for all levels of
education agencies across the state. The CDE website also provides
data on the state’s schools and districts—including research files—as
well as extensive information on the policies and operations of public
education in California.

DataQuest, http://datal.cde.ca.gov

The California Department of Education’s DataQuest website offers
a quick and simple way to access a wealth of data on California
schools. This website gives the public access to the most up-to-date
demographic and assessment data available, based on user-defined
criteria. It also has links at the top of the homepage to the sections
of the CDE website that contain research files, FAQs, and other
information about state education data.

To look up data on DataQuest:

e First, select the level of data: state, county, district, school, other
choices, or SELPA (Special Education Local Plan Area for Special
Education information only). Selecting “other choices” allows you
to build a larger report that shows multiple agencies; for example,
you could request data on all elementary schools in Riverside
County.

® Next, select the subject—anything from STAR test scores to
dropouts to school technology—and click “submit.”

® The following two screens ask for a bit more detail about the
year, agency, specific type of data, and other relevant features of
the request. Once that information is submitted, a table or chart
appears with the requested data.

For example, let’s say you want to know how many students
graduated from high school in Mendocino County in 2006-07. First,
youd select the level: county. Then, the subject: graduates. Click
“submit.” The next screen asks for the year (2006-07) and the county
(Mendocino). Click “submit.” The final screen displays the different
reports available on graduates:

® Graduation Rates Based on NCES Definition by County

® Graduation Rates Based on NCES Definition by County
(with district data)

Grade 12 Enrollment and Graduates

Grade 12 Enrollment and Graduates (with district data)

# of Grads and Grads with UC/CSU Required Courses

# of Grads and Grads with UC/CSU Regq. Courses

(with district data)

Each of these reports includes the number of graduates in the entire
county along with the different types of related data. Select the desired
report, click “submit,” and the data table appears.

DATA GUI

Db

Some types of data are also available in a downloadable format.
STAR reports on DataQuest, for example, offer a “Download Research
File” link that allows you to download large, detailed data files contain-
ing test results for individual grades and subgroups within schools.
More basic files can be found by selecting the “other choices” level of
data. From there, you can create and download (in Microsoft Excel)
more detailed reports on enrollment, expulsions, dropouts, staffing,
course enrollments, or English learners. For example, you could
generate a file showing the enrollment by grade in each district in
Fresno County.

California Department of Education Website, www.cde.ca.gov
The CDE also makes a
research files—available to the public on its website. Much of

wealth of information—including

the data that can be found on the CDE website is more quickly and
easily accessible through DataQuest. However, the CDE website is an
excellent resource for background information to put data into context.

The site is organized into sections, each of which is identified by a
two-letter abbreviation in its URL:

Curriculum & Instruction (www.cde.ca.gov/ci/)
Testing & Accountability (www.cde.ca.gov/ta/)
Professional Development (www.cde.ca.gov/pd/)
Finance & Grants (Www.cde.ca.gov/ tg/ )

Data & Statistics (www.cde.ca.gov/ds/)

Learning Support (www.cde.ca.gov/ls/)
Specialized Programs (www.cde.ca.gov/sp/)

The Curriculum & Instruction section has a great deal of
information concerning content standards, curriculum frameworks,
and instructional materials. It also provides educators with a wide
range of resources to support classroom instruction. The information
is organized by subject area and grade spans, where applicable.

The Testing & Accountability section contains information on
accountability measures, such as the Academic Performance Index
(API) and Adequate Yearly Progress (AYP), state testing programs,
and state intervention programs for schools and districts, including
those identified for Program Improvement under No Child Left
Behind (NCLB). It also describes state recognition programs. Some
data-rich subsections include:

e The Accountability Progress Reporting (APR) webpage
(www.cde.ca.gov/ta/ac/ar) contains general information, reports,
and data files on API and AYP for specific schools, districts, coun-
ties, and the state as a whole. This includes information on agen-
cies in Program Improvement.

® The Standardized Testing and Reporting (STAR) program webpage
(www.cde.ca.gov/ta/tg/sr) contains a variety of resources about
the California Standards Tests (CSTs), the California Alternate
Performance Assessment (CAPA), and the California Modified
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Assessment (CMA). Test results can be accessed from the STAR
reporting page (http://star.cde.ca.gov) as well as DataQuest.

® The California High School Exit Exam (CAHSEE ) webpage
(www.cde.ca.gov/ ta/tg/ hs) has numerous documents pertaining to
the exam, including the independent evaluations of the program.
Test results can also be found on the CAHSEE reporting site
(http: // cahsee.cde.ca.gov).

The Professional Development section contains information on
teacher and administrator training, including professional standards
and educational opportunities. It also includes information for people
interested in entering the teaching profession.

The Finance & Grants section contains a wealth of funding and
grants information, including webpages on different categorical
programs, financial reporting, and accounting guidelines. The
Allocations & Apportionments webpage (www.cde.ca.gov/fg/aa) has
links to funding profiles, results, and/or other resources on individual
categorical programs, lottery apportionments, Special Education, and
much more. The Search CDE Funding section (www.cde.ca gov/fg/fo/sf)
is a database for looking up specific programs. Various sections also
provide updates on the state budget, federal programs, and regulations
related to fiscal oversight and school district audits.

The Data & Statistics section provides data submission require-
ments, background information, and downloadable files covering
a wide variety of data types. Its sections (and examples of their
data) follow:

® The Financial webpage (Www.cde.ca.gov/ ds/fd) contains full data
files providing past years’ annual financial data, such as annual
Standardized Account Code Structure (SACS) unaudited actuals.

® The School Identification webpage (www.cde.ca.gov/ds/si) pro-
vides a way to look up all schools and local education agencies in
California as well as charter schools, private schools, and Regional
Occupational Centers and Programs (ROCPs). It also links to the
Public Schools Database, a data file listing all schools and local
education agencies (LEAs) in the state.

® The School Performance webpage (www.cde.ca.gov/ds/sp) in-
cludes links to information on API and AYP, the California
Longitudinal Pupil Achievement Data System (CALPADS), and
results for indicators of postsecondary preparation like the SAT and
the ACT college admissions tests.

® The School Staffing webpage (www.cde.ca.gov/ds/ss) includes
demographic and staffing data on administrators and teachers as
well as data on English learners and the staff who serve them from
the Language Census.

e The Student Demographics webpage (www.cde.ca.gov/ds/sd)
contains many reports on student characteristics as well as
information on English learners from the Language Census and
California School Information Services (CSIS).

o The Student Health & Support webpage (www.cde.ca.gov/ds/sh)
includes information on student participation in nutrition pro-
grams, including free and reduced-price meals.

® The Subject Area/Courses webpage (www.cde.ca.gov/ds/sa) links
to reports that include select data on courses taught, class-size
averages, and related information.

e The (www.cde.ca.gov/ds/td)
descriptions of California’s longitudinal education data systems as

Technology webpage includes
well as reports that include data on computer and Internet access
in schools.

The Learning Support section has a wide variety of information
regarding specific K-12 programs and services, such as before- and
after-school programs, nutrition, transportation, and facilities. It also has
a Parents/Family & Community section (www.cde.ca.gov/ls/pf) with
a wealth of resources. The Clearinghouse for Multilingual Documents
(www.cde.ca.gov/ls/pf/cm) is a secure database for educators to use to
get translations of parental notification documents.

The Specialized Programs section contains descriptions of and
background information on a wide array of programs designed to serve
the needs of specific groups of students in California, such as special-
needs students and English learners. It also provides information re-
lated to specific kinds of schools, such as charters and private schools. Il
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The Ed-Data Partnership website, www.ed-data.org, provides
Californians with comprehensive, accessible education data for
schools, districts, counties, and the state as a whole. You will find
performance, staffing, and demographic data, as well as financial
reports. Clear data explanations accompany each report, and powerful
comparison and filtering tools make examining data easy. In addition,
you will find extensive documentation, charts and graphs, and articles
about education in California.

How to find data
The Ed-Data website is organized

by level (state, county, district, or Profile

school), fiscal year, and type of data. ge’(‘je”ﬂ Information
uaents

Information is displayed in reports. Staffing

The site provides multiple ways to
Accountability

approach and view information. API Growth
Although some information, such API Base

. Adequate Yearly Progress
as student demographics, can be Performance

compared across all four levels, other
Financial Reports

information is specific only to certain Intro

levels. For example, teacher salaries All Funds
. C . General Fund
are available only at the district level. Activity

(See the center chart.)

Instructional Programs
Revenue Sources

Teacher Salaries

To get the data you want, select
state, county, district, or school from Bond and Parcel Tax Elections
the main page. You can also use the
“Find” function to look up a specific List of Agencies/Schools

school or district. Use the pull-

Demographic and

down menus to find information of Performance Comparisons

interest to you. Many of the tables in

Financial Comparisons

School
State

Performance
° ®o | °

the reports include a “Pop Trends”

Some sample questions
Some examples of the type of questions Ed-Data can answer follow:

Does my school get a “green light” on Adequate Yearly

Progress?
Ed-Data will produce a report showing whether the school gets ared or
green light on Adequate Yearly Progress and explain why:

1. From the main page, find the
Reports section and click School.

2. Use the County, District, and School
drop-down menus to find the school
you're interested in.

3. Select Accountability in the Select
Report drop-down menu.

4. Click the AYP tab.

vailability
District| Count)1

b o) How  does my  school

district’s funding per student
compare with other districts

in the state?
There are two ways to get at the

(School
district and

[ ) county office
totals and
averages only)

answer to this question. You can
use Ed-Data’s revenues and expen-
ditures report to compare your
district with statewide averages. You
can also create a comparison group
of districts on variables or metrics
that you choose.

Through “Financial Reports:”

1. From the main page, find the

teature, which lets you look at data
over time in graph form.

Ed-Data provides

e School, district, county, and state profiles, including the Academic
Performance Index and Adequate Yearly Progress results,
graduate/dropout rates, SAT results, enrollment, student char-
acteristics, and staffing information that provide a comprehensive
portrait of schools.

® Teacher salary and benefits data, including district and state
averages that outline some of the most important expenditures of
school districts.

* Bond and parcel tax election data for districts.

¢ Easy-to-use comparisons of schools and school districts based on
the criteria you choose.

¢ Clear and comprehensive district and county office of education
financial reports, with charts and comparisons.

Reports section and click District.

2. Use the County and District drop-
down menus to find the district you're interested in.
3. Select Financial Reports for District in the Select Report drop-
down menu.
4. Click the General Fund tab.
S. Compare the district with the statewide average using the Revenues
and Expenditures tables.

Through the “Compare District Finances” tool:

1. From the main page, find the Reports section and click District.

2. Use the County and District drop-down menus to find the district
you're interested in.

3. Select Compare District Finances in the Select Report drop-
down menu.

4. On the Districts like this tab, determine what characteristics you
would like to select to create a comparison group.
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S. Through the Compare drop-down menu, you can choose to focus on
only districts in the selected county or throughout the state.

6. Through the Focus on Districts drop-down menu, you can choose to
examine districts with similar characteristics in specific spending areas,
or those with similar enrollment or average daily attendance (ADA).
7. Click the Click to Compare button. This will generate a table that is
also available as a spreadsheet.

Which California high school had the highest score on the

Academic Performance Index?

Ed-Data will produce a report comparing the school with the highest
score with any other school in the state. There are two ways to get this
information.

Through the “Highest/Lowest” tab of Compare Schools:

1. From the main page, find the Reports section and click School.

2. Use the County, District, and School drop-down menus to find the
school you're interested in.

3. Select Compare Schools in the Select Report drop-down menu.

4. Select the Highest/Lowest tab.

5. Under the Compare section, select parameters for the comparison group.
6. In the Find schools section, select highest and select the number of
top values you would like to return.

7. In the Show up to section, select how many results you would like.

8. Click the Click to Compare button. This will generate a table that is
also available as a spreadsheet.

Through the “Schools like this” tab of Compare Schools:

1. From the main page, find the Reports section and click School.

2. Use the County, District, and School drop-down menus to find the
school you're interested in.

3. Select Compare Schools in the Select Report drop-down menu.

4. Under Focus on schools, select API Base Scores.

5. To the right, select Close to. Enter 1000.

6. Make sure the Include [Comparison School] in results box is checked.
7. Select any other items you would like in the comparison report.

8. Click the Click to Compare button. This will generate a table that is

also available as a spreadsheet.

How much has my county’s K-12 enrollment grown over

the last several years?
Ed-Data will produce enrollment tables, charts, and a “Pop Trend” link
comparing enrollment over a 10-year period.

1. From the main page, find the Reports section and click County.

2. Use the County drop-down menu to find the county youre inter-
ested in.

3. Select Profile of County in the Select Report drop-down menu.

4. Click the General Information tab.

S. Click Enrollment by Grade.

6. Click Pop-trends at the bottom of the table. A chart will appear, and
you can view enrollment by grade or total enrollment. [I{]
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