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ABSTRACT

“Efforts to improve our school system must staithvequity” (Department of
Education’s Equity and Excellence Commission, 20TB)s study is a statistical analysis
of the 2003-2012 Minnesota K-12 pubic school gdrestacation (foundation) formula
in regard to fiscal equality and wealth neutralite analysis utilizes a longitudinal
approach to compare the findings of previous eggtitgies to current relatable data as it
pertains to the State of Minnesota. A number of ifications have been imposed on the
original Minnesota funding formula over the pastatte. This study tests the equity level
of a selected number of revenue sources and reyievious studies to determine how
equity has or has not been improved as a restheaiodifications.

Fiscal neutrality is described as the wealth efgbhool district and should be a

function of the wealth of the state as a whole,aidhe wealth of the local school
district. This study analyzed the fiscal neutratify333 public school districts in
Minnesota in terms of variance, permissible vamamoefficient of variation, and Gini
Coefficient. The analysis was based upon threeareksejuestions:

1. Based on an analysis of the 2003 to 2012 geneualdion formula, what
were the fiscal equality and wealth neutrality euderistics of Minnesota’s
school districts?

2. Based on an examination of like data elements figerfour major Minnesota

fiscal equality and wealth neutrality studies, wiiahds can be observed?
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3. Based on the recommendations of previous studiest legislative impact
did they have?
The findings of the research show that overalldisbursements of revenue
through the Minnesota funding formula do meet th@dards of wealth neutrality.
However, there are categories of the formula thiatain inequitable and the reliance of

local taxpayers on the referendum revenue sours@beeased over the years studied.

Key terms: fiscal equity, wealth neutrality, hanal equity, vertical equity, public

school funding
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CHAPTER |
THE ISSUE OF EDUCATION FUNDING EQUITY

In 1938, North Dakota Governor William Lange added the perceived
inequalities in public education funding by askifMyhy should the school children in
the one-room school houses on the prairie not eh@game privilege of education as
those that are more fortunate by living in the éargties in the state?” (Robinson, 1996
p.64). Lange’s question highlighted the fundingguaities that often result when
property taxes are used as the main source of uevéithough the statement was made
over eighty years ago, the issue of funding equaistill prevalent across the United
States.

Bob Wise, President of The Alliance for ExcelleuEation, believes equality to
be a moral imperative. In 2012, Wise said, “It imaral imperative to equitably provide
all students with a quality education” (Alliance texcellent Education, 2012, p.1). Wise
further addressed the issue in a Huffington Pdstwirew in 2013. He stated:

Historically, inequality in education has been arahtssue, but the nation’s moral

failure to provide all children with an adequate &gual education did not incur

a noticeable cost. That is no longer the case. f,qataviding a quality, equitable

education to all students is no longer solely aahionperative; it’'s also an

economic imperative (para.10).



As society continues to progress and change, obtpanquality education will be
a vital factor of a successful future, both asvidlials and as a society. A recent report
by McKinsey & Company estimated that bringing tbeér performing states economy
up to the national average between the years 18338 would have added $425 billion
to possibly $710 billion to the 2008 Gross DomeBtioduct (GDP) (Epstein, 2011).
Litigations regarding the adequacy and equitydefoational funding have used
the findings in Brown v. Board of Education (1954hief Justice Warren expressed in
his dissent:
Today, education is perhaps the most importanttiomof state and local
governments...lt is the very foundation of good eitighip...It is doubtful that
any child may reasonably be expected to succekie iif he is denied the
opportunity of an education. Such an opportunityere the state has undertaken
to provide it, is a right, which must be made aaali to all on equal term (p. 7).
Since 1954, 45 of the 50 states in the United Swaté\merica have been faced
with lawsuits challenging their funding formulaselBware, Hawaii, Mississippi,
Nevada, and Utah are the only states that havbe®st confronted with a challenge
(National Access Network, 2012). However, Nevadauisently facing growing
opposition in regard to funding equality basedant jpn the state’s consistently low level
of funding for English-language learners. Severaugs have appealed to the state’s
judicial branch to declare the educational fundgticies inadequate and
unconstitutional; thereby mandating the state tpaédquitable funding throughout

Nevada (Doughman, 2013).



One could argue that inequitable funding was aiptteting factor in the
September 2012 teachers’ strike in Chicago. Inrcetgathe conflict between the
Chicago Teacher’s Union and the Chicago Public 8kcBgstem, Miller (2012) wrote an
article forBloomberg News Pressghlighting the inequalities in Illinois’ funding
formula. Miller pointed out that two-thirds of safidinance came from local taxes and
also noted the disparity between the community@ivNrier and the city of Chicago. He
found that New Trier had 7.5 times the property ling@er pupil than the city of
Chicago. New Trier was also taxing its resideptsperty at roughly half of Chicago’s
rate vastly generated more money per pupil. Patis¢ricts that rely on state aid more
than property taxes face greater budgetary im@actsresult of state cuts. Those
inequities are not exclusive to lllinois.

Rebell, Odden, Rolle, and Guthrie (2012) examthedmpact of school level
funding cuts on school funding formulas for therjmal Educational Leadershipsing the
state of New York as an example. They found ifdtate cuts aid by 10% overall, a poor
district that receives 75% of its money from statéloses 7.5 percent of its total budget.
Conversely, a wealthy district that gets 10% ofa@genue from the state and 90% from
local property taxes only lost 1% of its total batidue to a 10% state cut. Rebell et al.’s
analysis is one of many examples of the inequitiasoccur when property valuations
are used in funding public schools.

The Center on Budget Policy Priorities examined liwe economic climate has
affected k-12 public school funding across the ¢tguiased upon inflation-adjusted
revenue levels, the Center’s analysis found thatt8tes provided less funding per
student in fiscal year 2012 than 2011. State fumnehrMinnesota decreased 7.7%, equal
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to $727 less per student (Oliff & Leachman, 20Qerall, 49 states reduced state
appropriations for public elementary and seconédrycation for at least one fiscal year
from 2009-2012 (Driscoll & Salmon, 2013).

The State of Minnesota has not been immune gatibn challenging the equality
of its funding. Two major court casesgan Dusartz v. Hatfield1971) andSkeen v. State
of Minnesota1993) sought to prove the state’s funding formwiées unconstitutional and
inequitable. The 1971 case resulted in the “Mintestiracle,” which was designed to
bring the state closer to full state funding of E{ublic education. In thBkeercase, the
Minnesota Supreme Court found that although thee’stéunding formula was not
necessarily equitable, it was nevertheless cotistital. Both cases and their effects on
the state’s funding formula are examined in Chalpter

The disparities and inequalities within Minnessthool systems still exist today.
For example, 65% of Minnesota districts in 19932dain favor of local referendums to
raise educational funds. By 2011, that number fsmhrito 89.6% (Hawkins, 2011).
Because a local referendum is based on properggtéixe wealth of a district can
dramatically affect the amount of money raised. iRstance, within the Minnetonka
Public School System, a tax of $225 on a $100,000ety value brought in revenue of
$1,860 per pupil unit. That same $225 tax; howewenight in only $997 per pupil unit
in Fridley, MN (Schools for Equity in Education, 2Z). This example illustrates the
difficulty in equitably funding schools across ttate when the wealth of the district is
one of the determining factors.

In a face-to-face meeting with Tom Melcher, MinoasDepartment of Education
Finance Director (personal communication, Septer2heP010), this researcher

4



addressed the effect that the economic climate@hdke Minnesota funding formula.
Melcher stated that no real increase to the funtbngula had taken place since the
2008-09 school year, which has resulted in a greali@nce on local referendum levies.
In addition, there has been a reduction in schashdlow as the state moved from a 90-
10 payment delay schedule to a 70-30 delay foalfigear 2011. Melcher believes the
weakness in the current funding formula is the laickflationary increases and the
erosion of the equalization of tax levies in recgzdrs.

The 70-30 delay involves the timing of the stati&bursement of funding
revenues to school districts. In such a scheduéestate pays 70% of revenue during the
current school year and the other 30% the followjiear. Minnesota transitioned to a 63-
37 shift in revenue for fiscal year 2012, whichulésd in many school districts having to
borrow money to meet their budgetary needs. Fomela the Moorhead Area School
District borrowed $8.5 million during the 2011-1¢hsol year (W. Kazmierczak
Assistant Superintendent of Business Services MezatiArea School District, personal
communication, October 25, 2012).

The inequity in Minnesota’s funding has been tiigjesct of four dissertation
studies: Carruth (1980), Wilson (1984), Jacobs@&86), and Vandal (1997). These
authors all concluded that based on the statealfesquity and wealth neutrality,
Minnesota’s public school funding has displayedjinges. Vandal’'s study of the
funding from the 1993-94 fiscal year is nearly tiyeyears old. Many reforms have
taken place to the state’s funding formula sineg thsearch was conducted. A detailed
description of the 2011-12 Minnesota funding foranwill be summarized in Chapter Il,
as well as a comparative analysis of the previouste studies.
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Figure 1 displays a small number of of the modiiens that have occurred to

Minnesota funding directly affecting the fundingrfaula since the Vandal (1997) study.
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The impact of these reforms on the equity of thedfng formula remains the
subject of speculation and dispute. In Februar®Qifl, Minnesota Governor Dayton
released his 7-Point Plan for Achieving Excellefareall Minnesota Students. Adequate
education funding for the future was the number pmarity (Dayton, 2011). Because of
this priority, the Education Finance Working Grougs formed to find a solution to meet
this demand. The Education Finance Working Groemirership consisted of
superintendents, school board members, financetdige parent advocates, Minnesota
Department of Education employees, and state lgis. The working group, led by
Dr. Brenda Cassellius, Commissioner of Educatieocpmmended improving the
adequacy, equity, and stability of pre k-12 edwsafunding (The Education Finance
Working Group, 2011).

Statement of the Problem

The purpose of this study was to evaluate the ainglapolicy change on fiscal
equity and wealth neutrality in Minnesota betweisndl year 2003 and 2012. The study
also compares previous equity studies to curratistital trends within the state. All
public school districts in Minnesota are includedhis analysis, which used the same
measures of fiscal equality. Vandal as well usedlth neutrality in his 1997
dissertation study. The current study was basdtir@e research questions:

1. Based on an analysis of the 2003 to 2012 geneualdion formula, what
were the fiscal equality and wealth neutrality euederistics of Minnesota’s
school districts?

2. Based on an examination of like data elements tf@rfour major Minnesota
fiscal equality and wealth neutrality studies, wiiahds can be observed?
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3. Based on the recommendations of previous studies bislative impact did
they have?
Significance of the Study

Despite two court cases regarding the constitulitynaf the Minnesota funding
formula, the “Minnesota Miracle”, and numerous refs to the formula including the
elimination of the general education levy, attemt® still being focused on the way the
state of Minnesota funds its public school systems.

Four dissertation studies have been completedtabewquity of Minnesota’s
funding formula. The most recent study was comgléete Greg Vandal (1997) before the
state faced a period of prolonged and tenuous esrmardship. By studying the fiscal
years of 2003 through 2012, this researcher wastaldraw conclusions regarding the
progress the state of Minnesota has made in teffumding formula equity.

Delimitations

The study focused on revenue sources as theyddtafescal equality and wealth
neutrality within the state of Minnesota. The faliag are delimitations of the study:

1. Only Minnesota’s public school districts that wareperation during 2011-

12 were included. The study focused on the infretgenue) the school
districts received through the Minnesota fundingrfola. An analysis of how
revenue sources for each public school districevirerdgeted and spent by
local school districts in terms of outputs was inctuded. Consequently,
building debt service and capital equipment improgets were not analyzed.

2. The analysis focused on the basic general eductrorula, referred to as the

Weighted Adjusted Daily Membership (WADM), basicllskrevenue,

9



sparsity revenue, equity revenue, transition regeand referendum revenue
for fiscal years 2003 to 2012. The state’s disbuomsnt of funds to local
school districts was studied; however, the systetaxation the state of
Minnesota used to raise the revenue was not.

Fiscal equity and wealth neutrality as measuretistfibution of resources
was examined. Adequacy and efficiency as use olress was not analyzed.

Definition of Terms and Acronyms

The terms used in this study are consistent witmg used in fiscal equity and

public school funding. Similarities were discusbetiveen the previous studies to

compare the current study with the findings of bars results.

Actual Pupil Units The average daily membership counts, which haeab

weighted, that are multiplied by the state-estaklisweighting factors. These
factors have changed as the legislature has adjttsteschool funding
formula from year to year.

ANTC (Adjusted Net Tax CapacityThe net tax capacity of a school district

as adjusted by the sales ratio.

ADM (Average Daily Membership)rhe sum for all pupils based on the

number of days in the district’'s school year eaagpilgs enrolled divided by

the number of days the school is in session.

Basic General Education Revenidée largest foundation program

component, this consists of the combination ofeséad and local levy (the

General Education Formula Allowance) multipliedthg Pupil Units. The

10



result is the total amount of Basic General EdocaRevenue available to the
school district.

Basic Skills RevenuéA combination of compensatory, limited English

proficiency (LEP), and LEP concentration revenues.

Categorical Aid Funds paid by the state to school districts asighated for
specific purposes such as transportation, spediadation for children with
disabilities, and vocational education.

Equality of Educational Opportunitiffrhe provision of equal access to at least

minimally adequate school resources.

Equalizing FactarThe maximum amount of adjusted net tax capacity

(ANTC) per pupil unit a district may receive.

Fiscal Disparity A standard or criterion of equity, which impligmst

disparities in per pupil unit revenues or expendgumust be reduced or
eliminated to achieve fairness and equal educdtaortunity.

Fiscal Year The 12-month period between settlements of firdm@accounts.
The fiscal year for Minnesota school districts rémasn July 1 to June 30.

Formula AllowanceThe dollar amount per pupil unit used to calaukdch

district’s basic general revenue of the formula.

General Education Aidrunds paid by the state to school districts alsgia

the general revenue program. General educationaasidbeen traditionally
referred to as foundation aid.
Levy. A tax imposed on property. A levy certified iretlate fall is collected

in the calendar year beginning the following Jaguar
11



Local Effort The amount of revenue provided by local taxation.
Pupil Units A weighted count of resident pupils in averagigydaembership
used in the calculation of state aid and localé¢aes.

Referendum Revenud specific revenue increase over the generalacuc

formula allowance in which the voters of a schastrett in a special election
have approved.

Resident WADM(actual pupil units). For any school district, taeerage

daily membership (ADM) of all students who weretics residents, weighted
according to current statute. In 2012, weighting s follows in Minnesota:
kindergarten at .612, grades 1-3 at 1.115, gradeat4l.06, and grades 7-12
at 1.3.

Sales RatioA statistical measure prepared by the Minnes@patment of
Revenue that measures the difference between thal gsales prices of
property and the local tax assessor’'s market vatugnose properties.

Supplemental Revenu€ombinations of levy and aid in the same ratithas

district’s general education revenue. Supplemeeianue is guaranteed to be
the same amount per pupil as was in place in angligrict the previous year.
Beginning in fiscal year 2003-04, this source wasamed “transition

revenue” due to the elimination of the general atioa revenue.

Tax Capacity Percentagekhe statutory classification that applies to neark

value.

Tax Capacity RateEach district’s tax levy amount divided by thetdct’s

total tax capacity. Tax capacity replaces the tamil levy.”
12



e Total General Education Revendde sum of all revenue components from

the state’s funding formula.
e Total WADM. The weighted average daily membership of alridist
residents plus nonresidents who attend the distschools.

e Wealth Neutrality A standard or criterion of equity based on thecept that

“the quality of public education may not be a fuoctof wealth other than the
wealth of the state as a whole” (Coons, Clunefli§ugarman, 1970, p.2).
Under wealth neutrality, it is allowable for theré of educational services
provided by a school district to be a functionadadl willingness to tax as
long as equal tax rates provide equal dollars.

e WADM (Weighted Average Daily Membership)he average daily

membership, which has been weighted accordingetstiétutory standards.
Conclusion

Chapter Il follows with a literature review relagino the field of school finance
equity, both on a state and national level. Itudels a historical review of policies
surrounding funding public schools and any corresipmy legal implications regarding
funding equity. Chapter Il details the researctihmodology used to analyze the fiscal
equity and wealth neutrality of the 2011-12 Minrtasoinding formula. Chapter 1V
includes a detailed description of the findingsha$ study in terms of fiscal equity and
wealth neutrality. Chapter V provides a summaryobasion, and recommendations for
action developed from the results of the studis éxpected that this study will add to the
ongoing discussion regarding equitable disbursesngtevenue in Minnesota and help

inform future decisions regarding the funding dof gtate’s public school districts.
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Chapter lI
REVIEW OF THE LITERATURE

Chapter Il contains a summary of the literatutatieg to the financial equity of
k-12 public school funding. The review includeseash on the funding that school
districts receive based on the funding formulacitmes and how the corresponding
characteristics of the funding formula relate twahcial equity.

This chapter is organized into three sections.fireesection is a literature
review of the different funding formula structuresed to disperse revenues to local
public school districts through state level fundfognulas. A sub-section includes a
review of different statistical equity measured tten be used to analyze the funding
formula. The second section relates to forcesdiestte inequity or equity on funding
formulas. The section is further divided into theed categories that have a direct impact
on k-12 education funding: a national perspectivetate level litigations on funding
formulas, local control of education, and the &pitif politics to modify/change the
funding formula. Lastly, the third section contamgseview of the research that directly
relates to the state of Minnesota. The sectionnsegith a review of some of the history
of k-12 public school funding, followed by a studfythe major lawsuits brought against
the state based on public education funding. Tired 8ection concludes with a review of

the 2011-12 funding formula characteristics.
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Funding Formula Structures

The structure of funding formulas can differ fretate to state. Individual state
legislatures are free to choose the funding stradhiey feel disperses the funds most
equitably. InSan Antonio Independent School District v. Rodrgd®73), the United
States Supreme Court ruled that education is mtdgamental right in the national
constitution. This ruling did; however, say thaiviis the state’s responsibility to choose
the funding structure.

Jordan and Lyons (1992) argued there are foungakguestions to be answered
in regard to school finance: (a) what or who toduflb) what amount to fund, (c) where
to get the money, and (d) how to share the fundmgng different levels of government.
How a state chooses to answer these questiongmpart determines the equity of
funding across school districts.

One of the most difficult questions to answer [@dglly where to get the money.
Historically, funding to local k-12 public schoaktticts has been accomplished through
four main structures: flat grants, foundation plagualizing plans, and full state
funding. Each structure will be reviewed separatelgetail.

Flat Grants

Flat grants are the earliest form of k-12 publiecsa funding. In a flat grant, the
state merely multiplies the average daily attendgA®A) or average daily membership
(ADM) by a fixed amount (Brimley & Garfield, 2005)he flat grant does not take into
account any concerns regarding local ability tsegdunds or the differences in educating
students. Local public school districts receiveghme amount of money per a
designated characteristic. In Vandal's (1997) stindynoted that:
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Flat grants and payments violated many principfesgaity and fiscal neutrality;

that is, the wealth of the community shall not deiee the education of a child.
As such, rich districts received the same paymentpit of measure as poor
districts (p.27).
Because flat grants do not consider any mitigatingumstances in regard to individual
school districts, the payments often magnify alyeaxisting inequalities.
Foundation Program

A second structure that has been used in fundimgulas is a foundation plan,
which is the most widely used funding structurerstegen and Kneppel (2012)
conducted a funding structure analysis in 2012faodd that 45 states use some form of
a foundation program. The foundation plan origidate1923 within the school finance
theory of George D. Strayer and Robert M. Haigc{gesd in Brimley & Garfield, 2005).
Their research focused on the equitable distrilbudiofunds between poor and rich
school districts and the pair advocated for a mimmamount of funding concept. This
concept had several fundamental standards:

1. Funding would be built around the “rich districtlea. Each district would
levy the amount of local tax that was requiredrmvle a minimum program;
the state would then kick in the funding neededter“poor district” to reach
that minimum program level.

2. All foundation programs should guarantee equalitgducational
opportunities up to a specific point.

3. Uniform property assessment across the state esealsin all foundation
programs.
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4. The foundation program should be a minimum andarmaaximum program.
Local initiative and increase expenditures aboetfttundation program must
be practicable in all districts within a state (Bley & Garfield, 2005).

The last component of the Strayer-Haig foundatiam 55 the section that has
received the most opposition. Because the plarekeapen the ability of districts to raise
funds above and beyond the minimum level, it aga@ens the door for inequities.
Foundation plans also do not take into accountemualization; therefore, wealthy
districts could theoretically raise the funds nektdemeet the foundation at a lower tax
rate than a low property value district. Becausthisf shortcoming, some analysts have
characterized the foundation plan as an “equatinatiyth” (Augenblick, Myers, &
Anderson, 1997). Although the plan appears to hlawgotential to ensure equity across
school districts, it inevitably results in the samequality it was designed to remedy.

Full State Funding

A third funding structure and the least used isftitiestate funding (FSF)
program. As the title suggests, in a full statedfng program all funding comes from the
state and no local tax revenue can be collectedpport education. The only state in the
country currently using the true form of FSF is H&wThis example; however, is
accomplished because the entire state of Hawanedarge school district.

The state of Washington created a self-describkgthate-funding plan in
response to litigation brought against the state9ir8 Seattle School District No. 1 v
State,1978). This litigation dealt directly with the mities in the abilities for poor
communities to raise funds in comparison to weatlisyricts. At the time of the case,
some wealthy districts had the ability to raisedsiso that up to 24% of their budget
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came from local taxes, compared to just 8% in aidisvith low property value. In
Washington’s plan; however, local school distrmtsild supplement their budgets with
local levies. Because the districts had the ahidityaise local funds, the gap between
districts actually grew as some property rich ditsérwere able to raise enough funds so
that up to thirty percent of their budget was frimral taxes (Reynolds, 2006).

Many argue that full state funding is the mostitiplle plan because, in its truest
form, the wealth of the local school district hasralationship to the amount of funding
it receives. This goes hand in hand with fiscaltraditly. A study conducted in 2009 by
Reynolds stated that the state has the obligatidrsavereign duty to provide for public
education through taxation. Reynolds stated:

It is the state constitution’s education clauseyéner, which explicitly puts the
duty to provide education on the state and thus/@rssthe question about taxing
jurisdiction. Purportedly, local taxes for educatimust be considered as part of
the state’s implementation of its duty and showddebaluated as state taxes. No
transfer of the state’s sovereign power to itstali subdivisions can change the
fact that the revenue generated by those taxeslected furtherance of the

state’s nondelegable constitutional duty (p.1848).

Thomas Kleven (2010) took the idea of full stateding a step further. He
expressed a need for full federal funding:

If states would shoulder the full cost of publiaedtion, that could redress the

inequalities of the present reliance of local ficiag. Without federal financing;

however, the inequalities among states will pers&i at a minimum federalizing
public education seems necessary to address tHasatenal inequalities, like
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school financing, that are beyond state but areimwiederal control.

Federalization might be better suited, as welgddress some of the matters

within state control for reasons of efficiency aredto political factors that impede

reforms more so at the state than at the federal (p. 22).

Equalization

The fourth funding structure that has been usédeiequalizing plan of which
there are a couple of common types: district paegeralizing (DPE) and percentage
equalizing (PE). Equalization is meant to closeftimeling gap between property wealthy
school districts and property poor districts. Tinedry of equalization has been linked to
the work done by Cubberley (1906), which said, ‘thk children of the state are equally
important and are entitled to the same advantgnd9j.

DPE is the most notable equalizing plan and mésatseach local district mill
levy should produce the same number of dollarstal school revenue per mill per
weighted student in every district and the last taibe levied should produce the same
total funds as the first one (Brimley & Garfield@5). DPE has been linked to the work
of Coons, Clune, and Sugarman (1970). In their bBokate Wealth and Public
Education Coons et al. defined DPE as:

The concrete financing proposal may be stated #psal tax rates should

provide equal spendable dollars. That is, the lao&lwould be empowered to fix

the tax rate to be imposed upon a specific classcal wealth. For every level of
local tax effort permitted by statute, the stateillddave fixed the number of
dollars per task unit (probably per pupil) that thstrict would be empowered to
spend. The state also guarantees that this nunhidetlars will be available to
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the district. If the local levy raises less thae #iate set amount, the state makes

up the difference from a fund generated by taxatifogeneral state wealth (p.34).

Verstegen and Knoeppel (2012) explained that DREesys support taxpayer
equity, rather that inequity, by providing equadlgss in the form of similar tax rates
across the state. An example of a DPE plan woulastfellows: If a state sets a levy
dollar amount of $1,000 for a given levy tax ratel & the local school district raises
only $600 through the set levy tax rate, the stateld then offset the amount with $400
state dollars to reach the state set level. Likewfsa district reaches or exceeds the
minimum $1,000 through the set levy tax rate, teyld receive no state equalizing
funding. In some plans, if a local district raisgmve the minimum level, say $1,250, the
amount over the state set level would then be takeindebited into the state’s general
fund. This fund would then be used to pay equaliziallars to districts under the state
set level. This is known as recapture or the “Rdétbood” plan.

Equity Measures

There have been some equity measures or theosessded in regard to k-12
public school funding, regardless of the type ofdung structure the state chooses to use.
This sub-section will look at various parts of thiscussion.

Since education provisions are included in eaate'st constitution, many feel
that inequitable funding is a violation of the elgoi@tection clause. Essentially, the
argument can be expressed as, “equity in the cbafeschool finance means the equal
treatment of persons in equal circumstances quityemeans that taxes should be equal
regardless of one’s taxing jurisdiction” (JordarLgons, 1992, p.23). This concept
relates directly to horizontal equity, which invetrequal treatment for equal students.
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This type of equity does not take the individuahretteristics of the students,
demographics, location, etc. into account, instessiiming all individuals are similar.
Flat grants and foundation plans that pay on dttajger pupil ADA or ADM are
examples of horizontal equity. This concept hasrofieen called “the equal treatment of
equals” in school finance literature (ToutkoushtaMichael, 2007).

On the other end of the spectrum is vertical gguhich takes individual
characteristics into account for funding purpo3éss type of equity involves the
differential treatment of students or the uneqredtment of unequals. An example of
vertical equity being incorporated into a fundiogniula would be weighted pupil units
(WPU) or compensatory funding. In WPU, studentsveeghted differently based on the
specific needs of each student. Schools are thatetlbased on the WPU, rather than
flat per pupil units.

Since vertical equity centers on the concept ffédintial treatment of unequals,
it has been associated with the adequacy movefieatThomas Fordham Institute
recommended that state policy makers move to ahwvetgdent funding plan, stating that
such a plan allowed for greater equity and woutdpdify state funding formulas (Petrilli
& Roza, 2011). In their article ilBducational Leadershjd.inda Darling-Hammond and
Diane Friedlaender (2008) expressed the same opamdunding through a WPU
formula. They wrote that WPU funding reduces tbhmhber of small programs and rolls
funds into core funding through the weighted stiademrmulas so that schools have
flexibility to align funding to their instructionahissions. Jordan and Lyons (1992)
found that “delivery of an adequate program dodsassume equal per-pupil funding. In
this case, the concept of vertical equity prevails¢ce unequal per-pupil funding is
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needed to provide an adequate program” (p.25adtttion, King, Swanson, and
Sweetland (2005) also tied the two together, desgiadequacy as “the ideal state of
vertical equity” (p.2).

Another vertical equity example is the Title | pision of the Elementary and
Secondary Education Act. Title | provides addiibfunding to students attending high-
poverty schools to achieve at the same acadenat dsvtheir wealthier counterparts.
The Center for American Progress defined the négesfshe Title | funding were meant
to enhance educational opportunities for studeriggh poverty schools (Bireda, 2011).
In 2011, 34 states had low income or compensatorglifg that provided funding based
on poverty levels (Verstegen, 2011).

The last equity measure reviewed is Propositioa,@hich states, “the quality of
public education may not be a function of wealtheotthan the wealth of the state”
(Coons et al., 1970, p.152). This concept is closahated to fiscal neutrality, which
states a district’s level of funding should be achion of the wealth of the state rather
than the wealth of the district. In his boBRucational Finance: An Economic Approach
Monk (1990) defined fiscal neutrality as: “the weadf the state, as a whole, must be
behind every student”; this definition was useth@ Oklahoma lawsuit regarding fiscal
equity (as cited in Hancock, 2001 p. 8). Thisni&bn is similar to a Rebell’'s (2010)
definition, which stated, “the state has a constital obligation to equalize the value of
the taxable wealth in each district, so that etmakfforts will yield equal resources”
(p-225). Another way to conceptualize fiscal nalitly is that the principle of equity
exists perfectly when no relationship exists betweguity objects and illegitimate
characteristics (Houck & Eom, 2012).

22



If Proposition One and fiscal neutrality coulddmomplished, wealth neutrality
would exist. Wealth neutrality is a statistical g used to analyze the degree to which
state and/or local revenue is related to the ptgpesalth of the local school district. The
wealth-neutrality score shows the degree to whiatesand local revenues are related to
the property wealth of districts. A negative scor@ans that poorer districts receive more
funding per weighted pupil unit than wealth diggicConversely, a positive score
indicates more funding for wealthy school distriéiducation Weekonducted a survey
entitledQuality Counts at 10which used the wealth-neutrality score to ratedatuity of
the state funding formula over the years 1997 @620 he researchers found that only
ten states had a negative wealth-neutrality sddatignal Center for Educational
Research, 2006). In another study conducted bielp&@001) using wealth neutrality
equity measures, the state of Minnesota had angrii18” for their wealth neutrality
score.

Forces that Affect Equity

In the early 1860s, Thaddeus Stevens addressesktieeof equity before the
United States House of Representatives. Steveds sai

This law is often objected to because its benafigsshared by the children of

profligate spendthrift equally with those of the shimdustrious and economical

habits. It ought to be remembered that the beiseliestowed not on the erring
parents, but the innocent children. Carry out ¢iigection and you punish
children for the crimes or misfortunes of theirgras. You virtually establish

castles and grades founded on no merit of theqodati generation, but on the
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demerits of their ancestors; an aristocracy ohtlest odious and insolent kind —

the aristocracy of wealth and power (as cited ior3cet al., 1970, p.5).

Steven’s statement illustrates the longevity ofliatle for equality. It has effectively
been going on since public schools were created.

The second section of this chapter focuses om isseies that directly impact the
equity of the funding formula. It can be argued thase impacts have both increased the
equity of state funding of k-12 public educatiorsomme situations and led to greater
inequities in others. The first sub-section lookpast nation-wide litigation in regard to
state funding. An examination of litigation invahg Minnesota appears later in the
chapter. The second sub-section focuses on theofdeeal control, while the last section
addresses the impact of politics on funding forraula

Litigation

One of the major forces that have affected thetggéithe funding formulas has
been the use of litigation. According to the Na#éibAccess Network (2012), cases
involving the constitutionality of k-12 public scbidunding have occurred in 45 states
across the country. Of those cases, 19 plaintiffs their case at the Supreme Court level
(Minorini & Sugarman, 1999). As of July 2012, 1atss are in the process of addressing
litigation regarding their funding formulas (NatedrAccess Network, 2012).

As stated previously, five states have never Ipaehof a lawsuit regarding
school funding: Delaware, Hawaii, Mississippi, Neéaaand Utah. Larry Newton, School
Finance Director for the State of Utah, believed thigation has not occurred because

the Utah constitution does not contain any languagarding adequacy, instead
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discusses the concept in terms of a “reasonablgleghool” and minimum school
programs (personal communication, March 21, 2011).

The remaining states have all faced lawsuits, nstaes doing so several times.
For example, Texas’ finance system has been clgatesix times since 1984, most
recently in 2005 (Wieder, 2012). Many of these sds®ve resulted in policy
modifications that have had a major impact on pusthool funding.

One such case w&an Antonio Independent School DistiicRodriguezn 1973,
in which plaintiffs from some of the property patistricts across Texas sued the state
claiming that the funding formula was unconstitnibbecause of the resulting
disparities among districts. The Supreme Courttegetheir argument stating that
education was not a fundamental interest undefetteral constitution. In his descent;
however, Justice Thurgood Marshall specificallyoramended that the plaintiffs address
their concerns at the state level through a “revoéstate educational funding schemes
under state constitution provision8gn Antonio Independent School District v.
Rodriquez 1973). The Supreme Court’s decision had a majpact on future litigation,
effectively opening the door to state level lansuégarding the funding of public
schools.

A second major court case that helped create sy in school funding
occurred two years earlier Berrano v. Pries(1971). InSerrano v. Priesf1971), the
California Supreme Court ruled that education wasdamental constitutional right and
that the funding disparities between property waa#ind property poor districts
generated by the state funding formula violatedetipgal protection clause. A
continuation of the lawsuit was filed in 1976 wilerrano vs. Priest llOnce again, the
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court sided with plaintiffs, stating “equality oflecational opportunities requires that all
school districts possess the ability in terms g€raie to provide students with
substantially equal opportunities for learnin§efrano v. Priestl976, p.6). Both of
these cases established a precedent for futugatiagn involving funding equity.

Another case involving equal educational oppottumvolved the state of
Connecticut irHorton v. Meskill(1977), wherein the Connecticut Supreme Courtdoun
the funding of public schools in the state uncaastnal. The ruling stated that the state
constitution required it “to provide a substantialjual educational opportunity”
(National Access Network, 2010, para.l). Like tleer&o ruling, the court educational
equity was determined to beight of all state residents, not a luxury.

A 1997 New Hampshire lawsuit further addresseskegunding, this time
directing its litigation on property taxes. @laremont School District v. Governor
(1977), the New Hampshire Supreme Court ruledworfaf the plaintiffs who argued
against the state’s disparities in funding. Thercooncluded that because the duty to
provide education is a state and not a local maiter property tax levied for schools is a
state tax and not a local tax. Furthermore, it thasstate’s obligation to provide a
minimum standard of education. The court’s rulingwever, left open the opportunity
for local schools to rise above the minimum, stathmt once the minimum standard is
satisfied, local districts may levy property taxegenerate supplemental funding.

The New Hampshire ruling addressed the discrepartfiusing property taxes as
well and stated that the state had an obligatianrtonimum standard of funding. By
allowing school districts to raise funds aboverntiaimum level; however, the court left
the door open for future funding discrepancies.
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This court ruling is one factor that began a litiga shift away from equity
towards adequacy and fairness. The cagdaifama Coalition for Equity v. Huri1993)
best describes this shift. The plaintiffs in thése filed suit challenging the state’s
education finance system on adequacy and equityngso Although spending levels
were equal across all districts, Alabama studert®\werforming at the bottom of the
nation academically. The court ruled in favor o filaintiffs on both the adequacy and
equity claims based on the state constitutionhis éxample, although a funding system
may be equitable, it may also be inadequate (Hak&t006). Mason & Arsen (2010)
explained the adequacy through their research giroesults: “If resources and results
are both significantly lower, then the court witid the education in those districts is
inadequate” (p. 32).

In a report in th&€ornell Law ReviewGillespiet (2010, p.1004-1006) explained
the advantages of moving to adequacy-based litigatiShe found three advantages of
an adequacy over equity lawsuit:

1. Adequacy is normally more appealing and consistetht widely held societal

values.

2. Adequacy allows for continued local control of paldducation.

3. Adequacy directly focuses on the quality of edurathe state provides.

The shift toward adequacy litigation was furthed@$sed in a policy brief
written by Lefkowits (2004) for Mid-Continent Resel for Education and Learning.
Lefkowits stated that:

These lawsuits tend to be more politically palatahbn equity suits, which by

their nature, result in a redistribution of res@asrérom high-wealth to low-wealth
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districts. Adequacy suits seek a higher level afting for all students and thus

avoid pitting districts against one another (p.5).

West & Peterson (2012) agreed with this claimeyrstated the difficulty with
moving to adequacy was rather simply asking fardli€quity. Advocates for poor school
districts argued that spending on education musideguate to provide all students with
an education guaranteed by their state’s congiitutHaving set aside the simple, readily
justifiable standard of fiscal equity, plaintiffew had to give specificity to educational
adequacy, a much more ambiguous concept.

Not all; however, agreed that moving to adequaay the right decision.
Kauffman (2004) argued that unless you can havie éguaity and adequacy, equity is the
better option. He said, “Absent this combinatiorboth equity and adequacy, it is
preferable that equity be given priority. If an gghle system is inadequately funded, all
schools are equally vested in raising the levelupiport to an adequate level” (p.26).

A recent decision by the Colorado Supreme Coust In@ae further diminished
the adequacy claim. In the caseSvéte of Colorado \Labato(2013), the court found in
favor of the state funding formula stating thatsak may be underfunded, but the state’s
system for parceling out revenues did not violagedonstitution. In the ruling, Justice
Nancy Rice stated:

While the trial court’s detailed findings of factmonstrates that the current

public school financing system might not be idealqy, this Court’s task is not

to determine whether a better financing systematbeldevised, but rather to

determine whether the system passes constitutiusier State v. Lobato2013,

para.13).
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Springer, Liu & Guthrie (2008), analyzed the quasbf whether an adequacy
lawsuit or an equity lawsuit will bring greater fling and resources. Their research
analyzed the resource distribution from the stateling formula after an adequacy
and/or equity lawsuit. They concluded, “contrarysthool finance theory, resource
distribution patterns following court-mandated égand adequacy reforms are not
statistically different” (p. 61-62). The adequa®ysus equity debate was also researched
by Erin Buzuvis (1998) who concluded that the efirm efforts must strive for both
adequacy and equity: “The experiences of thesestates (New Hampshire and
Vermont) suggest that regardless of the catalystefiorm, education reform can and
should include elements of both equity and adequigcy92).

Local Control

It has long been a fundamental provision of oumderacy that control stay with
the people opposed to the federal government.idiaogy includes the control of
education. Historically, the fundamental policié®ducation have been created by the
state and local educational agencies. This ideglogwyever, can lead to increased
inequities. Rebell (2010) explained the equity jpeabassociated with local control:

Rooted in traditional patterns of local controlsohooling in America, most state

systems require much of the funding for public sttido be obtained from local

property taxes, a method that inherently disadygtatudents who attend

schools in areas that had low property wealth (p.22

This concept was further discussed in a reportne@sioned by the Education
Law Center via Baker, Sciarra, and Farl$eSchool Funding Fai(2010). The report
stated, “Public education in the United Statesgblly centralized, provided through
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separate systems by the fifty states” (p.2). Tkisedtralization can be argued to have a
negative impact on the equity of public school fimgddue to the fact that some local
communities can vote down individual issues and@ppothers. The issue of
decentralization is not new. In his book 1943 bd@kerican Schools: A Critical Study
of our School SysterMorrison (as cited in King, Swanson, & Sweetla?d05)
described school districts as “a little republi@aéry crossroads,” stating that the fact the
American education system uses extreme decentiahza both its strength and its
weakness.

In regard to funding, local control is centereduard the ability of a school
district to pass a levy on local property taxesaiee revenues for educational purposes.
Many times, this levy is a supplemental fund iniadd to the state level funding the
district receives. Jordan and Lyons (1992) expthioeal choice as follows:

The goal of local choice assumes that the locglagers and the school board

should have the authority to establish the budgdtset the tax levy for operating

the schools. This tradition of local choice hasilesl in a wide disparity in per-

pupil expenditures among states and among distuittsén states (p.25).

This has created a battle between equity and thtate. Reynolds (2006) defined the
battle in theUniformity of Taxation and the Preservation of Lb€antrol in School
Finance ReformShe said:

As long as local taxing and funding provide a digant portion of school

revenues, some districts can tax themselves aateanecessary to provide their

children, and only their children, with a schoo$®m that is public in nature but

private in its level of luxury (p.1884).
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Giles (2012) agreed with Reynolds’ (2006) opiniontlee privatization of public
education, She stated that well-funded school@atee position to tap into their affluent
parents and the surrounding community to finanee‘¢txtras” that parents may value
and believe will make a significant difference eir children’s education lives. Giles
argued that the privatization of public school®efifvely institutionalizes inequity in the
school systems.

The argument of local control and voter approvayrest be described in a study
conducted by Educational Testing Services (ETS)t(&Bd eeter, 2004). ETS analyzed
public opinion on various school funding issues|uding the prospect of increasing
school funding by raising taxes in order to en®qeitable and stable schools. Fifty
percent of respondents stated they would agreeamiincrease, while 45% indicated
they would be opposed to the increase, even ifrtteant no additional funding for
schools. It is a common predicament that many ddistricts face: people want
adequate and stable school systems, but many deambtthe funding coming out of
their pockets.

Court cases have also centered on local conltindhe Ohio Supreme Court
CaseDeRolph vs. Stat@002), the opinion expressed the following conasrlocal
control:

However, it is futile to lay the entire blame foadequacies of the present system

on the taxpayers and the local boards of educa#dthough some districts have

the luxury of deciding where to allocate extra da| many others have the
burden of deciding which educational programs toocwhat financial institution
to contact to obtain yet another emergency loanr state constitution makes the
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state responsible for educating our youth. Thesstate should not shirk its
obligation by espousing clichés about local confpoll1l).
Political Affects

In the political environment, state legislaturesénhad the difficult task of
balancing competing demands from local schoolidtstwith those of state level
agencies. In a statistical analysis conducted bizlde(2003), the phrase “Inequitable
Equilibrium” was coined. In the study, Metzler l@akat the relationship between
changes in school finance systems and the degrekith they achieved greater equity.
Based on his findings, Metzler hypothesized thatfiany states, the distribution of
education resources is primarily a function of distribution of political power in the
state” (p.5). It can be very difficult, if not iropsible, to separate school finance systems
with the political entities that surround it.

An examination of the Minnesota Republican Par§1@) and the Minnesota
Democratic Party (2012) platforms detail this taisicelationship. The Republican Party
for example, holds firm parental choice. They®adiin a more competitive accountable
public school system, which would supply schoolatwers for parents to use for any
school they choose. In regard to school fundingy tview the current Minnesota
funding formula too complicated and recommend sifyiphy the formula by eliminating
all funding categories as well as eliminating @yments disbursed to school districts
based on students that receive free or reducedngnd\nother belief is that elimination

of the U.S. Department of Education, placing athauty with the local school boards.
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In contrast, the Democratic Party agrees that thetige of differing state funding
should be opposed. They support federal and gtaternment fully funding all
programs that are mandated to local school distriéinother belief is providing early
childhood education for every child in Minnesotg,dontrast the Republican Party is
firmly against the establishment of universal pthesl programs. Teacher rights, is also
an area that the parties are at opposites entie sipectrum. Democrats support the
protection of professional rights and collectivedaaning for educators, where the
Republicans support pay based on performance aniithij educators right to strike.
These opposing philosophical differences can bavanmluring a legislative session
when reviewing k-12 public school funding.

The state of Kansas is another example of a sysiéminequitable equilibrium.
Kansas permits the 16 districts with the most egpenresidential properties to levy a
special local tax to raise additional revenue @nliasis that it costs more to hire teachers
in neighborhoods with high priced houses (Baker@&dtan, 2012).

The idea of political power has appeared in coases as well. IEampaign for
Fiscal Equality v. Stat€2001), the plaintiffs claimed that the State e\wWNYork had
violated its constitutional mandate to support siyatem of free common schools,
wherein all the children of the state may be edaa;aby establishing an education
financing system that failed to afford New York ystpublic schoolchildren the
opportunity guaranteed by the Constitution. Thertaded that over many years, the
state had consistently violated the Education Aetié the Constitution, stating:

The evidence at trial demonstrated that the formdtanot operate neutrally to

allocate school funds—at least with respect to ahimgreases in State aid.
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Rather the formulas are manipulated to conformuiglet agreements reached by

the Governor, the Speaker of the State Assembt/tlan Senate Majority Leader

(p. 9-10).

This case demonstrates the innate inability to reg@@golitical interests from school
finance issues.

One state has taken action to try to minimizetjgali involvement in school
finance. Arizona’s Proposition 105, also knownlesYoter Protection Act, was passed
in 1998 and includes a provision that forbids lawera from repealing or changing the
intent of approved ballot measures without majcaipyproval from the legislature
(Fischer, 2013). The amendment that appears indBekt Article 1V, Part 1, Section 1,
6(b) reads as follows: “The Legislature shall natdthe power to repeal a referendum
measure decided by a majority of the votes casétimeor to repeal a referendum
measure decided by a majority of the votes casetim® (para.7). Although a positive
step, the amendment didn’t prevent Arizona’s legiske from modifying the state’s
funding formula, in particular the student courtigess. In 2010, the legislature voted to
move from an average daily membership to an avetat attendance.

In theJournal of Education Financ¢é&ly & Fermanich (2013) commented on this
switch in student count, saying:

Politically, policymakers electing to adopt a highentive count method may

face accusations of cutting funding for educatienduse averaged counts and

counts based on attendance will inevitably be laivan a discrete count taken

early in the school year or counts using enrollinfpr866).
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Ultimately, modifications to the funding formulateh result in increased inequity,
especially when the motivation for change is basegolitical concerns and not issues of
equity.

Arizona is not the only state whose funding foranlids been scrutinized. In a
study of the Massachusetts education funding sydtaimy (2011) looked at how funding
formula modification affected the equity of therfarla. She concluded that systems that
include district characterizations such as comnyunéalth and regional school systems
are more likely to result in inequities. Roza (2PfiBther addressed the issue in her book
Educational Economics: Where Do School Fund® Goza referenced a quote from a
member of the Learning Assistance Program in thte stf Washington to illustrate the
issues regarding allocating additional funds tormtodents:

We had what we thought was the perfect formula.réivieall the numbers

showing how much each district would get. We haddliin a clean report with all

the information on how and why we designed the tdanProblem was, when we

brought the report back to the larger state letyista each and every
representative started out by thumbing througheépert. They went right past

the per pupil allocations. Then, they stopped wihey got to the sums that their

district would get. That’s when it all fell apap.{017).

This example illustrates the difficulties that @arse when politics and
educational policy becomes intertwined. Despiteltbst of intentions, individual needs
often trump those of the whole and make equityaliff to achieve.

Another concern that has risen from the politicthe funding formulas is the
concept of municipal overburden which has beemeedfias “the relationship between
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municipalities’ education funding and the fiscaksts generated by their heavy
expenditures on both educational and non-educagornces” (Knickman & Reschovsky,
1981 p.353). The overburden is likely to increasetates are asked to spend more of
their budget on educational related expenses.Hec2®09 fiscal year, states averaged
23.3% of their entire budget on k-12 education (aate, 2012). As the federal
government continues to face financial challengablic education funding is likely to
be an area where cuts are made. Consequentlys stéitbe forced to contribute a higher
percentage of their overall budget to educatiosyltang in additional municipal
overburden.

The idea of municipal overburden has been usedhuiimber of state finance
challenges. For example, a three-judge panel inl@013 that the Kansas Legislature
had failed to live up to its constitutional dutyadequately fund public schools and
ordered an increase of more than $500 million. dtt@rneys for the state argued that the
cuts were necessary to provide all the state sssviequired by law. The Kansas Center
for Economic Growth said lower school funding wolldatt the state’s economic
recovery. “Good schools and an educated workfayseef economic growth and we are
shooting ourselves in the foot by reducing our gtreent in our schools and students,”
said Annie McKay, the group’s executive direct® ¢ged in Hancock, 2013, para.1l).
The case is currently awaiting an appeal with thedas Supreme Court.

A 2011 review of state finances conducted by tagdwal Governor’s
Association found that as a result of the natisaeéssion, eighteen states made cuts to
k-12 funding, totaling $1.8 billion (Education We&11). Many of these cuts were
likely the result of states attempting to minimmanicipal overburden. The impact of
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municipal overburdens; however, is not withoutditstracters. A study conducted by

Brazer & McCarty (1986) found that the municipakdwrden hypothesis was not a

valid or reasonable basis upon which to claim tednfor special assistance.
History of Minnesota Finance

In 1858, the Minnesota Constitution made it theyaiftthe state to ensure it
would have a thorough and efficient system of pubdhools. In Article 13, Section 1, it
states:

The stability of a republican form of governmenpeéeding mainly upon the

intelligence of the people, it is the duty of tkegiklature to establish a general and

uniform system of public schools. The legislaturalsmake such provisions by
taxation and otherwise as will secure a thoroughedficient systems of public
schools throughout the state.

The final section of this chapter includes a revahe history of k-12 public
school funding in Minnesota. The review focusespecific regulations that directly
impact the funding formula, either by creating meggiity or by resulting in greater
inequities. Much of the timeline was taken from i@nesota Department of
Education’s website (Melcher, 2011).

The property tax levy law was passed in 1887. Timl levy was to be
allocated to schools in proportion to the numbegpugdils in attendance, much like ADA
now. Schools that had students in attendance sttfiedy days with a qualified teacher
were eligible for funds. The property tax levy doned to be the bulk of revenue for

public schools for the next 25 plus years.
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In 1915, the state executed their first attemeiaialization in the form of
supplemental aid. School districts that had a reasntice levy that exceeded 20 mills
were eligible for aid equal to one third of the ambraised about the 20-mill rate. This
supplemental aid was capped at a total of $1,808 fpaded (elementary) school and
$2,500 for a high school.

The initial equalization was amended in 1921 whiga addition of a second tier of
support. School districts would still receive ohéd of the amount raised between 20
and 32 mills, but districts with mills that excedd®? would also receive one-half of the
sum raised through the levy with supplemental Ridtricts that raised $100 per pupil;
however, would be excluded from supplemental aigk haximum aid level also
changed to $200 per elementary teacher and $25tigieschool and special education
teacher. This was the first finance law that déferated between property poor and
property wealthy districts by not allowing supplerted aid for the districts that could
raise the funds through their local property taxes.

The supplemental aid program remained unchangtdnodified in 1935. Now
the program guaranteed that a school district nga&iregular maintenance level of 30
mills would receive $60 per elementary pupil an@Gper high school pupil in regard to
ADA. Two years earlier, the state had enactedtawtde income tax. This was the first
tax that would go to the schools directly that wata property tax. Under the new tax,
school districts would receive $10 per residenidchetween the ages of 8 and 16 that
lived within their boundaries.

In 1947, the legislature added a flat grant stmecto the funding formula in the
form of basic aid. For the first time, the basid was distributed to school districts
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through a weighted pupil membership (WPM) progranfiodlows: kindergarten = 0.25,
elementary = 1.0, and secondary = 1.5. This candweed as the first attempt at
horizontal equity in regard to public school furglin
The next big change came as a result of a 19%¥y siithe school finance system
by the Bureau of Field Studies at the UniversityMafinesota. In regard to the current
finance system, the study found that the stateps@agding 41.7% of the funding to local
school districts with the remaining 58.3% comingnfrthe school districts themselves.
Based on their findings, the study recommendedali@ving changes:
1. Adopt a foundation-type program through the follogvformula:
Aid = the greater of ($215 x weighted ADA) — (0.042qualized valuation)
or $92 per pupil unit.
2. The foundation program of education should be @efifle: minimum
services to pupils that should be offered by dilosds).
3. There should be a study of pupil weights.
4. Increase the state share of state and local séinoding to 50%.
5. Establish a state loan fund for school construction
6. Provide state aid to equalize debt service leViaséxceed a certain minimum
tax rate.
7. Continue to use equalized property values for stmt€omputations
(Melcher, 2011, para.5).
As a result of the study, the state legislaturetatha foundation program in
1957, which began in fiscal year 1958. The fornallawance was set at $240 per pupil
unit which was based on ADA and weighted as kinaees = 0.5, elementary = 1.0, and
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secondary = 1.5. In addition, the basic levy wasat&6.5 mills times the adjusted
assessed valuation.

The various changes to the funding formula did hotyever, change the
disparities in local levies that related to propésixes. For instance, the city of Anoka
was forced to levy a tax of $581 on a $20,000 honmeder to spend $536 per pupil unit.
Conversely, the city of Golden Valley only had ¢éoy $369 on a similar home to spend
$837 per pupil unit (Melcher, 2011). The discrepaled to the first major court case
against the State of Minnesota and its fundingutioc schools.

On October 12, 1971, parents from the White Be&ao8ikcDistrict filed a
complaint that charged the current funding systeth denying their children
substantially equal educational opportunities amdifg residents to pay higher tax rates
for the same or lesser expenditure levels tharethowealthy districts. The case was
similar in nature to 1971 Californiaerrano v. Priestase. The plaintiffs in the
Minnesota case dismissed their claim; howevery #fe“Minnesota Miracle” Omnibus
bill was enacted. The district court found thasYatem of public school financing which
makes spending per pupil a function of the schegitidt’s wealth violates the equal
protection guarantee of the"lAmendment to the Constitution of the United St&tém
Dusartz v. Hatfield1971).

The Minnesota Miracle was seen by many as the artewending inequities.
The main components of the bill were:

1. The total state share of school operating revemassincreased from 45% to

65%. State taxes increased by 23%, largely thraugime and state taxes.
This reduced property taxes by 15-20%.
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2. The foundation formula allowance increased from4su0$750 for FY 1973.

3. Uniform statewide levy limits were created for fivet time. The basic tax
rates were raised from 20 mills to 30 mills. Linotsuld still be exceeded if
approved by voters in a referendum.
4. Pupil units changed from average daily attendaA&) to average daily
membership (ADM). Secondary weighting decreaseh ficb to 1.4.

5. A hold-harmless provision was created to ensuredis#ricts with declining
enrollment would not receive less state aid forI®Y3 than they did in FY
1972 or 1971.

The changes in the Minnesota Miracle bill shiftes@ority of the funding onto
the state rather than the local school distriats.tRe next 15 years, there were no other
major modifications to the finance structure. Ir819the foundation revenue plan was
changed to general education revenue and someodatdaqids were created. In
addition, supplemental revenue was created to erbat all districts received at least a
$40 per pupil unit increase in FY 1989 compareHYal988.

Another change introduced in 1988 was the mandatoey enrollment program
that would begin in FY 1990 for school districtgtlwenroliments greater than 1,000
students and in FY 1991 for all other districtsisTas the first time students could
attend any school district rather than being cadito the district they resided in. This
change was important for two reasons. First, te&idi of the resident would not get the
general education funding for the students thanatd neighboring districts as the
funding would follow the student to the districtaitendance. Second, parents could now
send their child to a district with high propertgaith while continuing to live in a
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district with low property taxes. The potential iioations of open enrollment were
addressed in a report conducted by Knowles and Kasowr 2005:

Under open enroliment, a homeowner with a preferéachigher than average

spending on public education may nonetheless \gamst a local operating

referendum, since the opportunity to send theiddioi a high spending school

outside the district exits (p.5).

The year 1991 was another year that saw significendifications to the funding
formula when the legislature enacted a Referendqualzation Program to be
implemented in FY 1993. This equalizing program dead that referendum revenue be
equal to 10% of the formula allowance equalize8086 of the equalizing factor. The
problem with this program was that the referendewy Wwas tied directly to the local
operating levy of the school district. If the losahool district did not have or was not
able to get voter approval for a levy, that distdicl not receive any equalizing revenue.

In that same year, a debt service plan that woale provided 100% equalization
of debt levy exceeding a 12% tax rate was vetoetthdysovernor’s office. The debt
service levy became part of a bigger equity iskedallowing year when the Minnesota
Supreme Court heard the casé&&éen v. State of Minnesolde plaintiffs in this case
filed suit against the state challenging the cautstinality of the referendum and debt
services levies that are based upon local propaxgs and the training, experience, and
supplemental revenues that are fully equalize@ stiak components of the general
education progranSkeen v. State of Minnesp1®93). The Wright County District
Court found that the referendum levy, supplememtetnue, and debt services revenue
violated the education clause and equal protecfimrantees of the Minnesota State
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Constitution. That ruling was overturned; howewenen the Minnesota Supreme Court
ruled education in Minnesota was a fundamentak gl the current system of
education finance satisfied that right. In the ¢swpinion, “All plaintiff school districts
are provided with an adequate level of educatioitkvimeets or exceeds the state’s basic
educational requirements and . . . are given safftdunding to meet their basic needs”
(Larson, 1993, para. 20). This ruling shifted tthea of equitable funding towards
adequate funding by effectively saying that ithe state’s responsibility to ensure a
minimum level of funding. Local districts; howevarere permitted to exceed this
minimum level.

Another major change to the finance structure oecuin 2001 when the
legislature passed a law eliminating the generatation levy beginning FY 2003 and
replacing it with state aid. The general educaléyy was the district power equalizing
(DPE) portion of the funding formula. Under the nlewv, all school districts were to
have a flat general levy at a tax rate of 0.3241Pe state would then pay the difference
between the amount collected from the local lewy e general education allowance.
Under this law, the state would finance the erdast of replacing the general education
levy.

Supplemental revenue was also eliminated undendhelaw; although, it could
be converted to referendum revenue by board adi@415 referendum transfer was
added to the basic formula and the first $415 ofpogil referendum revenue was
eliminated. Districts with less than a $415 peripbrgierendum received funding equal to
the difference between their new revenue from ¢fierendum levy and the $415 roll-in
amount.
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The goal of the roll-in was to reduce the locarehof public school funding and
transfer it to the state. The change increasedttite formula foundation payment from
$4,068 in FY 2002 to $4,601 in FY 2003 with an ease of 13.1% (Thorson &
Anderson, 2008). This increase; however, did naebelocal school districts as they
merely received a tax break from their local refielien levies, not additional funding.
Between the $415 roll-in and the elimination of gemeral education levy, the state had a
40% increase in their educational share, an inereb$4.33 billion in FY 2002 to $6.09
billion in 2003. Again, this increase benefitedgayers, not local school districts.

The formula allowance that was increased to $4fi#huse of the roll-in was
immediately frozen at that level for the next fe@ays as the state dealt with the
country’s economic recession. The foundation lévaleased from $4,061 in FY 2005 to
$5,124 in FY 2009. The level remained at the fighmvever, until FY 2012 when it
rose to $5,173 (Crowe, 2011).

The legislature modified the original equalizatleny structure as well. After the
initial roll-in, the state equalized referendumiésvat the $126 level. Within two years,
that amount was raised to $405 and by FY 2009a# get at $700 (Thorson & Anderson,
2008). This modification gave local school dissietgreater incentive to pass
referendums and to increase the percent of educaieenue from property taxpayers.
For FY 2012, the breakdown of revenue for educgtiamoses was 77.2% from the state
and 22.8% from property taxes (Crowe, 2011).

Almost immediately following the 2001 changes te Minnesota finance
structure, the state changed the percentage obastate aid payments during the fiscal
year from a 90-10% shift to an 83-17% shift begngY 2003. This schedule meant
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that a local district would receive 83% of theatstpayment that fiscal school year and
17% the following year. That shift has increased &0-40% shift for FY 2012. This
holding back of 40% of the revenue school distneed to cover operational costs has
forced many school districts to borrow money to ttkeeir regular yearly expenditures.

The 2011-12 financing of k-12 public schools imkiesota occurred through a
combination of state collected and locally collégpeoperty taxes. Revenue is received
in three major categories as described in the EingrEducation in Minnesota 2011-12
report:

1. State Education Finance Appropriations

a. General Education Aid: The largest share of stppeapriations,
intended to provide the basic (adequate) suppothieducation
program.

b. Categorical Aid: Generally used to meet costs vhgy significantly
between districts (i.e., special education) or prtarcertain types of
programs (i.e., career and technical aid, adulchegucation aid, etc.)

2. State Paid Property Taxes: Property tax creditsaethe amount of property
taxes paid. To make up for this reduction, theespatys the difference
between what was levied in property taxes and vghattually received by
school districts and other taxing districts (didtpower equalization or DPE).

3. Property Tax Levies: Made with voter approval oth&t discretion of the
local school board. The largest share of propertyiévies made by school
districts is from voter-approved levies: the exogssrating referendum and
debt services levies.

45



The percentage of revenue from state and locatesdor FY 2012 is 77.2% from the
state and 22.8% from local property taxes (Crovdd,12. A more detailed description of
the various general education revenue sourceseéwubd in Chapter IlI.

Past Minnesota Fiscal Equity Research Studies

The following individuals researched Minnesota’sding of K-12 education:
Gayden F Carruth (1980), Thomas Francis Wilson4),9Bhomas Philip Jacobson
(1986), and Gregory Vandal (1997). The ensuing@eds a brief review of each study’s
methodology and findings as well as a comparisaheif individual recommendations.

Carruth (1980)

Carruth (1980) conducted the first study which gredl theprojectedeffects of
changes in Minnesota’s funding program as of 19¥bvaas based upon fiscal equity.
Eight revenue sources were examined: basic maimteriavy, discretionary levy, excess
maintenance levy, minimum aid, referendum levylaegment allowance, sparsity aid,
and taconite reserve account. The researcher adesearch questions along with a
corresponding null-hypothesis for each that weox@n or unproven based on the
analysis of the funding formula. Carruth’s reseaxets based upon the following:

1. To determine projected statewide trends towardtalj@ distribution of
selected maintenance revenues per pupil unit arivbmgesota school
districts for FY 1980-83. The null-hypothesis whattno trends toward
improvement in equitable distribution would be atvaéle.

2. To identify the projected effect of each selectedntenance revenue upon
equitable distribution per pupil unit among Minnesschool districts for FY
1980-83. The null-hypothesis studied was that sedemaintenance revenues
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affect improvement in equitable distribution amdhgnesota school districts
in the following ways: all eight revenue sourcest tivere individually studied
would have no effect on equitable revenue distitoubetween FY 1980-83.

. To determine the projected effects of district gapbic location upon
equitable distribution of selected maintenance maes per pupil unit among
Minnesota school districts for FY 1980-83. The #hypothesis stated district
geographic location would have no effect on equatalstribution between
FY 1980-83.

. To determine the projected effects of district sipen equitable distribution
of selected maintenance revenues per pupil uningminnesota school
districts for FY 1980-83. The null-hypothesis whattschool district size
would have no effect on equitable distribution begw FY 1980-83.

. To determine projected effect of enroliment changen equitable
distribution of selected maintenance revenues ppil pnit among Minnesota
school districts for FY 1980-83. The final null-lothesis was that enrollment
change would have no effect of equitable distrinutbetween FY 1980-83

(p-128).

Through the analysis of the eight revenue sou@i@suth (1980) found that in

regard to the first null-hypothesis, the statidtroaasures indicated that all revenue

sources showed a decrease in perfect equity. Tih@ypothesis was therefore not

rejected, but proven. The researcher concludeddah&ty 1980-83 there was not an

observable trend toward improvement in equitabs¢rithution. In addition, there

appeared to be no reduction in overall disparittheftotal selected maintenance
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revenues. The revenue availability for the tot&#&ed maintenance revenues appeared
to be moving progressively toward less fiscal raityr by 1983 and no apparent progress
toward leveling up to the median revenue occurrathd the years studied.

Carruth’s (1980) second finding showed mixed tssiRegarding the analysis of
the basic maintenance revenue source, the findejgsted the null-hypothesis for FY
1980 and 1981. The null-hypothesis was not rejedtedever, for FY 1982 and 1983. In
regards to the discretionary revenue, the findnegected the null-hypothesis; although,
there was improvement found in equity distributionFY 1981 and 1982. Carruth’s
analysis determined the least equitable revenuesavas basic maintenance and
minimum aid. The revenue with the greatest variamae the excess maintenance. The
study found taconite revenue to be the least exjoglrevenue and the revenue source
least fiscally neutral was the referendum reveraset on local property taxes.

The third, fourth, and fifth null-hypotheses irgaed to district geographic
location, school district size, and enroliment afeswere rejected for all revenue
sources. The findings suggested that geographatitocand district size did appear to
have an effect on the equitable revenue distributio regard to enrollment changes,
there appeared to be a reduction in overall reveimparity among districts that
experienced an enrollment growth. By FY 1983, déoeti enrollment districts appeared
to be less fiscally neutral than districts that Badn growth in enrollment.

Wilson (1984)

The next fiscal equity study conducted on the Msute funding formula was
completed in 1984 by Thomas Francis Wilson. Th@pse of this study was to develop
an alternative model for reforming the Minnesota@xt Foundation Program for

48



funding public elementary and secondary schools.mbdel was based on total
foundation revenues for FY 1979-80, 1980-81, arglli®8. The revenue sources that
were analyzed were the same as in the Carruth JX#8@y. Wilson (1984) proposed the
following research objectives:

1. Develop an alternative model for reforming the Miaata School Foundation
Program for funding public elementary and secondahpols.

2. Analyze the actual program, the alternative programl each of two
alternative model modifications to test for the iahle distribution of
revenues provided by each.

3. Compare the actual program to the alternative madelCarruth’s findings as
well as compare the alternative model to eachsahibdifications to
determine which offered the greater fiscal equitgt aealth neutrality for
financing Minnesota’s public schools (p.114).

The following null-hypotheses were tested in regarthe actual foundation program and
the alternative model. Also listed are the findifgseach null-hypothesis.

1. There will be no observable differences in fisaapdrity between the Carruth
(1980) predictions and the actual foundation reesrfor FY 1980-82. The
findings rejected this null-hypothesis, as the alctoundation revenue was
more disparate than Carruth’s predictions.

2. There will be no observable differences in weakhtrality between the
Carruth (1980) predictions and the actual foundetevenues for FY 1980-
82. Null-Hypothesis 2 was also rejected, as thexs more dependency on
local wealth than predicted by Carruth.
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. Trends toward the reduction of fiscal disparityhe various actual foundation
revenues will not be observable for the FY 198098 findings showed a

decline in fiscal disparity, so the null-hypothesigs not rejected.

. Trends toward a more neutral wealth distributionesenues for actual

foundation revenues will not be observable for P8Q through 1982. The
findings showed a decline between 1980 and 1982gard to wealth
neutrality; therefore, the null-hypothesis was mapécted.

. Trends toward the reduction of fiscal disparityhe alternative foundation
revenue will not be observable for FY 1980 throd§B82. Null-Hypothesis 5
was rejected as the findings either showed peegeity or a steady progress

toward improved equity.

. Trends toward a more wealth neutral distributionesenue for the alternative

foundation revenues will not be observable for P8A through 1982. The
findings indicated an improvement in the wealthtredity of each revenue
source. The null-hypothesis was therefore rejected.

. There will be no observable differences in fisaapdrity between the actual
foundation revenue model and the alternative fotiodaevenue model for
FY 1980 through 1982. Null-Hypothesis 7 was rejeécs there was a
reduction in fiscal disparity in the alternativetimed Wilson analyzed.

. There will be no observable differences in weakhtrality between the
actual foundation model and the alternative foulogamnodel for FY 1980

through 1982. The findings showed that the Ginif@@ent was lower in the
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alternative model and that it was decreasing dweryears analyzed. The null-
hypothesis was rejected.

9. There will be no observable differences in fisaapdrity between the
alternative foundation model and modifications #ddB of the alternative
model for FY 1982. Null-hypothesis nine was rejdcte

10.There will be no observable differences in weakhtrality between the
alternative foundation revenue model and modifareilA and IB in FY
1982. Null-hypothesis ten was also rejected.

Based upon the statistical analysis, Wilson datezththat the actual foundation
revenue was more disparate in equity and less kweealitral than the predictions given in
the Carruth (1980) study. Overall, there was detation in fiscal equity for FY 1980
through 1982. In addition, the alternative foundlatmodel showed less wealth
dependence and appeared to be more equitable dhistihersements of the revenue
sources analyzed than the actual foundation pragram

Jacobson (1986)

The purpose of the third equity study was to ases4983-84 foundation
formula versus the 1984-85 five-tier discretionfoymula with regard to fiscal equity
and wealth neutrality. The five-tier plan replatlked grandfather, replacement,
discretionary, and low fund balance componentsieffdundation aid program. The
tiered program contained a basic foundation aidgmmant, a cost differential
component, and three tiers of equalized levy aitthatacobson (1986) proposed the

following research questions and null-hypothesis:
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1. Were there fiscal equity and wealth neutrality eliéinces between the 1983-
84 foundation formula and the 1984-85 five-tiercdesionary formula? His
expected outcome was that on a statewide basre, Waild be no observable
effect upon fiscal equity or wealth neutrality betm the 1983-84 foundation
formula and the 1984-85 five-tier discretionarynhada.

2. What effect does the training and experience fdtwaoe on fiscal equity and
wealth neutrality in the five-tier discretionaryrfioula? Null-Hypothesis 2
again stated that the research would show no oaislereffect upon fiscal
equity or wealth neutrality as a result of thertnag and experience index.

3. What is the effect of the sparsity factor on fiseqlity and wealth neutrality
in the five-tier discretionary formula? Null-Hypasis 3 was that on a
statewide basis, no observable effect upon fisgaite or wealth neutrality
would be found in regards to the sparsity factor.

4. Is there a relationship between geographic locatimhfiscal disparities? The
4" null-hypothesis was that there would be no obdseveelationship
between geographic location and fiscal disparities.

5. Is there any relationship between the size of theasl district in terms of
enrollment and fiscal disparity? The last null-bgpesis was that there would
be no observable effect between school distriet sizerms of enrollment and
fiscal disparities (p.64).

Through the research and analysis of the foundgtiograms, all null-hypothesis

were rejected; however, there appeared to be inepnents in regard to geographic
location and school district enroliment. Basedlmngtudy, Jacobson (1986) concluded
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that on a statewide basis, the five-tier discretrgnmproved the fiscal equity as well as

the wealth neutrality. The training and experieimckex did not improve either fiscal

equity or wealth neutrality. The sparsity indexoalsd not improve fiscal equity or

wealth neutrality and was the most disparate corapbof the foundation program.

Overall, there seemed to be a “leveling up” fordadtrict size ranges in the study.
Vandal (1997)

Vandal (1997) conducted the fourth and final eqgsitydy. The purpose of the
study was to assess the 1993-94 general educétinair{g) formula with regard to fiscal
equity and wealth neutrality. The selected revesmueces analyzed were: basic revenue,
compensatory education revenue, sparsity reveraising and experience revenue,
supplemental revenue, referendum revenue, andgetedral education program revenue.
There were four research questions:

1. What were the fiscal equity and wealth neutralligmcteristics of

Minnesota’s school districts based on an analysisen1983-84 general
education formula?

2. What trends can be observed for Minnesota’s sctlistiicts from an
examination of like data elements from the fouranatudies of fiscal equity
and wealth neutrality in Minnesota?

3. What trends can be observed for regions of the $tain an examination of
like data elements from the four major studiessfdl equity and wealth

neutrality in Minnesota?
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4.

What trends can be observed for school districsroflar size from an
examination of like data elements from the fouranatudies of fiscal equity

and wealth neutrality in Minnesota (Vandal, 1994)p

Based on his research, Vandal (1997) had 16 plbthesis. They are listed

below along with the corresponding findings:

1.

On a statewide basis, an equitable distributiotheftraining and experience
(T & E) allowance will not be observable. This nlllpothesis was rejected

as the T & E allowance was observed to be distibequitably.

. On a statewide basis, an equitable distributiothefsparsity allowance will

not be observable. This null-hypothesis was nactefd as the allowance was
lacking in wealth neutrality.

On a statewide basis, an equitable distributiothefcompensatory allowance
will not be observable. The null-hypothesis ng¢ceed.

On a statewide basis, an equitable distributiothefsupplemental allowance
will not be observable. The null-hypothesis wasnegected.

On a statewide basis in 1994, there will be no nladde effect on equitable
revenue distribution per pupil unit of the excess/lreferendum. Again, this
null-hypothesis was not rejected due to the faat the excess levy was
dependent on local voter approval.

On a statewide basis, an equitable distributiothefcombined general
education program categories of the general educ&tirmula will not be
observable for 1994. This null-hypothesis was teg@s the overall general
formula was progressing to equitable distribution.
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7. On a statewide basis, there will be no observadi&ionship between
geographic local fiscal disparities, using the EG8glons. The null-
hypothesis was rejected.

8. On a statewide basis, there will be no observdidetebetween school
district size in terms of enrollment and fiscalpdisties. The null-hypothesis
was rejected.

9. On a statewide basis, trends toward improvemetitarequitable distribution
of the training and experience allowance will netdbservable between the
Jacobson (1986) study and the current study. Tiuenigs showed that there
was a trend toward more equity; therefore, the-hytlothesis was rejected.

10.0n a statewide basis, trends toward improvemetitarequitable distribution
of the sparsity allowance will not be observablenvaen the Carruth (1980)
study and the current study. The findings in redarsparsity showed that the
trend was progressing away from equity and themyplothesis was not
rejected.

11.0n a statewide basis, trends toward improvemethtarequitable distribution
of the compensatory allowance will not be observdigtween the Wilson
(1984) study and the current study. The null-hypsihwas not rejected.

12.0n a statewide basis, trends toward improvemeetjuitable distribution of
the supplemental allowance will not be observakkevben the Wilson (1984)
study and the current study. The null-hypothesis mat rejected.

13.0n a statewide basis, there will be no observdideteon the equitable
revenue distribution per pupil unit of the excessy/lreferendum between the
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Carruth (1980) study and the current study. Theifigs showed that since the
Carruth study there was a trend toward greatertyguerefore, the null-
hypothesis was rejected.

14.0n a statewide basis, trends toward improvemethtarequitable distribution

of the total general education program categoniesgnted in each study will
not be observable between the Carruth (1980) sandythe current study.
There was an improvement in equity between theuflato the Jacobson
(1986) study; however, there was lesser equity éetvthe current study and
the Carruth study. The null-hypothesis was notctep:

15.0n a statewide basis, there will be no observad&ionship between

geographic location and fiscal disparities betwtenCarruth (1980) study
and the current study. The null-hypothesis wastege

16.0n a statewide basis, there will be no observdidetebetween school

district sizes as measured by enrollment critegi@ben the Carruth (1980)
and the current study. The findings showed thafidsparities were
comparable from the Carruth to the Vandal (199uglstand the null-
hypothesis rejected.

Based on the findings of the research, Vandal{188me a variety of
conclusions. First, the implementation of the tiragnand experience allowance marked
an improvement in equity from the Jacobson (198&)ysthrough 1994. The sparsity
index became less equitable over time; howevengbalts were discounted as it was
only given to a small number of school districthe compensatory allowance could also
be discounted based on the same criteria of thsigpallowance. The supplemental
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allowance was not an equalizer in the Minnesotdifuppnformula. The same was true of
the excess levy because of the restrictions plaped it. Declining enrollment did not
appear to adversely impact the results of the estgdy analysis. Finally, significant
disparities existed across the regions of the stiadithe conditions had gotten worse over
the course of the studies.

Table 1 created by Larson, illustrates the recontdagons of the past four fiscal

equity studies.
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Adequacy

A common concept among all recommendations wasuadgcand the execution
of a future study based upon an adequate fundragtste. There have been two
different adequacy cost-out studies conductederptst 10 years. A cost-out study is
described as “a study that determines the amoumboky actually needed to make
available all of the educational services requicedrovide every child an opportunity to
meet the applicable state education standardsidhitAccess Network, 2006, para.l).
There are three primary adequacy methodologiesegsmnal judgment, expert
judgment (evidence-based), and successful schsiviats.

According to the National Access Network (2006§ professional judgment
approach is defined as taking teams of professidedchers, administrators, school
officials, etc.) and asking them to define an etiooal program that would meet stated
proficiency goals and to identify the specific nesmes that would be necessary for its
success. The expert judgment or evidence-basedagprs similar in nature to
professional judgment; however, in the expert judgtapproach, the teams are replaced
with educational policy experts. This approach sa@rent research and creates the
programs that are needed to meet the standardslyf-ihe successful school districts
approach identifies those school districts thatcareently meeting state standards and
uses their average expenditures as a fair estiofidihe actual cost of an adequate
education.

Of the three approaches, none have been used temlyisnore frequently than
the others. The biggest issue with the variousagures is that findings can vary
significantly from one approach to another. Inwdgtconducted by Taylor (2005), the
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successful schools approach had a per pupil raing®, b24 while the professional
judgment approach resulted in $7,504 per pupilffardnce of 46%. Taylor’'s study
illustrates the difficulty that can arise in tryit@reconcile varying results from two
different approaches.

The first cost-out study for the State of Minnesetes completed in 2004 when
Governor Pawlenty created a 19-member task foregamine the state’s funding
formula and recommend possible improvements. @sleforce hired consultants from
Management Analysis and Planning, Inc (MAP). Thafgssional judgment approach
was chosen as the medium of analysis. MAP brougjgther three panels over a three-
day period to determine an adequate funding leret¢hools. Each team created their
ideal school and expenditures that would be netmeteet the state’s educational
standards. Despite the fact that each panel ugeshtne approach, they came up with
varying results in regards to per pupil paymen?s941.84, $8,335.35, and $9,150.84
(Management Analysis and Planning, Inc., 2004).

The task force took the recommendations and firelprgsented in the study and
submitted their report to the Governbvesting in our Futuré2004 Task Force, 2004)
detailed a six-point plan for a 2tentury school funding system:

1. Minnesota’s 21 century educational funding formula should betenally
determined, learning-linked, student-orientated| ewst-based instructional
services allocation.

2. Minnesota’s education must be enhanced even fuothénking education

funding to school and student performance.
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. A district’s instructional services allocation, egdless of revenue source,
should be considered by the state as a local disereppropriately regulated,
block grant.

. School districts should continue to have state kzpthrevenue-raising
authority to support locally preferred educatiotivaiies, services, and
innovations through voter-approved referendums.

Minnesota should promote innovation in educatioa agans of maximizing
financial resources to school districts.

Minnesota education funding should be conceiveal fage-tier system:
instructional services, local district revenuesowvative programs, categorical

programs, and facilities and debt service (2004k Fasce, 2004, para.2).

Ultimately, no follow up occurred in regard to tsteidy’s recommendations.

Mary Cecconi, State Director for the Parents Uniietwork urged the 2005 Legislative

Session to continue studying the report, but thdystemained unutilized (Cecconi,

The next adequacy study was completed in 2006ugeAblick, Palaich, and

Associates, Inc. (Silverstein, Rose, & Myers, 2086he request of P.S. Minnesota, a

coalition of statewide education organizationsep#s, and public school supporters

dedicated to meeting the academic challenges faoday’s students. The coalition

operates on three beliefs:

It's time to fund public schools in a way that ham#innesota’s

constitutional commitment to educate all students.
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2. It's time to fund public schools in a way that al®districts to meet state and

federal standards as well as community expectations

3. It's time to fund public schools in a way that caially accounts for the real

costs of meeting the needs of individual studentsiadividual districts (P.S.
Minnesota, 2013, para.4).

Silverstein et al. (2006) used both the professiputigment approach and the
successful schools approach. Using the first agbr,aae researchers concluded that a
per pupil payment of $5,938 was needed to meeat stahdards. Using the latter
approach, a per pupil payment of $5,359 was cakedl¢Silverstein et al., 2006). For
comparison purposes, the actual per pupil paynme2®04-05 was $4,601 per pupil.
Implementing the study’s recommendations would Haaen an increase in state funding
of $1.79 billion and $1.05 billion respectfully (8aerg, 2007). One perceived flaw with
this study is that it did not take into account lingal operating revenues, which were
additional funds outside of the state funding gyste

The issue of equitable school funding has beentddldar well over a century.
Some modifications to the funding formula have lteslin increased equity, while some
have not. Several studies have been completedeomaltter, including four dissertation
studies. The last study; however, was completed tyegears ago. Several adjustments
to Minnesota’s funding formula have taken placesiwandal’s study in 1997. This
study incorporates these funding changes andhdtketfore be a clearer picture of the
current state of public school funding in Minnesdtae exact research design is

thoroughly discussed in the following chapter.
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Chapter llI
THE RESEARCH DESIGN

The purpose of this study was to evaluate the itnglagolicy change on fiscal
equity and wealth neutrality in Minnesota betweisndl year 2003 and 2012. The study
was based on three research questions:

1. Based on an analysis of the trend data from figeats 2003 to 2012 general
education formula, what were the fiscal equality arealth neutrality
characteristics of Minnesota’s school districts?

2. Based on an examination of like data elements fiwerfour major Minnesota
fiscal equality and wealth neutrality studies, wiiahds can be observed?

3. Based on the recommendations of previous studiest legislative impact
did they have?

The purpose of this chapter is to detail the nesedesign that was used to
analyze the fiscal equity and wealth neutralityhaf Minnesota Public School funding
formula. This chapter identifies both the populatad study and the data included in the
analysis. In addition, the conceptual frameworkefealuating the equity of the formula is
explained, as well the fiscal equity measures hadmealth neutrality measures. Finally,

the research hypothesis is likewise explained.
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The Population

The survey population for this study included Ba®lic Operating Elementary
and Secondary Independent Districts (type 1 classion) as derived from the
Minnesota Department of Education (Minnesota Depant of Education, 2012). Three
public school districts were not included: Pringband Franconia were eliminated as the
school districts are Non-Operating Common Schostrits (type 2 classification) and
Pine Point was eliminated as it has no recordepgstg wealth. This was consistent with
prior dissertation studies. The number of distnctthe Vandal (1997) study totaled 392;
however, this number is not consistent with theenirstudy as there have been
consolidations in k-12 public school districts s the state since that time.

The Data

The statistical measures used in this study wensistent with that of Vandal
(1997) for comparison purposes. Two data sources utdized: demographic data and
revenue data. The demographic data consisted ofaime of each school district, the
school district number, and the weighted averagjg deembership (WADM) for the
2011-12 school year. All demographic data was abthfrom the Minnesota Department
of Education (MDE) website. The revenue data inetubdasic general education revenue
per (WADM), basic skills revenue, referendum revegrand total general revenue. All
revenue sources were gathered from 2003-2012 id&td bn the MDA website.

The focus of this study was fiscal equality andltfeneutrality. In order to
remain consistent with previous studies, the regafata was encoded using a common
statistical treatment (Vandal, 1997). For dataysislpurposes, the scheme R(X,Y) is
used where X denotes the revenue source, so that:
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Table 2. R(X) Data Analysis Scheme

1 General basic revenue per WADM

2-3 Basic skills: compensatory and limited Englsbficiency (LEP)
revenue

4 Training and experience revenue

5 Sparsity revenue

6 Equity revenue

7 Transition revenue

8 Referendum revenue

9 Total general education revenue

And Y denotes the fiscal year of the data usetiénainalysis, so that:
0= thefiscal year ending June 30, 2003

The coding system produced the following variables:

Variable Code Variable Name
R(1,0) 2002-03 general basic revenue per WADM
R(2,0) 2002-03 compensatory revenue
R(3,0) 2002-03 LEP revenue
R(4,0) 2002-03 training and experience revenue
R(5,0) 2002-03 sparsity revenue
R(6,0) 2002-03 equity revenue
R(7,0) 2002-03 transition revenue
R(8,0) 2002-03 referendum revenue
R(9,0) 2002-03 total general education revenue

Research Methodology
There have been four previous equity studies caedumn the Minnesota funding

formula: Carruth (1980), Wilson (1984), Jacobsd@8@), and Vandal (1997). To
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maintain consistency and provide longitudinal ddtes research parallels those studies in
research design.

This study used the recommendations of Berne &@&t{(1984) for the basis of
the statistical devices used to analyze the Miniaelsmding formula. Berna & Stiefel
(1984) established the rationale for the use of/tlv&ance, permissible variance,
coefficient of variation, and Gini Coefficient ihe study of school equity.

The dependent variable for the research was fespadlity. True fiscal equality
requires that equal revenues be available for spebific source of revenue and that
these revenues not be a function of the schoaidistealth, but rather a function of the
wealth of the state as a whole (wealth neutrality).

Fiscal Equity Measures

Three different measures of fiscal equity were useahalyze the equity of the
Minnesota funding formula. The statistical tooledisvere the variance, permissible
variance, and coefficient of variation. The state&d measures were consistent with the
Vandal (1997) study. The measures are describéullaws:

Variance The variance is the average of the squared tlengaof each per-pupil
object from the mean per-pupil object; the smahervariance, the smaller the variation
in the distribution of a given variable (revenuB)e variance was used to analyze the
degree to which there is dispersion around the ptearsmaller the variance, the greater
the equity of the particular variable (revenue)e Tormula for computing the variance

was as follows:
N a r \
> ., Pi(xp — xi)* | LL, Pi

Where Pi = the number of pupils in district i
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N = the number of districts
Xi = the average revenues per pupil in disfrict
Xp = the mean revenues per pupil for all pupils

Permissible Varianc& he permissible variance is the ratio of the alcsum of

per-pupil objects for pupils below the median te sum of the per-pupil objects that
would exist if each pupil below the median weréhatmedian per-pupil object. In other
words, “permissible variance shows to what exteatfinding formula succeed in
‘leveling up’ the bottom half to the middle (Bak@Q13, p.9). The permissible variance

is also known as the McLoone index and is compatefbllows:
¥/__ p,xi IMpX/_, Pi where districts i through J are below Mp

Where Pi the number of pupils in district i
the number of districts
Xi = the average revenues per pupil in disfrict

the median revenues per pupil for all psipil

pd
I

The permissible variance is expressed as a deuiittah value between zero and one.
The closer the decimal approaches one, the clbsestiject is to equity. The number can
also be used to determine the revenue needednty thke weighted pupil units up to the
median level.

Coefficient of Variation The coefficient of variation is the square robthe

variance of per-pupil objects divided by the meangupil objects. The coefficient of
variation is typically between zero and one. Simitathe variance, a smaller coefficient
of variation indicates a smaller distribution betwehe objects, thus showing greater
equity. The coefficient of variation is used to shite overall disparity in revenues
across school districts and is computed as follows:

VVAR | Xp
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Where VAR = variance and Xp = the mean revenuegpyeil for all pupils
Wealth Neutrality Measures

The measure of wealth neutrality that was useldda<3ini Coefficient, also
known as the Gini Index. This tool examines th@elision of two different variables. In
this case the distribution of per pupil revenues e wealth measure of per pupil
property valuations. The process begins by ran&lhgchool districts from the lowest to
the highest based on the per pupil property wedltis value is shown by the adjusted
net tax capacity (ANTC).

Once the districts have been ranked, the Gini f@oeit involves the calculation
of a cumulative percentage distribution of per ptymding, which again ranks from the
poorest to the richest districts. Results are shaswalues from zero to one with a value

of one showing absolute equity. The Gini Coeffitisncalculated with the formula:

TN, I, Pippxi—Xj | | (2, PiYXp)

Where Pi = the number of pupils in district i
N = the number of districts
Xi = the average revenues per pupil in disfrict
Xp = the mean revenues per pupil for all pupils

Figure 2, originally created by Carruth (1980) esants a visual road map of
both the fiscal equity and wealth neutrality measuivandal, 1997). The figure shows
the importance of how the statistical measuresrggican be directly traced back to
social issue that have been used in regard td #sgaty in legal cases against state’s

funding of k-12 public education.
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DEPENDENT VARIABLE

COMPONENTS

Fiscal Equity

STANDARDS

CRITERIA

MEASURES

Equal revenues for each
state-defined unit of
need

Equal treatment of
Equals AND Unequal
treatment of Unequals

Reduction of Disparity
or variance

Coefficient of Variation
Variance Permissible
Variance

Revenues available not
a function of school
district property wealth

Equal Opportunity

Fiscal Neutrality

Gini Coefficient

Figure 2. Framework for Equity Evaluation.

For a comparative analysis with previous equitylis,, several null hypotheses

were tested:

1. On a statewide basis, an equitable distributiotherbasic general formula

Research Hypotheses and Procedures

revenue will be observed during 2003 to 2012 shguistal equity.

2. On a statewide basis, an equitable distributiothefbasic skills

(compensatory and LEP) revenue will not be obsedegthg 2003 to 2012.

3. On a statewide basis, an equitable distributiotheftraining and experience

revenue will not be observed during 2003 to 2012.
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4. On a statewide basis, an equitable distributiothefsparsity revenue will not
be observed during 2003 to 2012.
5. On a statewide basis, an equitable distributiothefequity revenue will not
be observed during 2003 to 2012.
6. On a statewide basis, an equitable distributiotheftransition revenue will
not be observed during 2003 to 2012.
7. On a statewide basis, an equitable distributiotherreferendum revenue will
not be observed during 2003 to 2012.
8. On a statewide basis, the wealth neutrality oftth@ general revenue
distribution will not be observable in 2003 to 2012
Summary
The research will be conducted with statisticabsuges based on fiscal equity
and wealth neutrality. Only the public schools tivare identified through the
Minnesota Department of Education, as type 1 schadl be analyzed based on
the hypothesis explained above. The research ctedlon the fiscal years from
2003 to 2012 will detail the current inequity o€tA011-2012 funding formula.
Chapter four will provide the findings of the resgg followed by

recommendations from the researcher in chapter five
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Chapter IV
RESEARCH FINDINGS
The purpose of this study was to evaluate the itpigoolicy change on fiscal
equity and wealth neutrality in Minnesota betweendl year 2003 and 2012. The survey
population includes 333 Public Operating Elemengarg Secondary Independent
Districts (type 1 classification) as derived frome tMinnesota Department of Education
(Minnesota Department of Education, 2012). The messof fiscal equity and wealth
neutrality were the same used by Vandal in 199% Study was based on three research
guestions:
1. Based on an analysis of the 2003 to 2012 geneugla¢ion formula, what
were the fiscal equality and wealth neutrality euaderistics of Minnesota’s
school districts?
2. Based on an examination of like data elements ti@rfour major Minnesota
fiscal equality and wealth neutrality studies, wiiahds can be observed?
3. Based on the recommendations of previous studiest legislative impact
did they have?
Three different measures of fiscal equity were useshalyze the equity of the
Minnesota funding formula: variance, permissibleasace, and coefficient of variation.

The measures are described as follows:
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Variance The average of the squared deviation of eaclpppii-object from the
mean per-pupil object; the smaller the variance stinaller the variation in the
distribution of a given variable (revenue). Theiaace is used to analyze the degree to
which there is dispersion around the mean; thelsmthle variance, the greater the equity
of the particular variable (revenue).

Permissible Variance (McLoone IndeXhe ratio of the actual sum of per-pupil

objects for pupils below the median to the sumhefgier-pupil objects that would exist if
each pupil below the median were at the mediarpppitobject. The closer the decimal
approaches one, the closer the object is to edlity.number can also be used to
determine the revenue needed to bring the weigtied units up to the medial level.

Coefficient of Variation The square root of the variance of per-pupil ctge

divided by the mean per-pupil objects. The coedfitiof variation is typically between
zero and one. As with the variance, the smallectefficient of variation, the smaller
distribution between objects showing greater equitys tool is used to show the overall
disparities in revenues across school districtg. Sdctions below detail the researcher’s
findings in regards to Null-Hypotheses 1 through 7.

Null-Hypothesis Results

Null-Hypothesis 10n a statewide basis, an equitable distributicih® basic

general formula revenue will be observed betwed82hd 2012 showing fiscal equity.

Results Table 3 represents the statistical findings gard to Null-Hypothesis 1:
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Table 3. Fiscal Equity Analysis of the Basic Geh&evenue.

Basic/ADM Basic Permissible  Basic Coefficient of

Variance Variance Variation
R(1,0) 8640.350 0.9932 0.0172
R(1,1) 4077.685 0.9930 0.0118
R(1,2) 3535.559 0.9949 0.0110
R(1,3) 4249.709 0.9925 0.0116
R(1,4) 3694.800 0.9925 0.0104
R(1,6) 3726.501 0.9915 0.0102
R(1,7) 4247.780 0.9921 0.0109
R(1,8) 3842.041 0.9918 0.0104
R(1,9) 4446.438 0.9907 0.0111

The basic general revenue establishes the minilaweh of funding for school
districts. It is the most equitable revenue souasess approaches perfect equity in regard
to both the permissible variance and the coeffioidvariation. This result is expected as
the basic general revenue is a flat foundation magrgiven to all school districts based
on their WADM. For the 2011-12 school year, thenfdation payment was
$5,224/WADM.

Based on the results above, an equitable distobuwtias observed; therefore,
Null-Hypothesis 1 was accepted.

Null-Hypothesis 20n a statewide basis, an equitable distributicthe basic

skills (compensatory and LEP) revenue will not beesved between 2003 and 2012.
The basic skills revenue in the Minnesota fundimgiula is broken into two sub-
categories: compensatory and LEP. Compensatoryuevis disbursed based on a school

district's number of students that are eligiblefi@e or reduced lunches. LEP revenue is
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based on a school district’s limited English prigficy students. Districts can receive
LEP funding for the first five years a particuldeR student is enrolled. All school
districts receive some basic skills revenue.

Results Table 4 represents the compensatory statistiodiinigs.

Table 4. Fiscal Equity Analysis of the Compensafeyenue.

Compensator Compensatory Compensatory
P y Permissible Coefficient of
Variance . o
Variance Variation
R(2,0) 196443.453 0.4016 1.5389
R(2,1) 161382.703 0.3805 1.4448
R(2,2) 169621.721 0.3943 1.3547
R(2,3) 186812.741 0.4184 1.2749
R(2,4) 202815.660 0.4493 1.2757
R(2,5) 201247.749 0.4403 1.1836
R(2,6) 201885.923 0.4542 1.1403
R(2,7) 191150.820 0.4671 1.0902
R(2,8) 218278.841 0.4921 0.9961
R(2,9) 211753.560 0.4997 0.9277

The statistical findings for Null-Hypothesis 2 shthat the compensatory revenue
is not equitable. In order to reach perfect equlig, permissible variance should
approach 1.0. The compensatory revenue was bemwobsistently over the 10-year
period. The coefficient of variation also indicatatinequitable distribution of funds.
The permissible variance; however, was improvingrdkat timeline as was the
coefficient of variation. Permissible variatiorhgeves perfect equity as it approaches
1.0. The findings from the analysis of compensatevenue show a gradual increase,

but a distance away from approaching true equity.
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Based on the statistical results in terms of tlegumable distribution of funds,
Null-Hypothesis 2 was accepted.

The second sub-category of basic skills is the t&fnue source. Table 5
represents the research findings for this sub-oayeg

Table 5. Fiscal Equity Analysis of the LEP Revenue.

LEP LEP Permissible LEP Coefficient of
Variance Variance Variation

R(3,0) 7154.679 0.4777 3.3834
R(3,1) 3363.206 0.4614 2.6360
R(3,2) 3301.323 0.4877 2.2982
R(3,3) 3384.655 0.4586 2.4240
R(3,4) 3481.739 0.4758 2.5654
R(3,5) 3466.783 0.4857 2.4533
R(3,6) 3465.008 0.4555 2.6756
R(3,7) 3200.011 0.4499 2.5713
R(3,8) 3000.673 0.4600 2.3816
R(3,9) 3192.916 0.4654 2.3544

The findings for LEP were similar in nature to t@mmpensatory revenue. The
permissible variance varied between a high of 074872005 to a low of 0.4555 in 2009.
It failed to rise above the 0.5 level, leading tiinaing of inequitable distribution on a
statewide scale. As previously indicated, in otdareach perfect equity, the permissible
variance should approach 1.0. The coefficientasfation had a range of 3.3834 in 2003
to 2.2982 in 2005. These values show a wide vagiamcevenue disbursement statewide.
LEP revenue is disbursed to school districts basetthe number of students with limited

English proficiency.

78



Once again, these statistical findings lead tnaquitable disbursement of
funding; therefore, Null-Hypothesis 2 was againegted.

Null-Hypothesis 30n a statewide basis, an equitable distributfoth® training

and experience revenue will not be observed bet®668 and 2012.
Training and experience revenue (T & E) was tlirel ttevenue source analyzed.
T & E was disbursed to school districts based erettperience and education of
individual faculty members. The T & E revenue wagaaled and data is not available for
the 2011-12 school year. This will be statisticallpresented with “NA” in Table 6.
Results Table 6 represents the findings in regard toningl and experience
revenue.

Table 6. Fiscal Equity Analysis of the T & E Revenu

T&E T & E Permissible T & E Coefficient
Variance Variance of Variation
R(4,0) 791.857 0.2235 0.9379
R(4,1) 695.123 0.2445 1.0546
R(4,2) 538.137 0.1050 1.2209
R(4,3) 358.951 - 1.3532
R(4,4) 207.566 - 1.6007
R(4,5) 95.834 - 1.9579
R(4,6) 54.045 - 2.4505
R(4,7) 25.882 - 2.5437
R(4,8) 14.661 - 3.8290

R(4,9)

- = could not be collected due to median =0

Because not all school districts received T & Bdimg between fiscal years 2006

and 2011, the permissible variance could not bepted as the median level equaled
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revenue of 0. For fiscal years 2003 to 2005, threnssible variance results displayed an
inequitable distribution in terms of T & E revenddwe coefficient of variation results
also displayed an inequitable distribution. Frord2@ 2011, the range of distribution
widened until it was repealed by the state legistain fiscal year 2012.

Based on the statistical results detailed abové;Mypothesis 3 was accepted.

Null-Hypothesis 40n a statewide basis, an equitable distributioth® sparsity

revenue will not be observed between 2003 and 2012.

Sparsity revenue provides funding for small amdbi®d school districts. The
revenue formula takes into account the school’slenent, distance to the nearest
district, and geographic area. Schools with smaibkments in larger geographic
districts tend to receive the largest portion @rspy revenue.

Results Table 7 displays the fiscal equity findings imte of sparsity revenue.

Table 7. Fiscal Equity Analysis of the Sparsity Bewe.

Sparsity

Spasy petmioane Py Coefien
R(5,0) 27740.065 - 1.5421
R(5,1) 28707.961 - 1.4862
R(5,2) 30383.851 - 1.4647
R(5,3) 34741.472 - 1.4228
R(5,4) 39209.266 - 1.3944
R(5,5) 42993.298 - 1.3731
R(5,6) 46715.905 - 1.3424
R(5,7) 47776.642 - 1.3327
R(5,8) 49224.809 - 1.3285
R(5,9) 52754.334 - 1.3050

- = could not be collected due to median =0
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Like the T & E revenue, not all school districtseive sparsity funding. In fiscal
year 2012, only 98 school districts received sparsvenue; a figure that represents less
than 30% of all school districts. Because of tthie, median revenue was zero between
2003 and 2012. As a result, permissible variancédaoot be computed.

The results of the coefficient of variation randeam a high of 1.5421 in 2003 to
a low of 1.3050 in 2012. Perfect equity would bkhieeed at a coefficient of variation of
zero. The findings detailed above show an ineglatdisbursement of the sparsity
revenue on a statewide basis. The number was daugezach year; however, which
indicates an improvement in overall equity.

Based on the results described above, Null-Hypahkewas accepted.

Null-Hypothesis 50n a statewide basis, an equitable distributicth@® equity

revenue will not be observed between 2003 and 2012.

Equity revenue is intended to reduce the per plipparities between all school
districts. Equity revenue has three sub-categorgggilar (which all school districts
receive), low-referendum (which is an equalizinghponent based on the school
district’'s excess levy referendum), and a suppleéat@mponent for districts with
referendum amounts below 10% of the state avetageder for a school district to
receive the low-referendum and supplemental commsn#e school district must have
a voter approved excess levy referendum in thetridi. This is important because if a
school district does not have voter approval fogfarendum levy, they do not qualify for
the equity revenue regardless of what their locaperty tax rate may be.

Results Table 8 details the equity results in terms afiggrevenue.
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Table 8. Fiscal Equity Analysis of the Equity Reven

Equity Equity Permissible Equity Coefficient
Variance Variance of Variation
R(6,0) 1.263 0.4613 0.0261
R(6,1) 580.924 0.5402 0.5605
R(6,2) 940.992 0.5591 0.5288
R(6,3) 1234.922 0.6353 0.4880
R(6,4) 1414.186 0.7548 0.3008
R(6,5) 1236.045 0.7837 0.2812
R(6,6) 1323.907 0.7542 0.2910
R(6,7) 1375.106 0.7541 0.2990
R(6,8) 1217.209 0.7522 0.2859
R(6,9) 1169.080 0.7363 0.2825

The statistical findings for equity revenue showrarease in fiscal equity from
2003 to 2012. The permissible variance in 2003 0v&613, but that figure rose to
0.7363 in 2012. Perfect equity occurs at a perssiariance of 1.0. Although the
findings in this case did not represent equitygpess is indicated by the statistical
improvement over the 10-year period.

The coefficient of variation also displayed anréase in equitable distribution
over the duration of the time period. The findif@®261 in 2003 could have been the
result of the general levy-roll in that year of $4fto the basic general funding. Overall,
the coefficient was making progress and moving tdveerfect equity at 0.0.

Because of these findings, Null-Hypothesis 5 wasacoepted.

Null-Hypothesis 6 On a statewide basis, an equitable distributicth® transition

revenue will not be observed between 2003 and 2012:
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Transition revenue was created due to funding tdemodifications as the result
of a 2003 amendment by the Minnesota legislatune.r€venue ensures that districts
receive funding that equals the amount the distvauld have received prior to the
amendment. The first year school districts wergildk for transition revenue was the
2004 fiscal year. Not all school districts recetransition revenue. In fiscal year 2012,
two hundred school districts received the funding.

Results Table 9 details the equity results in regardaagition revenue analysis.

Table 9. Fiscal Equity Analysis of the Transitioavienue.

Transition Transition Permissible Transition Coefficient

Variance Variance of Variation
R(7,0)
R(7,1) 5236.613 0.1602 4.0202
R(7,2) 5169.120 0.1653 3.9942
R(7,3) 4949.250 0.2555 3.7026
R(7,4) 4818.811 0.1795 4.0833
R(7,5) 4795.264 0.1851 3.8471
R(7,6) 4675.824 0.1810 3.7988
R(7,7) 4573.778 0.17964 3.7572
R(7,8) 4534.322 0.17893 3.7409
R(7.9) 4478.132 0.17988 3.7177

The statistical findings for transition revenu@wtan inequitable distribution.
The permissible variance had a high of 0.2555 620ut dropped to a score of 0.17988
in 2012. The coefficient of variation had scoresgiag from a high of 4.08 in 2007 and a
low of 3.7177 in 2012. The ideal equity value floe toefficient of variation is zero. The
values detailed above show a wide range of dismeseacross the state.

As a result of these findings, Null-Hypothesis Gvaacepted.
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Null-Hypothesis 70n a statewide basis, an equitable distributicihe

referendum revenue will not be observed betweeid 200 2012.

Referendum revenue is an equalized revenue sbasasl on a school district’s
local referendum levy. The first $700 per pupibadistrict’'s referendum levy is
equalized at $476,000 per pupil of referendum mtarékie. Any amount over $700 is
equalized at $270,000 per pupil of referendum cd@né1,576.35 per pupil for fiscal
year 2012. A school district only received refer@mdfunding if it passes a voter
approved referendum levy. 301 school districts déatal referendum levy during fiscal
year 2012.

Results Table 10 details the statistical findings in teraf referendum levy.

Table 10. Fiscal Equity Analysis of the ReferendRavenue.

Referendum Referendum Referendum Coefficient
Variance Permissible of Variation
Variance
R(8,0) 133365.756 0.2550 1.1202
R(8,1) 176871.871 0.2725 1.0232
R(8,2) 166773.337 0.3713 0.7945
R(8,3) 158206.235 0.4513 0.6718
R(8,4) 186135.061 0.5283 0.6353
R(8,5) 205501.427 0.4798 0.6192
R(8,6) 258286.581 0.5032 0.6221
R(8,7) 326058.820 0.5583 0.6773
R(8,8) 323812.327 0.5471 0.6437
R(8,9) 321282.874 0.5601 0.6270

The findings for both the permissible variance dralcoefficient of variation

show an increase in equity over the fiscal yeaf320 2012. Perfect equity occurs at 1.0
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for permissible variance and 0.0 for coefficienivafiance as specified in the statistical
definitions. As indicated above, although neithatistical measure is close to perfect

equity, both are improving. Figure 3 shows a linregression of the permissible

variance.
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Figure 3. Permissible Variance Regression.

The figure indicates that if the permissible vackeeps increasing at the 2003-
2012 rate, it will reach a score of 0.9 in fiscaly 2020, contingent upon no future

modifications to the formula.

Based on these findings, null-hypothesis is acceiéhough, referendum

revenue is showing improvement.

Null-Hypothesis 80n a statewide basis, the wealth neutrality efttital general

revenue distribution will not be observable betw2663 and 2012.
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The measure for wealth neutrality that was useélda<Gini Coefficient, also
known as the Gini Index. This tool examines th@elision of two different variables, in
this case the distribution of per pupil revenues tre distribution of wealth measure of
per pupil property valuations.

Results Results of the analysis are shown in Figure Bafises from zero to one.
A value of zero indicates perfect equity.

Table 11. Wealth Neutrality Analysis of the Totargral Revenue.

Gini Coefficient

R(8,0) 0.01624
R(8,1) 0.00980
R(8,2) 0.00607
R(8,3) 0.00577
R(8,4) 0.00622
R(8,5) 0.00579
R(8,6) 0.00529
R(8,7) 0.00670
R(8,8) 0.00578
R(8,9) 0.00550

Over the 10-year period, the Gini Coefficient sated a progression towards
equity. Fiscal year 2003 had an index score of@2@1while 2012 improved to 0.00550.
The trend data indicates index scores that wereedsing over time and approaching
zero; therefore, the wealth neutrality of the tggaheral revenue distribution was
observed.

Because of this data, Null-Hypothesis 8 was no¢jpied.
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Summary of Findings

1. Null-Hypothesis 1 waacceptedas an equitable distribution of the basic

general formula revenue was observed.

2. Null-Hypothesis 2 waacceptedas an equitable distribution of the basic skills

revenue was naibserved.

3. Null-Hypothesis 3 waacceptedas an equitable distribution of training and

experience revenue was ratiserved.

4. Null-Hypothesis 4 waacceptedas an equitable distribution of the sparsity

revenue was naibserved.

5. Null-Hypothesis 5 wasot accepte@s an equitable distribution of the equity

revenue was observed.

6. Null-Hypothesis 6 waacceptedas an equitable distribution of the transition

revenue was naibserved.

7. Null-Hypothesis 7 waacceptedas an equitable distribution of the referendum

revenue was naibserved.

8. Null-Hypothesis 8 wasot accepteds the wealth neutrality of the total

general revenue distribution was mdiserved.

Based on these findings, the basic general formayi@nue and the equity revenue
were the only sources that indicated equitableidigion. In addition, the total general
revenue distribution did indicate wealth neutral®f the revenue sources studied, the
training and experience revenue proved to be th& mequitable funding source, but it

was repealed beginning with the 2012 fiscal year.
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The final chapter details the recommendationsdhabeing presented as a result

of this data.
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Chapter V
CONCLUSIONS AND RECOMMENDATIONS

Chapter IV detailed the findings of the fiscal igand wealth neutrality
statistical analysis. The fiscal equity of seveealenue sources was analyzed using the
statistical tools of variance, permissible varigraoed coefficient of variation. The wealth
neutrality of the total general education fundingsvanalyzed using the Gini Coefficient.

Chapter V consists of four sections; a summaipeffindings from the research
conducted and conclusions that can be drawn or tiadings, a historical review of the
Minnesota Fiscal Equity like statistical findingsrin the four previous equity studies
completed on the Minnesota funding formula, anysiglof the previous studies’
recommendations and how they compare to the 20IMiiesota funding formula, and
this researcher’'s recommendations based on the di@a, historically comparative data,
and previous equity study recommendations.

Summary of Findings
Basic General Formula Revenue

The most equitable revenue source was the basauey which was expected as
the basic revenue is a foundation payment. Eaobosgets the same amount of funding
per WADM. This would be an example of a horizomqlity payment that does not take
the individual characteristics of the students, dgraphics, location, etc. into account.
For the 2011-12 school year, the foundation paymest$5,224 per student. The
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guestion remains whether or not the current fouaddével is an adequate amount in
order to meet the accountability standards thapk®ed upon school districts.
Basic Skills Revenue

The basic skills revenue is broken into two sulegaties for disbursement:
compensatory, which is based on the school’s numibsiudents that qualify for free or
reduced lunches and limited English proficiency R)Ewhich is dependent upon the
number of LEP students in a school’s district. Boftthese sub-categories fall under the
standards of vertical equity as additional fundsgiven to offset the extra costs
associated with educating these sub-groups.

The statistical analysis showed both the basit¢sskdmponents are distributed
inequitably on a statewide basis, but they havevalm gradual progress over the years
analyzed as well. However, these categorical rexvaources are specifically designed to
help alleviate the additional pressures involveth\w@bme sub-groups. Looking at these
revenue sources individually does not take intmantthe true purpose they serve in the
overall Minnesota funding formula which is to prdeivertical equity to the sub groups
where additional support is needed to meet theicaibnal needs.

Training and Experience Revenue (T & E)

The T & E revenue was found to be the most ineqlétlunding source analyzed.
The legislature repealed the T & E revenue begmmrfiscal year 2012 due to
legislative manipulation of the revenue categotye ©riginal intent was to offer
assistance to the metro school districts as itimase to pay teachers with greater years

of experience and costs of living.
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Sparsity Revenue

Sparsity revenue was found to be an inequitabldifighsource on a statewide
basis; however, the purpose of the sparsity cayagdo help isolated school districts
that may be facing declining enrollment, a situathich leads to a decline in basic
education funding. Declining enroliment; howeveses not necessarily lead to declining
costs. For example, a district experiencing deatjrenrollment might not see a decline in
transportation costs as many of these districtg henge geographical areas. The
inclusion of sparsity revenue in the funding foremaén be classified as an attempt at
vertical equity and should be kept in the funditrgcture.

Equity Revenue

Equity revenue is a three-tier system. The fiest ¢an be categorized as
foundation type revenue as every school districtires a portion of the equity payment.
The following tier is an equalized revenue sourasddl on local districts taxing ability to
raise a set level amount. The local district’s ggiridex is compared to the 85
percentile index, with the difference equalized aate of the difference times a set dollar
amount. Lastly, the third tier is a supplementaayment made specifically to school
districts whose referendum amount is below 10%efstate average referendum
amount. From 2008 to 2012, equity revenue had migsible value index between
0.7837 and 0.7363. The coefficient of variatiomttelata also showed a statistical
decrease, from a 0.5605 in 2004 to a 0.2825 in 2012

These results lead to a finding that the equitgnexe source is working as an
equitable distribution on a statewide scale aglta is approaching an equitable
distribution in both statistical measurements redp#y. In fact, the equity revenue
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category of the Minnesota funding formula allocatesel funds more equitable than any
other revenue source excluding the basic generahte category. The intent of this
particular category is to provide supplemental veses to school districts where their tax
base may be considered property poor; howeverrekienue source is tied directly to the
ability of a local school district to pass a leejarendum.
Transition Revenue

This revenue source was created due to fundinguiarmodifications as the
result of a 2003 amendment by the Minnesota legistaThis source is a good example
of “inequitable equilibrium” that was discusseddhapter Il. In regard to transition
revenue, the permissible variance had a high &35h2n 2005, but dropped to a score of
0.17988 in 2012. The coefficient of variation hadres ranging from a high of 4.0833 in
2007 and a low of 3.7177 in 2012. The statisticadihgs for transition revenue show an
inequitable distribution.

Referendum Revenue

Referendum revenue is an equalized revenue soassgllon a school district’s
local referendum levy. A school district only reees referendum funding if it passes a
voter approved referendum levy. Overall, the refdten levy was found to be
inequitable; although, both the permissible vargacd the coefficient of variation were
making progress during the fiscal years that werdisd. However, the linear regression
model showed that in regard to permissible variaaseale index of 0.9 would not be
achieved until after the year 2020, providing thereo future legislative modifications to
the referendum component. A main concern with ezféum revenue is that it is
dependent on local voters passing a referendum Iethe local voters do not pass the
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levy, those school districts are not eligible; heer 90% of school districts had an
operating local referendum levy in 2012.
Wealth Neutrality

In regard to the wealth neutrality of the total @&l education revenue statewide,
the results were very positive. A Gini Coefficiemtlex approaching zero is desirable for
perfect equity. The Gini index over the past eigrdrs had a mean score of 0.00589.
This finding suggests that overall the Minnesotading formula is distributing the funds
equitably throughout the state. This is impor@sagain the definition of wealth
neutrality states “the quality of public educatimay not be a function of wealth other
than the wealth of the state as a whole” (Coongn€lll, & Sugarman, 1970, p.2).

Historical Review of Minnesota Fiscal Equity Stuslie

Previously, four equity studies have been conductethe Minnesota funding of
k-12 public schools. Carruth completed the firatdgtbased on projections made during
the 1980 fiscal year, Wilson analyzed fiscal ye283, Jacobson based his study on fiscal
year 1985, and Vandal focused on fiscal year 198# section will review the statistical
findings of like data elements over that time perincluding findings that are
representative of the 1980s, 1990s, and 2012.

Basic General Formula Revenue

None of the previous researchers analyzed the hasiling revenue source. This

researcher chose to include it in order to proadexample of what a revenue source

that is approaching perfect equity would look like.
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Sparsity Revenue
The first common revenue source analyzed was thsispindex. Table 12
represents the findings from all four researchers.

Table 12. Historical Comparison of the EquitablstBibution of the Sparsity Revenue.

Coefficient of

Researcher Variance Permissible Variance o
Variation
Carruth
Wilson 3182.000 0.6100
Jacobson 750.745 -0.0110 2.6800
Vandal 2351.730 - 7.76687
Larson 52754.334 - 1.3050

- = Permissible variance could not be calculatethastate had a median =0

Overall, the results are statistically similar@gard to the disbursement of
sparsity revenue. The variance over the yearsntasadsed drastically as the amount of
revenue has increased. The coefficient of varidt@s also increased, which is a sign that
the sparsity revenue inequity may be improving. iAganly approximately one-third of
the 333 public school districts in Minnesota reeesparsity revenue and the intent of the
sparsity revenue is to provide support to the sndlilstricts in a sense of a form of
vertical equity.

Training and Experience Revenue

The research conducted by Carruth (1980) and W{i$885) did not include any

training and experience funding. Table 13 represtd historical trends of the training

and experience revenue for the remaining threeestud
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Table 13. Historical Comparison of the EquitablstBbution of the Training and
Experience Revenue.

Researcher Variance Permissible Variance  CoefliaéWariance
Carruth
Wilson
Jacobson 1820.516 0.5988 0.6000
Vandal 715.559 0.8200 0.4030
Larson 14.661 - 3.8291

-: Permissible variance could not be collectechasstate had a median =0
Note: Larson data is based upon fiscal year 2011

The training and experience revenue statistias fitis research showed an
increase in equity from the Jacobson (1986) andi&lef1997) studies. In fact, the
Vandal study recommended the continuation andxparesion of the revenue source as
his data found it to be fiscally equitable. Basedegislative modifications to the
revenue formula that have occurred over time, ifi@ing and experience revenue
became increasingly inequitable and the categosyreealed by the state legislature
completely beginning in fiscal year 2012. The itpaf the training and experience
revenue from legislative manipulation over the gaaran example of the inequitable
equilibrium that Meltzer (2003) discussed.

Compensatory Revenue

Another like revenue sources that was analyzedrsily was the compensatory
revenue, which is calculated separately basedsmh@ol district’s free and reduced
lunch count. It is included in the basic skillseaue along with the LEP sub-category.

For comparative purposes, only the compensatoryooent is included in Table 14.
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Table 14. Historical Comparison of the EquitablstBbution of the Compensatory
Revenue.

Researcher Variance Permissible Variance CoeftigENariation
Carruth
Wilson 3528.000 0.6465 1.3700
Jacobson
Vandal 34274.760 0.4731 1.7419
Larson 211753.560 0.4998 0.9278

Historically, the statistical analysis of the comgatory revenue had similar
findings. As the demographics have changed oves, tihe variance has increased. The
permissible variance between Vandal (1997) anddra(2014) were statistically equal.
The coefficient of variation was also in a similange across the Wilson (1985), Vandal,
and Larson studies. This has been an attempt @talexquity and is a needed revenue
source to fund specific sub-groups that historycedist more to educate than other sub-
groups.

Total Combined Revenue

The final like data element that was analyzed @nparison purposes was the

total combined revenue. Table 15 represents thatsesf wealth neutrality based on the

Gini Coefficient.

96



Table 15. Historical Comparison of Wealth NeutyaMeasures.

Researcher Gini Coefficient
Carruth 0.0170
Wilson 0.0440

Jacobson 0.0200
Vandal -0.0889
Larson 0.0055

Analysis of Research Recommendations from Prewinsesota Equity Studies

This section addressed recommendations that wepmged by each of the four
previous researchers and determine if they ateapfllicable with the 2011-12
Minnesota funding formula and the findings of teigdy.

Carruth (1980)

The Carruth (1980) study had two recommendatioatsdhn still be considered
valid today. In regard to basic revenue, Carrutomemended continued, careful
monitoring of the basic revenue to ensure a sitnas close to perfect equity as
possible. The analysis of fiscal years 2003-20Xi#duy this researcher validated that
recommendation. In regard to sparsity revenue,uffarecommended repealing the
category altogether. Although this study foundrgeenue source to still be statistically
inequitable, it is a needed component of the ol/&rating structure in Minnesota.
Schools with declining enrollment and large geobregd areas rely on that funding.
When looking at the state funding level as a whitle sparsity revenue did not have a

large impact on the overall fiscal equity.
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Carruth (1980) also had recommendations for fustidy that connected to the
2011-12 funding formula, one of which was to sttitly decreasing fiscal neutrality tied
to declining enrollment. Transition revenue and lés@hools revenue in the 2011-12
funding formula both have components that tie tdidag enrollment. Carruth also
recommended future adequacy studies. Two suchestugere conducted in Minnesota,
but none of the findings from those adequacy studiere implemented.

Wilson (1984)

Wilson’s (1984) recommendations were not sustaasethose of Carruth (1980).
Wilson recommended repealing all revenue sourcdsatare not available to all schools.
Based on the current funding formula, that wouldude small schools, sparsity,
compensatory, and LEP. Wilson also recommendeddy sin the adequacy of
Minnesota funding.

Jacobson (1986)

Jacobson’s (1986) study centered on the five-jistesn, which is currently not in
existence, leaving a majority of his recommendatioot applicable. He also had
recommendations regarding optimum school size aailable revenues, both of which
tie into an adequacy funding study.

Vandal (1997)

Vandal's (1997) major recommendation was the coation and expansion of
the training and experience revenue. That reveaues was shown to be increasingly
inequitable and was repealed beginning in fiscal Y912. Vandal also recommended
phasing out any excess levy by 2000. This has aygbéned and this researcher identified
there is currently more of a dependence on loegl leferendums. The statistical
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findings of this research validated Vandal's conset.ike the previous three researchers,
Vandal also recommended conducting an adequacy.stud
Recommendations
Through a statistical analysis of the trend dathahistorical look at equity over
the past thirty years, this researcher is proposawgral recommendations to the
Minnesota Legislature as well as recommendationtufare research studies. They are
presented in no particular order of importance.
Recommendations to Minnesota Legislature
1. Because 90% of Minnesota school districts now hasa@ referendum levies,
the state should reinstate the statewide geneugla¢ion levy and roll that
amount into the basic revenue, repealing the retkna levy. School districts
should be allowed to raise local funds to expased fhrograms, but levies
should not be needed to meet minimum standardginBeag FY 2014, the
state re-implemented a small general educationdeilgdStudent
Achievement LeCrowe, 2011). This was based off districts ANT avas
set a rate of 0.35%, a far distance from the amou201 (32.38%) before
the roll in. Also beginning in fiscal year 201#4etlegislature provided school
board authority to have referendum levels up tc0$3€r pupil without going
to the voters (Crowe, 2011). For school distneith a referendum, the
district could allocate a portion of the referendastocation equitybased on
the student population of the district. For theesecounty metro school
districts, they could allocate $424 of the referandhs location equity;
districts with student populations of greater tRBaB00 students could allocate
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$212 as location equity. Schools with a studepugation of less than 1,000
were getting funding through small schools revenlieis created what was
known as the “donut hole” as districts with studeopulations greater than
1,000 and less than 2,000 did not receive any stipptheir referendum. To
offset the “donut hole” concern, beginning in fisgaar 2016 the Legislature
gave authority to all school districts to alloc&t24 as location equity, which
was, renamedocal Option ReferendumThis gave the school district
authority to have a referendum up to $724 per panul not need voter
approval. Essentially, this took away local cohtwhich | believe is a step
toward true equity. School districts do have thiity to request from voter’s
approval to go above and beyond the $724 per jayel.

. Overall, the 2011-12 Minnesota Funding formula ¥easd to be wealth
neutral based on the distribution of revenue saurthe equity measure
needs to be continually monitored to ensure the stantinued on its current
path and as Jeffrey Metzler discussed the “Ineplat&quilibrium” of the
legislature is not having a negative impact offteeal equity. Less attention
can be paid to the individual categories of theniala as long as the state is
meeting equitable distribution standards as a whole

. Minnesota Legislature needs to stop the practideotafing funds from
Minnesota schools. This practice puts local schimotee position of needing
to borrow money in order to meet the minimum stadsliget forth by the
state. However, the state needs to ensure the@rglefund balances are
replenished and the reserve balance is restoreaistare the practice of
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holding funds from school districts does not ocagain. For fiscal year 2014
the state did transition back to the 90-10 striecaund has paid back all of the
revenue it held back to school districts. Thish@ak and transition back to
the 90-10 funding structure is a direct relationh® state’s economic
improvement.
Minnesota needs to look at the politics of the Mismta funding formula to
ensure all future amendments to the funding formaullacontinue to meet the
fiscal equity standards. This political gamesmanand tampering of the
funding formula fixes some issues, but causes dutsers as well. The
“donut hole” was an example of this political marggion.
Recommendations for Future Studies
The basic revenue is nearing perfect equity, asured by the basic general
formula revenue. A future study should be condilictgarding whether per
pupil foundation amount meets the minimum standaebed to reach
growing accountability standards in Minnesota. iBglias been achieved, but
the need to research whether the funding levelatasia adequate level to
meet the growing demands has yet to be studied.
The only way to reach true equity is through a $tdite-funding plan.
Minnesota’s funding structure is currently a miadndation aid and
equalization. The concern is the loss of locak@nbut this practice is what
can cause inequity. The referendum revenue ixamgle of this as districts
with voter approval have much greater revenue ¢oige an education than
those districts where the voters do not approvefexendum. Again, the

101



board authority of approving $724 per pupil linthe local control; however,
there will still be school districts that have tdality to approve referendums
much higher than the $724 level. The variance lshio@ improved with this
legislative change; however, there will still bgagp in per pupil revenue.
Future study on moving toward full state fundingwld be conducted.

An updated adequacy cost-out study should be céedwn the funding of
Minnesota k-12 public schools to determine the mim standard. This
would allow the Legislature to determine what acth@eds to be taken to
meet this standard. The distribution of revenueral shows fiscal equity;
however, you can have an equitable system butmatiaguate system
leaving the local school districts again to relytba taxpayers to pass a
referendum higher than the amount the school beasdhe authority to

approve leading to inequity across school districts
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