The figures suggest that educational expendi-
tures in New York State are not equalized on a
per pupil basis and that the goal of providing
equal opportunities for education, in terms of
equal expenditures on education, is not even
close to being achieved.
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Our purpose in this report is to provide a state-of-the-state
snapshot of public school finance in New York. We discuss, in
turn, major aspects of the state aid funding program, revenues
that are used to support elementary and secondary education,
and selected policy considerations which affect or are affected
by the current funding structure.

The New York State Education Department reported that
for the 199495 school year, the public school system included
“38 Boards of Cooperative Educational Services (BOCES),
711 districts, 4,068 schools, and 2,733,913 students” (The
University of the State of New York, 1996a, p. xiv). Reported
district revenues for the prior school year (1293-94) were
$23.41 billion, of which the state provided 38.7 percentin aid to
local districts {The University of the State of New York, 1996a).
The average expenditure per pupil in 1994-95 was $8,421,
which places New York as the third-highest expenditure per
pupil state, behind New Jersey and Alaska (U.S. Department
of Education, 1996).

Although New York State has one of the largest public
education systems in the United States, and an elaborate com-
plex of representative governance and regulatory administra-
tion, the perennial problems associated with public school
finance persist. For example, despite a modified percentage
equalizing state aid formula that provided an average $1,313
per pupil to the highest wealth decile districts and an average
$5,400 per pupil to the lowest wealth decile districts in
1993-94, the average per pupil expenditure in those poorer
districts ($6,338) was less than half of the average per pupil
expenditure in wealthier districts ($12,996). [The University of
the State of New York, 1996a.] Clearly, these figures suggest
that educational expenditures in New York State are not equal-
ized on a per pupil basis and that the goal of providing equal
opportunities for education, in terms of equal expenditures on
education, is not even close to being achieved.
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State Aid Program

The hallmark of state aid to schools in New York is that it
is based on a combined property and income wealth ratio that
drives a percentage equalizing mechanism of distribution.
Straightforward as this may seem, the percentage equalizing
mechanism includes a foundation target, various caps, and
appended formulae that are used to determine total state aid to
schools. The complexity of this scheol aid arrangement was
criticized by Crampton (1993, 1994) and further examined by
Brent and Monk {1995) who reported that the scheool aid pack-
age included more than 40 different formulae. Next, we outline
the major components of the school aid package, provide addi-
tional sources of technical information in the References sec-
tion, and consider fundamental components of New York State
aid to public elementary and secondary schools.

Pupil Units and Attendance

While we use descriptors such as per pupil and pupil unils
in the generic sense. it is important to recognize that New York
State makes use of pupil unit measures that are weighted 10
reflect costs of education at different levels and across different
types of programs. Part of the complexity of the New York
funding system is due to the fact that pupil weightings and
counts are arrived at differently for certain formula calculations
and that these calculations are based on different years of
operation. For example, district wealth measurements rely on
Total Wealth Pupil Units {TWPU) based on the district’s resi-
dent pupils’ average daily attendance two years prior while
Operating Aid calculations rely on Total Aidable Pupil Units
(TAPU) based on the adjusted average daily attendance of all
pupils attending a district one year prior (Diefenbach et al.
1995). Furthermore, while the basic funding structure primarily
uses Average Daily Attendance [ADA), certain aid formulas,
such as the Extracrdinary Needs Aid (ENA) formula, rely on
both ADA and Average Daily Membership (ADM) measures.

Combined Wealth Ratio
Rather than basing school aid singularly on the value of

property owned or the income earned by residents within dis-
trict boundaries, the New York program considers both prop-
erty and income wealth within the district. The Combined
Wealth Ratio (CWR) represents an equal weighting of property
value and earned income at which 1.000 is the estimated aver-
age wealth measure for the state. The CWR can be illustrated
as such:
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5 x _ht e BN, CMEPNGIRIEG e it e 4
State Average Property State Average Income
Wealth Per Pupil Weazlth Per Pupil
Because of this equal weighting formulation, districts that
have property wealth above the state average can still partici-
pate fully in the state aid program if their income wealth is cor-
respondingly below the state average. This occurs, for
example, in relatively poor income wealth districts that have
large utilities or commercial enterprises as property owners.
Less likely, but still possible theoretically, is the situation of an
income wealthy district that is correspondingly property poor.

Operating Aid Ratio

The Combined Wealth Ratic (CWR) is used to determine
each district's Operating Aid Ratio (OAR). The OAR is
“selected” because it is the optimal result from one of four
alternative OAR formulas established by the stale. The
1996-87 OAR formulas are:

1. 1.35 - [1.50 x CWR]
2.1.00 - [0.64 x CWR]
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3.0.80 - [0.39 x CWR]

4.0.51 - [0.22 x CWR]

Which of the formulae is optimal depends upon the
district's CWR measure of wealth, For example, a district that
has a low CWR will benefit most from the first formula whereas
the fourth formula will be most beneficial to wealthy districts.
A district that has the state average CWR, 1.000, will calculate
a .41 OAR by selecting the third formula (Diefenbach et al.
1998).

Operating Aid

The Operating Aid Ratio (CAR) is used to determine each
district’s amount of Operating Aid through a basic formula that
supports a foundational target of $3,900 in Approved Operating
Expense (AOE) per pupil. Districts are, however, provided
some incentive to spend more than $3,900 through use of an
adjustment that recognizes approved operating expenditures
up to $8,000 per pupil. The adjustment, which is based on a
district's Combined Wealth Ratio (CWR) and its per pupil ACE
between $3,900 and $8,000 establishes, in effect, a ceiling on
state operating aid per pupil. The operating aid formula can be
expressed as:

Qperating Aid Ratio x [$3,900 + Adjustment] = Aid

Adjustment = [AOE - $3,900] x [.075/CWR]

Sample calculations for the state average wealth district
[CWR=1.000; OAR=.41), with expenditure levels below and
above the state average (58,421), are provided to illustrate the
effect of the Operating Aid formula adjustment:

AOE = $7,000 41 x [$3,900 + $233] = $1.695
AOE = $8,421 41 x [$3.900 + $308] = $1,725
AQE = $10,000 .41 x [$3,900 + $308] = $1,725

With Approved Operating Expense of $10,000 per pupil,
this district would receive $1,725 in Operating Aid. If the district
spent substantially less, $8,421 per pupil, it would likewise
receive $1,725, because both levels of expenditure are above
the $8,000 cap on the formula adjustment. Notice that with an
Approved Operating Expense of $7,000 per pupil, $1,421 less
than the state average, the district would receive $1,695, which
is only $30 less than the operating aid maximum for this dis-
trict. A final note, all districts in New York State receive operat-
ing aid. For those districts that have extremely high CWRs and
hence OARs that equal zero, the State provides flat grant
Operating Aid in the amount of $400 per pupil.

Other Aids

Operating Aid is the general or basic aid provided to New
York’s public schools. For the 1996-97 school year, Operating
Aid was expectled to be 56.6% of the total school aid package.
The other 43.4% of the package was distributed among the fol-
lowing types of aids with expected percentages given (New
York State Education Department, 1996):

Operating 56.60%
Excess Cost 14.92%
Transporiation 7.32%
Building 6.07%
Tax Effort and Equalization 5.08%
Extraordinary Needs 4.84%
BOCES 3.50%
Software, Library, Textbook 1.43%
Special Services for Big Cities 1.25%
Growth Aid 0.71%
Limited English Proficiency 0.64%
Educationally Related

Support Services 0.42%
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Rearganization Incentive 0.37%
Gifted and Talented 0.15%
Hardware and Technology 0.11%
Transition Adjustment -3.40%
Total 100.00%

BOCES aid is unique to New York State. The acronym
represents Boards of Cooperative Educational Services which
provide services and programs such as vocational and special
education for districts that could not otherwise offer such pro-
grams and services efficiently. This aid helps to support district
participation in the BOCES system. Special Services for Big
Cities aid helps to support programs and services similar to
those provided by BOCES in the five cities—Buffalo, New York
City, Rochester, Syracuse, Yonkers—that are not allowed to
participate in the BOCES system. Excess Cost and
Extraordinary Needs aids help to support the educational
programs and services provided to handicapped and at-risk
students {The University of the State of New York, 1996b).

Revenue Sources

The revenues received by public school districts in New
York State are derived primarily from the property tax and the
state aid program. In the 1993-24 school year, districts
received 56.8 percent of their revenues from local sources and
38.6 percent from state sources, the 4.6 percent remainder
was derived from federal sources (The University of the State
of New York, 1995). The local revenue sources consisted of
property taxes and, for some districts, modest amounts from
sales and or utility taxes, New York State schools also receive
lottery aid, but proceeds from lottery operations flow to the
state rather than directly to local school districts.

During the past six years (1988-89 through 1993-94),
total revenues for New York’s schools increased, but the
state's proportional share decreased over 5 percent. For the
most part, local revenue sources were used to make up this
difference along with medest increases in the proportion of fed-
eral revenues. Table 1 presents the local, state, and federal
shares of revenue for years 1988-89 through 1993-94:

Table 1
Proportion of Total Public School Revenues.
School Lacal State Federal
Year Sources Sources Sources
1988-89 53.16 43.8% 3.1%
1989-90 35.0% 41 4% 3.6%
1990-91 53.8% 42.8% 3.4%
1991-92 35.1% 40). 8% 4, 1%
1992-93 35.9% 39.6% 4.5%
1993-94 50.8% 38.6% 4.6%

(The University of the State of New Yark, 1995, p. 7.)

Given that the state proportion of district revenues peaked
in 1988-89, and that federal relief has remained modest, it
seems likely that the trend of increased local burden for the
operation of public schoaols will continue.

Policy Considerations

As demonstrated earlier, educational expenditures in New
York State are not effectively equalized. While perfect equalily
in expenditure is not possible or even desirable if it imposes
limits on educational investment, the disparities produced by
New York's current system of finance could be reduced. In the-
ory, the percentage equalizing approach to distributing state
aid to schools in New York could be implemented to equalize
educational expenditures across the state. However, the cur-
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rent practice prevents such equalization from occurring,
because (1) the state guarantees a flat grant amount of operat-
ing aid to even the wealthiest of districts, and (2) the state’s
equalization scheme ignores expenditures beyond $8,000 per
pupil.

In order to equalize educational expenditures across the
state, the guaranteed flat grant would need to be repealed and
the operating aid formula would need to support per pupil
expenditures beyond $8,000. Whereas the repeal of the flat
grant would free some funding for the equalization of higher
levels of expenditure, obtaining the required amount of funding
and achieving an envirenment of strict egualization would not
likely occur until some form of recapture were imposed on
high-wealth districts.

Support for expenditure egualization funding beyond
$8,000 per pupil, at least to the $8,421 average expenditure
per pupil mark, could possibly survive the political process.
However, repeal of the guaranteed flat grant in operating aid
and the imposition of recapture provisions would likely fail polit-
ically. Short of a court order, considerable disparities in expen-
diture among New York’s public school districts, due to the
modified implementation of the percentage equalizing
approach, are likely to continue.

The proportion of public school revenues provided by the
state has been declining. Although Governor Pataki has
acknowledged the problem and attempted to relieve local bur-
den by proposing a $302 million increase in state aid to
schools (Sorensen, 1997), his proposed budget may be
defeated by the stale legislature and, if passed, would only
increase the state's share to roughly 39.8 percent of total pub-
lic school revenues. Therefore, it seems likely that the trend
revealed in Table 1 will continue, and that New York's public
schools will be forced 1o rely more heavily on the local property
tax as a means to financing educational programs. Considering
an inherent relationship between localized wealth measures
and educational spending levels, the impact of this trend would
unequally affect properly poor and property wealthy districts,
causing the poorer districls to put forth greater effort in terms of
taxation or to suffer decreases in educational services. While
the New York State school aid formulae recognize local fiscal
capacity and local tax effort based on full property valuation.
imperfections in the operation of these scheol aid formulae and
weaknesses in the overall equalization appreach, due largely
to the lack of recapture provisions, would likely be magnified
during an era of increased reliance on the local property tax.
During such an era of increased reliance on the property tax,
perhaps it would be prudent o consider other sources of rev-
enue to schoeol districts or to censider changing the current
system of property taxation.

Traditional sources of revenue for public schools include
the income tax, sales lax, and the property tax, New York Stale
assesses the income lax and uses a portion of it to support the
education program, including state aid to schools. Sales tax
receipts are shared by the state and New York counties, some
of which pass a portion of the revenues on to schools. For
example, in Erie County in Western New York, the sales tax
rate is 8 percent, of which 4 percent goes to the state and the
county distributes .87 percent to local school districts {(New
York State Office of the State Comptroller, 1996). Overall, the
state's operation depends heavily on income and sales tax
receipts. Swanson and King (1297) make this point clear by
reporting that individual income and sales tax receipts account
for 49.5 and 19.9 percent of New York’s tax collections,
respectively. Furthermare, they illustrate that relative to fiscal
capacily, New Yorkers put forth the greatest tax effort in the
nation. Because the property tax is the only substantial source
of revenue not caplured by higher levels of government and
the only revenue source that local school districts have primary
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control over, it is likely that any future reductions in state
and federal aid to schools will be offset by increased property
taxation.

Once again, we are challenged by an equalization prob-
lem which, in this case, is rooted in the valuation of property
within each district and the relative ability and effort of districts
to tax that property value, The current system of property taxa-
tion is inefficient in the sense that there is considerable dispar-
ity among the property tax bases available to school district
taxing authorities. Were the equalization measures imple-
mented by the state through state aid to schools effective, dis-
parilies in property tax bases would less likely be reflected in
educational spending patterns. However, given fundamental
inconsistencies in the state's implementation of equalization
measures, inefficiencies in the distribution of property tax
bases among school districts will become mare apparent with
greater reliance on the property tax.

A reasonable approach to reducing the disparities among
local tax bases would be to consider all properties in the state
as ane tax base. This would enable a system of property taxa-
tion that could levy one effective tax rate for all districts without
the need for equalization formulas based on praperty tax ability
or effort. The major problem with censolidating the state tax
base as such would be the removal of localized control over
revenue generation, This would diminish local district and com-
munity autonomy, and directly conflict with liberty interests and
the current trend of placing greater authority and responsibility
at local levels of school administration. This effect could be
reduced if tax bases were consolidated at regional or county
levels rather than at the state level.

Effecting fundamental changes 1o the state aid distribution
program or the collective property lax base available to support
educational program expenditures would pose overwhelming
political challenges. This does not mean, however, that these
potentially positive changes should be ignored. If we choose to
adopt an educational expenditure egualization mechanism,
why should it be ineffective? Furthermore, if failed equalization
attempts are tied to the current system of property taxation,
why should it remain unchanged? Answering these fundamen-
tal gquestions and arriving at plausible solutions will require con-
siderable research, reflection, and input from various political
proponents. In the meantime, cne direction of research that
could begin to address both questions would involve the study
of canselidating non-residential lax bases for generating edu-
cation revenues,

The operations of large utilities and commercial enter-
prises effect the employment, income, and general economic
well-being of citizens outside local school district geographic
confines. For example, the Kinligh Station in Barker, New York
provides electrical power for much of the Western New York
region, but the property tax revenue that it generates primarily
benefits the Barker Central School district. 1t would make
sense to distribute tax revenues frem these entities among a
number of school districts that comprise the broader economic
locale. If, under such a plan, residential properties were still
taxed by local authorities, local autonomy would be reflected
throughout the revenue generation process. Local district rep-
resentatives could lobby with representatives of neighboring
districts, belonging to the broader economic locale, to formu-
late policies of taxation on non-residential properties. And,
local district residents, who have the greatest interest in local
school affairs and tax levies on residential properties, would
continue to have local school district and community control
over their own taxation in support of educational programs.
Praperly implemented, this type of system could better repre-
sent the educational priorilies of the residential community and
simplify the process of equalization. which would then be pri-
marily concerned with local income wealth.
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Conclusion

Especially through initiatives to study and improve efficien-
cies within school districts and schools (e.g., Berne, 1994;
Hanushek, 1986, 1994; King & MacPhail-Wilcox, 1994; Moenk,
1989, 1992, 1994), much attention has been focused on histor-
ical and improved function and object expenditure patierns.
While we believe that these pursuits are paramount to financ-
ing excellent educational pregrams in an environment of fiscal
uncertainty, we have attempted to draw attention toward
another piece of the puzzle. Our emphasis has been on some
of the fundamental flaws in the generation of revenues for ele-
mentary and secondary education in New York as well as
operational inconsistencies in the state's implementation of
equalization measures, We hope that our articulation of these
inconsistencies and some of the potential alternatives will
enceurage other researchers to pursue these aspects of edu-
cation financing more comprehensively than can be accom-
plished in this brief state-of-the-state report.
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