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1. Introduction Two events, the 1971 decision of the State Supreme Court in Serrano v. Priest and the 1978 passage of Proposition 13, have revolutionized school finance in California. Before Serrano, the State provided foundation aid to local school districts, and the districts supplemented that aid by levying their own property tax rates. Districts had fiscal autonomy; not surprisingly, revenue per pupil varied widely across districts. Now, property tax revenue for each district is determined by a formula devised by the State Legislature, and the State allocates its aid to offset inequities produced by the property tax formula. Districts have lost their fiscal autonomy, and revenue per pupil is quite equally distributed across school districts. Furthermore, average spending per pupil in the state has fallen about 20% relative to the national average. Equalization combined with the lower average has left many districts with less revenue than they would have had under the old system. To supplement their revenues, several districts have turned to voluntary contributions from parents and others. This paper documents the size and distribution of these contributions. To set the stage, we first review the history of California’s school finance reforms. We then describe our procedure for identifying non-profit organizations that raise private contributions for public schools. Using that procedure, we were able to identify more than 290 educational foundations, 500 PTAs, and 440 other organizations that raised substantial contributions. Together, the organizations raised nearly $100 million in 1992. Most of these contributions went to a few districts, districts that were particularly constrained by school finance reform.
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2. A Brief History of California’s School Finance Reform California’s system of public schools is large and diverse. In the 1989-90 school year, the system had 4.7 million students and 1,001 school districts. About 1 million students were enrolled in one of 615 elementary school districts; another 400,000 were enrolled in one of 105 high school districts. Many of the elementary districts were quite small; 182 had enrollments of less than 200 students. In contrast, the 281 unified school districts totaled more than 3.3 million students, with nearly 1 million students enrolled in one of the five largest districts. The largest, Los Angeles Unified, had more than 600,000 students. This picture was much the same in 1969-70. Total enrollment was nearly the same. There were a few more elementary districts and a few less unified districts, but the distribution of students across the three types of districts was virtually the same as 1989-90. As now, about one-quarter of all students were enrolled in one of the five largest unified districts, with more than 10% in Los Angeles Unified alone. While the number of students and school districts is much the same, the system of school finance has changed dramatically. In the 1960’s, school districts set their own property tax rates, and the State provided foundation aid to each district. A district’s state aid equaled a foundation level less a minimum amount it was required to raise through local property taxes. In 1971-72, the foundation level for high school students was $488 per student, and a district’s minimum property tax revenue was 0.8% of assessed valuation per pupil; for elementary school students, the foundation was $355 per student, and the minimum was 1% of assessed valuation per pupil.1 To put these numbers in perspective, for elementary districts in 1969-70, the average assessed valuation per student was about $16,000. For a district with this assessed valuation per student, the minimum level of local taxes would be $160 per student, yielding state aid of $195 per student. In contrast, in 1969-70, total revenue of elementary districts averaged $728 per student. The program allowed for special consideration for small school districts. It also incorporated a constitutionally imposed minimum; this “basic aid” was $120 per student. In essence, then, state-aid was a lump sum grant per student that varied between $120 and $488 depending on the property wealth of the district.
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Real property was assessed at 25% of market value. The foundation program is described in the report, Public School Finance, prepared by the Legislative Analyst in 1970.
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Property wealth varied greatly among districts. Mockler and Hayward (1978) cite the example of two Alameda County neighbors: Emery Unified and Newark Unified. In 1970-71, Emery had a property tax rate of $2.66 and raised $2,448 per pupil, while Newark levied a rate of $5.69 but raised only $719 per pupil. Differences such as this led to the lawsuit filed by John Serrano in 1968, which worked its way through the California court system in the late 1960’s and early 1970’s. In 1971 the Serrano suit reached the California Supreme Court, and the Court ruled in favor of the plaintiff.2 The State Legislature responded by imposing limits on the taxing authority of local school districts. It assigned a revenue limit to each district; the limit was a cap on the sum of a district’s property tax revenue and state aid. Because the state aid was determined by the foundation program, the revenue limit was essentially a cap on the amount of property tax revenue a district could raise. Each district’s revenue limit for 1973-74 was based on the sum of its property tax revenue and state aid in 1972-73. In subsequent years, the revenue limits of lowspending districts were allowed to increase at a faster rate than the limits of high-spending districts. Furthermore, the foundation level was doubled in an effort to increase the spending of low-spending districts. By increasing the spending of low-spending districts through the higher foundation level and controlling the growth in spending of high-spending districts through the revenue limit, the Legislature intended to cause spending per pupil in all districts to converge over time. The courts found this remedy to be inadequate. The convergence process was too slow, and it contained an escape hatch for wealthy districts--the citizens of a district could vote to override the district’s revenue limit.3 The Legislature responded by toughening the revenue limit system, but these efforts were quickly overshadowed by the passage of Proposition 13 in 1978.4 At the time, school districts, cities, counties and special districts each levied their own property tax rates. The Proposition limited the sum of these rates to 1% of assessed value, a rate that was less than half of the average rate that prevailed at the time. It did not limit the rate of any 2



The Serrano suit and the legislative response is described in Elmore and McLaughlin (1982) and in Picus (1991). During the 1975-76 academic year, revenue limit overrides were placed on the ballot in 123 districts. Voters approved the overrides in 31 of these districts. See State Controller (1975-76). 4 Fischel (1988) has argued that the Serrano decision caused Proposition 13. Whether it caused Proposition 13 or not, it was certainly consistent with the Serrano decision, because it essentially ended local authority over property tax rates. 3



4



particular unit of government, however. The Legislature was thus left with the task of devising a formula to allocate the revenue from the 1% limit among the different units of local government. In taking on this task, the Legislature essentially turned the property tax into a state tax and made local governments wards of the State. Proposition 13 also stood the revenue limit system on its head. Before 13, the State determined each district’s foundation support, and a district supplemented its aid with its own property tax revenue up to the cap specified by the revenue limit. Since 13, a district’s property tax revenue has been determined through the State’s formula, and the State has provided the additional revenue necessary to bring the district to its revenue limit. The only exceptions are the few districts in which property tax revenue per pupil exceeds the revenue limit, in which case the district receives only the basic aid of $120 per pupil. By determining each district’s revenue limit, the Legislature essentially determines its revenue. Revenue limits in conjunction with Proposition 13 led to much more equal spending. In 1983, the Supreme Court ruled that the State had complied with the original Serrano ruling. Subsequently, the State ended the practice of increasing the revenue limits of low-spending districts by more than those of high-spending districts. Now, the State annually increases each district’s revenue limit by the same dollar amount per pupil. There are still forces causing a convergence in revenue limits, however. First, starting in 1984-85, the State has periodically provided “equalization aid,” which is used to increase the revenue limits of districts with limits below the average. Secondly, for districts with revenue limits above the state average, growth in enrollments beyond the 1982-83 level is funded at the state average revenue limit, rather than the district’s own revenue limit.5 Lastly, beginning in 1975, the State created a number of categorical aid programs designed to channel state funds to districts thought to have special needs or higher costs. About 20% of state aid is now categorical aid.
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Actually, growth in enrollments is funded at 105% of the state average revenue limit. The history and current operation of California’s revenue limit system is thoroughly described in Goldfinger (1996).
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Table 1 The Distribution of Revenues Per Student: Unified School Districts (1989-90 dollars) 1969-70 Revenue Source



5th Percentilea



95th Percentileb



Property Taxd



$763



$2,621



Revenue Limite



2,087



Noncategoricalf All Revenueg



1989-90 95th - 5thc



5th Percentilea



95th Percentileb



95th - 5thc



$1,858



$248



$1,890



$1,642



3,367



1,280



2,686



3,171



485



2,107



3,387



1,280



2,783



3,390



607



2,248



3,659



1,411



3,514



4,637



1,124



a



Five percent of students were enrolled in districts with revenue per student less than this number. Ninety-five percent of students were enrolled in districts with revenues per student less than this number. c The 95th percentile minus the 5th percentile. d In 1969-70, the revenue the district derives from its property tax levy. In 1989-90, the property tax revenue it is allocated under the state formula. e Property tax plus state noncategorical aid. Also includes timber yield taxes, coach fees and other, minor revenue sources, which come under a district’s revenue limit. f Revenue limit sources plus other local revenue which does not come under a districts revenue limit. This other local revenue includes parcel taxes, rental income, interest income, contributions, etc. g Noncategorical revenue plus state and federal categorical aid. b



Table 1 documents the effect of school finance reform on the allocation of revenues among California school districts. Revenue figures are expressed in 1989-90 dollars. The first row gives the allocation of property tax revenue. In 1969-70, 5% of students in unified school districts attended a district with less than $763 of property tax revenue per student. In contrast, 5% attended a district with more than $2,621 of property tax revenue per student. The difference between the 95th and 5th percentile was $1,858. By 1989-90, that difference had shrunk slightly to $1,642. The second row lists the sum of property tax revenue and non-categorical state aid, the principle sources of revenue that come under a district’s revenue limit. The row also includes several minor sources of revenue that are counted under a district’s revenue limit. In 1969-70, the state aid did reduce the difference between the 95th and 5th percentile from $1,858 with just
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property tax revenue to $1,281 when property tax revenue is combined with non-categorical state aid. By 1989-90, however, the reforms had reduced this difference to only $485. The third row adds other local revenue not counted in a district’s revenue limit. Other local revenue includes a district’s revenue from rent, interest, parcel taxes, and contributions. This source of revenue was insignificant in 1969-70 and thus did not affect the difference between the 95th and 5th percentile. In 1989-90, however, other local revenue was much more important and had the effect of widening the gap between the 95th and 5th percentile by more than $100. The last row adds state and federal categorical aid to the previous row. While categorical aid has little effect on the difference between the 95th and 5th percentile in 1969-70, it nearly doubles that gap in 1989-90. It is doubtful, however, that this widening of the gap represents a decrease in equality. Most categorical aid is aimed at offsetting the special needs and costs of districts. Differences in the distribution of categorical aid represent differences in needs, not inequities in school finance. Accordingly, a better measure of the underlying inequality of resource allocation is the third row, non-categorical revenue. Taking that measure, the difference between the revenue per student of the 95th and 5th percentile has decreased from approximately $1,200 in 1969-70 to approximately $600 in 1989-90.6 Due to these reforms, California transformed its school finance system from one of the least equitable in the early 1970’s to one of the most equitable in the late 1980’s. According to the measures computed by Evans, Murray, and Schwab (1996), California ranked 45th in equality in 1972, 23rd in 1977, 8th in 1982, and 5th in 1987.7 The state slipped to 27th in 1992, but, as we have shown above, much of the revenue inequality in California now is due to the distribution of categorical aid, a distribution which reflects differences in needs and costs across districts. In terms of the distribution of non-categorical revenue, California surely has one of the most equitable school finance systems.



6



The appendix presents the information in Table 1 for California’s elementary and high school districts. This ranking is based on the ratio of spending per pupil at the 95th percentile to spending per pupil at the 5th percentile. 7



7



Figure 1:



Spending per Pupil: CA vs. the U.S.
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While the reduction of inequality was the direct result of reform, it was also accompanied by a relative decline in the average level of support. Figure 1 compares spending per pupil in California with spending per pupil in the rest of the U.S. Spending levels are adjusted for inflation, with 1992-93 as the base year. In 1969-70, public school spending outside California averaged about $3,000 per pupil. It rose steadily through the 1970’s and 1980’s, reaching $5,700 per pupil in 1992-93. Spending per pupil also rose in California, but not as rapidly. In 1969-70, California spent about $3,200 per pupil, $200 per pupil more than the rest of the country. In 1992-93, California spending had increased to only $4,800 per pupil, $900 per pupil less than other states. Thus, during the period of reform, spending per pupil in California declined about 20% relative to the rest of the country.8
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Silva and Sonstelie (1995) offer a hypothesis linking reform to the decline in spending per pupil. Fernandez and Rogerson (1995) provide a related theory. According to Silva and Sonstelie, about half of California’s relative decline can be attributed to reform. Downes and Shah (1996) and Manwaring and Sheffrin (1995) have examined this link empirically.
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Figure 2:



Revenue Limits and Revenue Growth
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States can equalize spending across districts by either leveling down high-spending districts or leveling up low-spending districts. California chose the former approach, implying that the high-spending districts in the early 1970’s have borne the brunt of reform. Figure 2 shows the growth rate in real spending per pupil for each of California’s unified districts. The horizontal axis is the revenue per pupil in 1969-70 from local property taxes and state noncategorical aid. These are the sources of revenue that now fall under a district’s revenue limit. Revenues are measured in 1989-90 dollars. The vertical axis gives the real growth rate in these revenues from 1969-70 to 1989-90. As a point of comparison, average real revenue per pupil in the rest of the United States grew about 80% from 1969-70 to 1989-90. Figure 2 shows that the districts with the lowest revenue per pupil in 1969-70 kept up with the national growth rate. All other California districts fell below the national growth rate, however, and many of the highest spending districts in 1969-70 actually experienced a decline in real revenue per pupil from 196970 to 1989-90.



9



Figure 3:



Private School Enrollments: CA vs. the U.S.
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3. Responses to Reform How have school districts and families responded to the constraints imposed by reform? Confronted with lower expenditures than they demand, families of California public school students have two basic options. They can enroll their children in private schools, or they can supplement public school revenues in ways that do not count under their district’s revenue limit. Private contributions are the most direct method of supplementing public revenue, and those contributions are the focus of the remainder of this paper. We first briefly discuss two other responses to reform: private school enrollment and the parcel tax. Figure 3 shows how the percentage of private school students has changed in response to reform. About 9% of California’s school children were enrolled in private schools in 1973-74. That percentage increased substantially after school finance reform, reaching a high of more than 13% in 1981-82. Based on the observed relationship between private school enrollments in a district and the district’s pupil-teacher ratio and its revenue limit, Downes and Schoeman (1993) conclude that approximately 75% of the increase in California’s private school enrollment from 1970 to 1980 can be attributed to school finance reform. While that is a noteworthy effect, it is also interesting to note that the percentage of California students enrolled in private schools has declined somewhat since 1981-82. In 1993-
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94, about 11% of California students attended private schools. The rather modest increase in the private school share from 1970 to 1990 looks even less significant when compared to the national experience. As Figure 3 shows, for the nation as a whole, the percentage of private school students has increased at roughly the same rate as in California. Of course, other states have also undergone school finance reform. Using data on private school enrollments in 161 metropolitan areas, Kenny and Husted (1996) show that equalization does tend to increase private school enrollments, particularly in wealthier areas. Without school finance reform in the rest of the country, private school enrollments would not have grown as rapidly, and California’s increase would look more impressive. Even if we could adjust for changes in the rest of the country, however, the fact remains that California’s increase in private school enrollment was relatively small, particularly considering the large changes in the school finance system. As an alternative to dropping out of the public sector, families can supplement public school revenues in ways that do not count under a district’s revenue limit. One method is the parcel tax. Proposition 13 put a limit on ad valorem property taxes. Soon after the passage of 13, the State Legislature gave local governments the authority to levy a different type of tax on real property. The tax is not levied on the value of a property, but rather on the characteristics of the parcel itself. Almost all parcel taxes are a fixed dollar tax per parcel of land. Due to the provisions of Proposition 13, a government must secure the approval of two-thirds of its voters to institute such a tax.9 Since 1983, 44 school districts have instituted a parcel tax at one time or another. To date, the highest tax is $450 per parcel in the Ross Elementary School District, a wealthy Marin County suburb of San Francisco. In fact, 13 of the districts that have passed parcel taxes are located in Marin County, and all but 7 of the districts are in the San Francisco Bay area. In the 1989-90 school year, 25 districts reported parcel tax revenue. Relative to enrollment, the largest parcel tax revenue was $1,300 per pupil in the Tamalpais Union High School District in Marin County. For the 25 districts with a parcel tax in 1989-90, the average revenue per student was $430. Voluntary contributions are a more widespread source of supplemental revenue for public schools. Following school finance reform in California, many educational foundations emerged to 9



Jones (1995) has examined voting patterns in 35 parcel tax elections.
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channel private contributions into public schools. Over 500 of these foundations now exist in California. Furthermore, PTAs and booster clubs have become much more active in fund raising activities in recent years. In the remainder of the paper, we document the size and distribution of these private contributions. We could not rely on school district records to provide this information. While school districts are required to include private contributions in their statements of revenues and expenses, those statements do not single out private contributions as a distinct category of revenue. However, most contributions to public schools flow through non-profit organizations with taxexempt status, and these organizations are required to report their revenues and expenses to the state and federal government. Using those reports, we have attempted to identify all non-profits in California that direct voluntary contributions to public schools and to link each with the school or school district that it supports. The starting point for our search is the Registry of Charitable Trusts (RCT) in the California Attorney General’s Office. To obtain tax-exempt status, all non-profits operating in California must register with the RTC. Based on the RTC’s records, the Institute for Non-profit Organization Management, located at the University of San Francisco, maintains a comprehensive database on approximately 125,000 non-profits operating in California. The record of each nonprofit includes a “primary purpose code,” which is assigned to the organization by the RTC, based on the organization’s stated mission or purpose. We narrowed the database to approximately 15,000 organizations with a primary purpose of supporting educational activities. The official titles of many of these organizations reveal their underlying missions. For example, non-profits associated with colleges, universities or private K-12 institutions often list that institution in their title, so these could be eliminated from our sample. Many others were booster clubs, parent teacher organizations (PTOs) or educational foundations that included in their title the name of the school or school district they supported. Finally, a large number of the educational foundations in California are also members of the California Consortium of Educational Foundations. Using information provided by the Consortium, we were able to link each of these foundations to a school or school district. After eliminating organizations clearly not associated with K-12 education and identifying educational foundations, school booster clubs and other public school related
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Table 2 Organizations Supporting K-12 Public Education Category



Total



Local Educational Foundations



537



Booster Clubs



692



Parent Teacher Associations (PTA’s) Parent Teacher Organizations (PTO’s) Other Local Organizations



974



Urban Foundations



12



328 91



Description Community based organizations designed to channel private contributions into public schools. Obtain private funding for music and athletic programs Teacher-Parent groups that are members of the CA Congress of Parents, Teachers and Students, Inc. Teacher-Parent groups that are not members of the CA Congress of Parents, Teachers and Students, Inc. Includes High School Alumni Associations, School Bingo Clubs and School volunteer programs Obtain funding primarily from other foundations and large corporations. Designed to provide extra funding for students in disadvantaged areas.



organizations, we were left with approximately 700 non-profit organizations whose specific purpose we were unable to identify. For these, we reviewed the mission statement required by the RTC, which allowed us to either eliminate the organization from our data set or to link it with a school or school district. The data collection process described above allowed us to identify all types of non-profit organizations supporting public education except one, PTAs. Because of the large number of PTAs operating in California, the Registry requires only the 36 regional offices of the California Association of Parents and Teachers to register. Hence no information was available on PTA activity at the level of the school or school district. PTAs are required, however, to file an IRS Form 990, “Return of Organization Exempt From Income Tax,” and the organizations and the schools to which they are attached are easily identified by the names they report on the Form 990. The names of all 990 filers are included in the “Tax Transaction File,” constructed by the IRS. We obtained this database for the 1992 tax year from the Independent Sector, a non-profit research organization located in Washington, D.C. Using this database, we were thus able to identify all PTAs in California that filed with the IRS in 1992. The final database contains 2,634 organizations which are subdivided into six general categories: educational foundations, booster clubs, PTAs, PTOs, other local organizations, and
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Figure 4:



Educational Foundations in California
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urban foundations. Table 2 describes the categories in more detail. The IRS Tax Transaction File gives information on the revenues and costs of each of these organizations. Local educational foundations are the most interesting category. Unlike PTAs and booster clubs, educational foundations exist solely for the purpose of raising private contributions for public schools. Furthermore, their growth appears to be a direct consequence of the school finance reform. Figure 4 shows the number of educational foundations operating in California by year of establishment. Prior to 1971, the year of the Serrano decision, there were six educational foundations in the state; prior to the passage of Proposition 13 in 1978, there were only 22. During the two years immediately following Proposition 13, however, the number of educational foundations more than doubled to 46. Since 1980, the number of foundations has grown steadily. On average, between 1980 and 1994, 32 new foundations have sprung up annually. Currently there are over 500 educational foundations in operation, and, of the 1,001 school districts in California, 323 have at least one educational foundation.
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TABLE 3 Total Revenue of K-12 Nonprofit Organizations 1992 Tax Year Type of Organization



Foundations PTA's PTO's Booster Clubs Other Urban Total



Organizations with Gross Revenue of $25,000 or More



Total Net Revenue



294 523 131 275 35 6



28,906,480 27,794,773 7,917,381 19,348,668 3,535,838 9,719,760



1,264



$97,222,900



Table 3 documents the average revenue raised by K-12 non-profit organizations during the 1992 tax year. The revenue figures shown in Table 3 represent net revenues as reported on line 12 of IRS Form 990. Net revenue is an organization’s gross revenues less total operating expenses.10 We use net revenues, rather than gross revenues, because it more closely approximates the revenue a non-profit can use to support a school or school district. For each category of organization, Column 2 of Table 3 shows the total number of organizations for which net revenue data was available. The IRS requires only those organizations with gross revenues of $25,000 or more to file a Form 990. Of the 692 booster clubs operating in California, 275 filed a Form 990 for the 1992 tax year. Similarly, of the 328 Parent Teacher Organizations, 131 or 40% filed a Form 990 for the 1992 tax year. Column 3 of the table shows total net revenues for each type of organization. Of the six categories of organizations supporting K-12 public education, educational foundations raised the most revenue ($28.9 million), followed by PTAs ($27.7 million), and booster clubs ($19.3 million). In total, these organizations raised over $97 million for California’s public schools during the 1992 tax year. With approximately 5.1 million students enrolled in California’s public schools, this is an average contribution of approximately $19 per student.
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TABLE 4 Revenue by School and School District 1992 Tax Year Average Revenue Per Pupil



Number with Revenue > $100 / Pupil



Average Rev/Pupil if Rev/Pupil >$100



Elementary



$98



136



$284



Junior & Senior High



$48



38



$214



Elementary



$81



23



$205



Unified



$22



4



$306



High School



$16



0



----



School Level Nonprofits:



District Level Nonprofits:



Table 4 documents the average revenue per pupil raised by these organizations. The second row gives the revenue raised by non-profit organizations associated with a specific elementary school. The third row provides the same information for organizations associated with a specific junior or senior high school. The last three rows show the revenue raised by organizations associated with either an elementary, unified or high school district. Most school level organizations are either PTAs, PTOs or booster clubs while most of the district level organizations are local educational foundations. As the second column illustrates, organizations associated with elementary schools tended to raise the most revenue per pupil. On average, organizations supporting a specific elementary school raised $98 per student while those supporting a specific junior or senior high school raised only $48 per student. Similarly, non-profit organizations supporting elementary school districts raised $81 per student while those supporting unified and high school districts raised $22 and $16 per pupil respectively. The third column lists the number of organizations raising over $100 per pupil while the fourth column shows the average revenue per pupil raised by those organizations. Of the 5,022 elementary schools in California, 2.7% had non-profit organizations that raised over $100 per pupil (with an 10



The IRS defines gross receipts as the total amount an organization received from all sources during its annual



16



Table 5 The Change in District Revenues and the Distribution of Private Support % Change in Revenues 1970-90



% of Districts with Nonprofits Reporting Revenues



Average Revenue Per Pupil



Percent of Districts with Average Revenue Greater than $100/Pupil



Average Revenue Per Pupil if Rev/Pupil > $100



Negative



37%



$148



11.1%



$441



0% - 20%



48%



$59



6.6%



$278



20% - 40%



40%



$25



1.8%



$172



Greater than 40%



11%



$42



1.7%



$172



average revenue of $248 per pupil) while 2% of the 1,907 junior and senior high schools had organizations that raised over $100 per pupil. Similarly, of the 590 elementary school districts, 4% had organizations that raised over $100 per student while only four unified school districts and none of the high school districts had organizations that raised at least $100 per pupil. Table 5 documents the relationship between voluntary contributions and the constraints imposed on districts by school finance reform. Column 1 gives four ranges for the growth rate in a district’s real revenue limit per pupil.11 The first range is districts experiencing negative real growth; these are the districts most constrained by reform. The last range is districts with real growth exceeding 40%; these are the districts least constrained by reform. Columns 2 and 3 demonstrate that districts most constrained by reform were the most successful in raising private contribution. Column 2 shows the percent of districts in each range with non-profit organizations reporting net revenues in 1992,12 while Column 3 shows the total revenue per pupil raised by those organizations. Of the 189 districts with negative revenue growth, 37% contained non-profit organizations that raised over $25,000 in gross revenues. Furthermore, these organizations raised an average of $148 per pupil. On the other hand, of the 226 districts which experienced an increase of 40% or more in their revenue limit, only 11% contained non-profit organizations that raised over $25,000, and these organization averaged only $42 per pupil on average. accounting period, without subtracting any costs or expenses. 11 Recall that a district’s revenue limit is the sum of its property tax revenue and non-categorical aid. 12 These are the organizations with gross revenue in excess of $25,000.
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The relationship between constraints and contributions is even clearer for the most active non-profit organizations. Column 4 shows the percent of districts that raised over $100 per pupil. Among districts that experienced a reduction in their revenue limit funding (districts that were most constrained), 11.1% raised over $100 per pupil. Moreover, as Column 5 shows, these 21 districts raised $441 per pupil on average. In contrast, among districts that experienced a 40% increase or more in their revenue limit funding only 1.7% raised over $100 per pupil. The growth rate in a district’s revenue limit is the most obvious measure of the severity of the constraints imposed by school finance reform. It may not be the best measure, however. In particular, by focusing on the growth rate from 1969-70, we are essentially assuming that the level of revenue per pupil in 1969-70 reflects what a district’s revenue per pupil would be in 1989-90 if it weren’t constrained. This may not be the case for two reasons. First, the demographics of the district may have changed. Countless studies have shown that the demand for spending per pupil in a district is positively related to the income of families in the district.13 Thus, changes in family income from 1969-70 to 1989-90 could change the demand for spending per pupil in a district, and thus the 1969-70 level of revenue per pupil may not be a good reflection of the 1989-90 demand. Furthermore, the levels of spending per pupil in 1969-70 reflected the tax-prices that school districts faced in those days. Districts with a high percentage of commercial and industrial property faced low tax prices, and therefore chose relatively high revenue per pupil. Accordingly, the 1969-70 revenue per pupil in those districts may overstate the underlying demand. This point leads to a more basic issue. We are attempting to measure the severity of the constraints imposed on each district by school finance reform. In essence, this attempt forces us to address the hypothetical question “How much would a district have chosen to spend in 198990 if it were not constrained by the revenue limits?” To answer that question, we must make some assumptions about what system of school finance would exist in the absence of reforms, and what that system would imply for the tax-price each taxpayer-voter would face. This is precisely the line that our future research will take. For now, however, we propose a simple
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These studies stem from the seminal work of Borcherding and Deacon (1972), Bergstrom and Goodman (1973), and Bergstrom, Rubinfeld and Shapiro (1982).
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Table 6 Average Family Income and the Distribution of Private Support 1990 Average Family Income



% of Districts with Nonprofits Reporting Revenues



Average Revenue Per Pupil



Percent of Districts with Average Revenue Greater than $100/Pupil



Average Revenue Per Pupil if Rev/Pupil > $100



$0 - $29,999



5.7%



$9



0.0%



---



$30,000 - $49,999



25%



$20



0.7%



$260



$50,000 - $69,999



69%



$49



7.9%



$239



$70,000 and Above



79%



$244



46%



$389



solution. Let us assume that every taxpayer-voter would face the same tax-price in the absence of the revenue limits. The difference in demand for spending per pupil across districts then comes down to differences in family income. Let us further assume that districts in 1989-90 have roughly the same revenue per pupil under the current system, an assumption that is not far from truth. Under those two assumptions, the income of families in a district is a measure of the severity of constraints imposed by school finance reforms. Table 6 documents the relationship between voluntary contributions and family income.14 Column 1 gives four ranges of family income. For each range, Column 2 shows the percent of districts with non-profit organizations reporting net revenues in 1992, and Column 3 shows the total revenue per pupil raised by those organizations. In districts with average family incomes between $0 and $29,999, only 5.7% of the districts contained non-profit organizations that raised over $25,000 in gross revenues. Furthermore, in these eight districts, total voluntary support for public education amounted to only $9 per student. In contrast, of districts with average family incomes of $70,000 or more, 79% contained non-profit organizations that raised over $25,000, and those organizations averaged over $240 per student. Column 4 lists the percent of districts within each range of family income that raised over $100 per student. None of the districts with average family incomes between 0 and $29,999 raised over $100 per student and only 0.7% of
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Data on mean family income in 1990 is from the School District Data Book prepared by the National Center for Educational Statistics.
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Table 7 Family Income and Educational Foundations 1990 Average Family Income in District 0 - 29,999 30,000 - 49,999 50,000 - 69,999 70,000 and over



Total Number of Districts



Percent with at least One Foundation



174 596 164 67



7% 28% 59% 78%



the districts with average family incomes between $30,000 and $49,999 raised over $100 per student. On the other hand, of districts with average family incomes of $70,000 or more, 46% raised over $100 per student. Moreover, as Column 4 shows, these 31 districts raised $389 per student on average. The point is reinforced by focusing on the districts that were most successful in raising voluntary contributions. In 1992, twelve districts raised over $500 per student. Of these, nine had average family incomes of $70,000 or more. Furthermore, of the remaining three, two experienced a real decline in revenue limit funding and the third experienced only a 14% increase. In fact, nine of the twelve districts that raised over $500 per student experienced a decline in revenue limit funding. The two districts raising the most revenue per student were Ross Elementary ($1,327 per student) and Kentfield Elementary ($874 per student). Both districts are wealthy Marin county suburbs of San Francisco. As we noted previously, high income districts are precisely the districts most constrained by reform, and, not surprisingly, they have been the most successful in raising voluntary contributions for public schools. In a previous section we noted that local educational foundations are the most interesting organization for our purposes because their primary purpose is to raise private contributions for public schools. Furthermore, as noted above, their growth appears to be a direct consequence of school finance reform. Table 7 provides further evidence of this hypothesis. Column 2 lists the number of school districts with average family income within each of the four ranges. Column 3 shows the percentage of these school districts that have at least one educational foundation. Of the 174 school districts with mean family incomes between 0 and $29,999 in 1990, only 7% have
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educational foundations. On the other hand, of the 67 districts with average family incomes of $70,000 or more, 78% have educational foundations.



4. Conclusion School finance reform necessarily involves a tradeoff between equity and autonomy. If school districts have the autonomy to set their own tax rates, resources are not likely to be equitably distributed across districts. California has chosen equity over autonomy. Resources are very equally distributed, but school districts have very little authority to raise their own tax revenue. Many districts have turned to voluntary contributions to supplement that revenue. The number of educational foundations has grown dramatically since the 1970’s, and the total amount of voluntary contributions now exceeds $97 million per year. Has the bake sale replaced the school levy election? In terms of aggregate revenue, the answer is clearly no. While $97 million is a substantial sum, it amounts to less than $20 per student. Of course, private contributions are not evenly distributed across all districts. In a few districts, private contributions are more than ten times the state average. The school levy election was never just about revenue, however. It was also about the accountability of a school district to its taxpayers and the participation of parents in the governance of their local schools. In that sense, the bake sale has come much closer to replacing the levy election. Raising private contributions has become an important activity of many California public schools, and that activity provides a natural forum for parents and school districts to discuss the allocation of resources within their schools.
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