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Foreword

The Office of Education Accountability (OEA) is statutorily mandated through KRS
7.410 to analyze the level of equity achieved by the Support Education Excellence in
Kentucky funding system and whether adequate funds are available to all school districts.
Since 1990, OEA has conducted reviews of school finance issues, primarily focusing on
the level of equity achieved by the funding system.

This report is a supplement to the 2005 School Finance Report, and it includes final,
audited fiscal year 2005 revenue amounts for local school districts rather than
preliminary, unaudited FY 2005 data. The supplement also reports revised revenue
amounts for fiscal years 2003 and 2004. These revisions are minor and reflect changes
reported by the Kentucky Department of Education for these years.

Robert Sherman
Director

Legislative Research Commission
Frankfort, Kentucky
December 5, 2006
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Summary

In June 2006, the Office of Education Accountability (OEA) presented the 2005 School
Finance Report to the Education Assessment and Accountability Review Subcommittee.
That report analyzed local and state education revenue from fiscal year 1990 through FY
2005. The 2005 data were preliminary (unaudited) data. Based on these data, OEA staff
concluded that the equity gap (the difference in available revenue for the districts with the
greatest local property wealth compared to districts with lower local property wealth) was
narrowing and that it was lower in every year after education reform than it had been in
FY 1990. Final (audited) data for FY 2005 are now available and form the basis of this
report. Based on these data, the equity gap is wider than initially reported; although, it is
still 4 percent less than it was before the Kentucky Education Reform Act was enacted.
When adjusted for inflation, the equity gap shows greater success in reaching equity and
a more consistent narrowing of the gap over time than is evident in the unadjusted dollar
analysis.

This report also contains revised revenue amounts for fiscal years 2003 and 2004. These
reflect minor changes reported by the Kentucky Department of Education.
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The 2005 School Finance Report,
presented to the Education
Assessment and Accountability
Review Subcommittee in June
2006, contained unaudited,
preliminary data for fiscal year
2005. Based on these data, the
Office of Education Accountability
concluded that the equity gap was
narrowing. Final data for FY 2005
indicate that the equity gap is
wider than initially reported.

OEA'’s Finance Reports have
historically examined the level of
equity among school districts in
available revenue through a
method in which school districts
are placed in five groupings or
quintiles. Each quintile represents
roughly one-fifth of the state’s
students.

The greatest rate of growth in
local and state revenues occurred
in the lowest wealth quintile,
referred to as Quintile 1.

2006 School Finance Report

Introduction

In June 2006, the Office of Education Accountability (OEA)
presented the 2005 School Finance Report to the Education
Assessment and Accountability Review Subcommittee. That report
analyzed local and state education revenue from fiscal year 1990
through FY 2005. The 2005 data were unaudited, preliminary data.
Based on these data, OEA staff concluded that the equity gap (the
difference in available revenue for the districts with the greatest
local property wealth, compared to districts with lower local
property wealth) was narrowing, and that it was lower in every
year after education reform than it had been in FY 1990. Final
(audited) data for FY 2005 are now available and form the basis of
this report. Based on these data, the equity gap is wider than
initially reported, although it is still 4 percent less than it was
before the Kentucky Education Reform Act (KERA) was enacted.

This report is a supplement to the 2005 School Finance Report, and
it includes final (audited) FY 2005 revenue amounts for local
school districts rather than preliminary (unaudited) FY 2005 data.
The supplement also reports revised revenue amounts for fiscal
years 2003 and 2004. These revisions are minor and reflect
changes reported by the Kentucky Department of Education for
these years.

School Finance Revenue

OEA’s Finance Reports have historically examined the level of
equity among school districts in available revenue through a
method in which school districts are placed in five groupings or
quintiles, based upon the district’s per-pupil local property
assessment. Each quintile represents roughly one-fifth of the
state’s students. Quintile 1 contains the state’s districts with the
lowest per-pupil local property wealth, and Quintile 5 contains the
districts with the highest property wealth. Equity is measured by
the average local and state (combined) revenue for each quintile. If
over time the difference in per-pupil revenue increases between the
wealthiest districts (Quintile 5) and other districts, this illustrates a
widening of the equity gap. If the difference decreases, equity is
improving.

Local and State Revenue

The gap in local and state per-pupil revenue between the highest
wealth quintile and the other wealth quintiles from FY 1990
through FY 2005 is shown in Appendix A, Figure A.A, along with
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Local and state education funding
inequity has reached a high of
$5,157 in FY 2005, just 4 percent
below the gap in FY 1990.

The inflation-adjusted equity gap
reported in Panel 2 of Table 1 is
narrower than that shown in Panel
1 for unadjusted dollars.

After the reform, revenues for
Quintiles 1 through 4 ranged
between 82 percent to 85 percent
of the revenue received by
Quintile 5 for the fiscal years
1995, 2000, and 2005.

Office of Education Accountability

the percent change in revenues during the 15-year period. The
greatest rate of growth in local and state revenues occurred in the
lowest wealth quintile. From FY 1990 to FY 2005, local and state
revenues increased 147 percent, from $2,665 to $6,588, in
Quintile 1. During this period, local and state revenues grew by 89
percent, from $4,223 to $7,964 in Quintile 5. When adjusted for
inflation using the Bureau of Labor Statistic’s Consumer Price
Index, local and state revenues increased 64 percent in Quintile 1
and 25 percent in Quintile 5 over the 15-year period. Appendix B
reports the results of per-pupil revenues in constant 1990 dollars.

While Appendix A, Figure A.A illustrates variations in the amount
of local and state revenues and reports the amount of revenues
received by each quintile over time, Table 1 converts these data to
a measure of equity among the wealth quintiles. Local and state
per-pupil revenue in FY 1990 was $4,223 in Quintile 5, compared
to $2,665 in Quintile 1, for a difference of $1,558. Table 1 reports
the differences in funding between Quintile 5 and each of the other
quintiles from FY 1990 to FY 2005. Adding Quintile 5’s and
Quintile 1’s difference of $1,558 to the corresponding differences
between Quintile 5 and Quintiles 2 through 4 results in an
aggregate difference of $5,352. As equity improves, the sum of
differences between Quintile 5 and Quintiles 1 through 4 will
narrow. The FY 1990 figure is the pre-reform baseline against
which the FY 1991 through FY 2005 data will be compared.

Table 1 reports both unadjusted and constant dollar amounts. Panel
1 of the table shows that for unadjusted (nominal) revenue, the
equity gap has been narrower in all years since KERA was enacted
than it was in FY 1990. Over the years, the gap has narrowed and
then widened, reaching a high of $5,157 in FY 2005, just 4 percent
below the gap in FY 1990.

As shown in Panel 2, the inflation-adjusted gap was $3,416 in FY
2005, a decrease of 36 percent from FY 1990. The inflation-
adjusted equity gap reported in Panel 2 is narrower than that shown
in Panel 1 for unadjusted dollars. In addition, the year-to-year
variations in the gap are smaller in the constant dollar analysis than
is evident in Panel 1.

Prior to the reform in 1990, the equity gap was apparent between
the property-poor and property-rich districts. As reflected in
Table 2, Quintiles 1 through 4 received between 63 percent and 76
percent of the local and state revenues received by the highest
wealth quintile in FY 1990. After the reform, revenues for
Quintiles 1 through 4 ranged between 82 percent to 85 percent of
the revenue received by Quintile 5 for the fiscal years 1995, 2000,
and 2005.
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Table 1
Local and State Revenues: Difference in Quintiles 1-4 Per-pupil Revenue
Compared to Quintile 5 Per-pupil Revenue for FY 1990-FY 2005

Panel 1: Unadjusted Dollars

Fiscal Quintile 5 Per-pupil Revenue Minus Lower Quintiles’ Revenue | Q1-4 Aggregate | % Difference
Year Difference: Compared to
Quintile 1 Quintile 2 Quintile 3 Quintile 4 Equity Gap 1990
1990 $1,558 $1,432 $1,340 $1,022 $5,352
1991 $1,142 $1,087 $1,034 $883 $4,147 -23%
1992 $901 $1,005 $932 $842 $3,679 -31%
1993 $921 $1,019 $1,027 $895 $3,862 -28%
1994 $795 $923 $924 $839 $3,480 -35%
1995 $847 $962 $992 $928 $3,729 -30%
1996 $900 $1,006 $1,026 $935 $3,867 -28%
1997 $726 $851 $907 $926 $3,410 -36%
1998 $1,047 $1,170 $1,253 $1,198 $4,669 -13%
1999 $1,188 $1,253 $1,287 $1,276 $5,004 -6%
2000 $1,146 $1,244 $1,219 $1,238 $4,847 -9%
2001 $1,171 $1,250 $1,275 $1,219 $4,915 -8%
2002 $1,228 $1,292 $1,201 $1,313 $5,034 -6%
2003 $1,204 $1,186 $1,136 $1,199 $4,726 -12%
2004 $1,216 $1,246 $1,090 $1,089 $4,642 -13%
2005 $1,376 $1,367 $1,227 $1,187 $5,157 -4%

Panel 2: FY 1990 Constant Dollars

Fiscal Quintile 5 Per-pupil Revenue Minus Lower Quintiles’ Revenue | Q1-4 Aggregate | % Difference
Year Difference: Compared to
Quintile 1 Quintile 2 Quintile 3 Quintile 4 Equity Gap 1990
1990 $1,558 $1,432 $1,340 $1,022 $5,352
1991 $1,082 $1,031 $981 $838 $3,932 -27%
1992 $827 $923 $857 $773 $3,380 -37%
1993 $821 $908 $915 $798 $3,441 -36%
1994 $690 $801 $802 $728 $3,022 -44%
1995 $715 $812 $837 $783 $3,148 -41%
1996 $739 $827 $843 $769 $3,178 -41%
1997 $580 $680 $725 $740 $2,725 -49%
1998 $822 $919 $984 $940 $3,665 -32%
1999 $917 $967 $994 $985 $3,862 -28%
2000 $860 $933 $915 $928 $3,635 -32%
2001 $849 $907 $925 $884 $3,564 -33%
2002 $875 $921 $856 $936 $3,587 -33%
2003 $840 $827 $792 $836 $3,295 -38%
2004 $830 $850 $744 $743 $3,167 -41%
2005 $912 $905 $812 $786 $3,416 -36%

Sources: Staff compilation of Final Support Education Excellence in Kentucky (SEEK) Calculations and Annual
Financial Reports provided by the Kentucky Department of Education, Division of School Finance; Bureau of Labor
Statistics.
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Table 2

Local and State Per-pupil Revenue by Property Wealth Quintile
as Percent of Quintile 5 for Select Years

Quintile FY 1990 | % of Q5 | FY 1995 | % of Q5 | FY 2000 | % of Q5 | FY 2005 | % of Q5
Q1 - Lowest Wealth $2,665 63% $4,644 85% $5,800 83% $6,588 83%
Q2 $2,792 66% $4,530 82% $5,703 82% $6,598 83%
Q3 $2,884 68% $4,500 82% $5,727 82% $6,738 85%
Q4 $3,201 76% $4,564 83% $5,708 82% $6,777 85%
Q5 - Highest Wealth $4,223 | 100% $5,492 | 100% $6,946 | 100% $7,964 | 100%

Source: Staff compilation of Final SEEK Calculations and Annual Financial Reports provided by the Kentucky
Department of Education, Division of School Finance.

Figure A reports changes in per-pupil revenue equity as measured

by two commonly used statistical measures of equity: the
coefficient of variation and the Gini coefficient. Values closer to
zero show greater equity. Differences between the two methods
should not be interpreted as one showing more equity because they
are based on different units of measurement. However, the
relationship between the two is similar, and a comparison of Figure
A with the last column of Table 1 shows that all methods of
examining equity reveal similar patterns.

Figure A

Equity Measures for Local and State Per-pupil Revenue FY 1990-FY 2005
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Source: Staff compilation of Final SEEK Calculations and Annual Financial Reports provided by the Kentucky
Department of Education, Division of School Finance.
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In absolute terms, local revenue
grew the most—$2,950 per
pupil—in the highest wealth
quintile from FY 1990 to FY 2005.
Local revenue grew the least—
$1,006—in the lowest wealth
quintile for the same time period.

In absolute terms, state revenue
grew the most —$2,917 per
pupil—in the lowest wealth quintile
from FY 1990 to FY 2005. State
revenue grew the least—$791—
in the highest wealth quintile for
the same time period.

Local Revenue

To analyze the revenue gap in further detail, local revenue is
analyzed separately from state revenue. As shown in Appendix A,
Figure A.B, local revenue grew the most in absolute terms in the
highest wealth quintile—$2,950 per pupil—increasing from $2,103
per pupil in FY 1990 to $5,053 in FY 2005. For the same time
period, local revenue grew the least—$1,006—in the lowest wealth
quintile, increasing from $355 per pupil to $1,361. However, the
lowest wealth quintile experienced the greatest rate of change,
increasing 284 percent over the 15-year period. Appendix B,
Figure B.B reports these changes in constant 1990 dollars. When
adjusted for inflation, Quintile 1 grew by $547, or 154 percent, and
Quintile 5 grew by $1,244, for a 59 percent increase over the
15-year period.

State Revenue

Per-pupil state revenue by wealth quintile from FY 1990 to FY
2005 is depicted in Appendix A, Figure A.C. State revenue grew
the most in the lowest wealth quintile, increasing $2,917 per pupil
from $2,310 in FY 1990 to $5,227 in FY 2005. State revenue grew
the least in the highest wealth quintile, increasing $791 per pupil
from $2,120 to $2,911 for the same time period. This relationship
is also evident when the data are adjusted for inflation; although,
the magnitude of dollar gains is less. As Appendix B, Figure B.C
reports, in constant 1990 dollars, state revenue for Quintile 1 grew
50 percent from 1990 to 2005, while Quintile 5 state revenue fell
by 9 percent, from $2,120 to $1,928 during this period.

As noted in the 2005 School Finance Report, the General
Assembly appropriates funds to the Kentucky Department of
Education for expenditures the department makes on behalf of
school districts. These items include vocational schools, teacher
retirement, health insurance, and life insurance. These payments
have not been reflected in OEA’s funding analysis thus far because
school districts were not required to account for these funds until
FY 2004. Table 3 reflects changes to district revenue when on-
behalf-of payments are included for fiscal years 2004 and 2005.

Quintiles 1 through 4 received 20 to 27 percent more revenue per-
pupil in FY 2004 when on-behalf-of payments are accounted for,
while Quintile 5 received an additional 39 percent. In FY 2005,
Quintiles 1 through 4 received 23 to 30 percent more from on-
behalf-of payments, and Quintile 5 received 40 percent more
revenue than seen in unadjusted revenues. In absolute terms,
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Quintile 5 received the most on-behalf-of payments in FY 2004;
and the second most, behind Quintile 1, in FY 2005.

Table 3

State Per-pupil Revenue by Property Wealth Quintile
Adjusted for State On-Behalf-Of Payments FY 2004 and FY 2005

FY 2004
With On-
Quintile Unadjusted | Behalf-Of | Difference | % Change
Payments
Q1 - Lowest Wealth $5,146 $6,196 $1,050 20%
Q2 $4,589 $5,545 $956 21%
Q3 $4,233 $5,208 $975 23%
Q4 $3,438 $4,376 $937 27%
Q5 - Highest Wealth $2,841 $3,963 $1,122 39%
FY 2005
With On-
Quintile Unadjusted | Behalf-Of | Difference | % Change
Payments
Q1 - Lowest Wealth $5,227 $6,450 $1,223 23%
Q2 $4,654 $5,792 $1,139 24%
Q3 $4,312 $5,447 $1,135 26%
Q4 $3,533 $4,604 $1,071 30%
Q5 - Highest Wealth $2,911 $4,069 $1,158 40%

Note: On-behalf-of payments are expenditures the Kentucky Department of Education
makes with general fund appropriations. This spending covers expenses that might
otherwise be paid for directly by school districts such as vocational schools, teacher
retirement, health insurance, and life insurance.

Source: Staff calculations based on data provided by the Kentucky Department of
Education, Division of School Finance.

In absolute terms, federal revenue
grew the most—$983 per pupil—
in the lowest wealth quintile from
FY 1990 to FY 2005. Federal
revenue grew the least—$436—in
Quintile 4 for the same time

period.

Federal Revenue

Although this analysis focuses primarily on local and state
education funding because those are the funding sources that can
be impacted through state policymaking, analysis of education
funding is incomplete without discussion of the federal funds
received by school districts. Appendix A, Figure A.D depicts the
federal funds received by quintiles from FY 1990 through FY
2005. Federal revenue grew the most in Quintile 1, increasing $983
per pupil from $540 in FY 1990 to $1,523 in FY 2005. Federal
revenue grew the least in Quintile 4, increasing $436 per pupil
from $292 to $727 for the same time period.

When adjusted for inflation, the patterns of growth in federal
revenue are similar to those reported for nominal dollars. As
reported in Appendix B, Figure B.D, in constant 1990 dollars,
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The gap is actually wider between
Quintiles 5 and 4 when federal
revenue is included.

The equity gap in total revenue
has been narrower in all years
since education reform was
enacted in FY 1990; however, the
gap has widened slightly in FY
2005.

Quintile 1 grew by $469, or 87 percent; while Quintile 4 grew the
least, increasing by $190, or 65 percent, over the 15-year period.

Total Revenue

Appendix A, Figure A.E reflects total revenue and illustrates how
the addition of federal funds helps reduce the equity gap between
Quintile 5 and Quintiles 1 through 3. The gap is wider between
Quintiles 5 and 4 when federal revenue is included because of the
relatively lower amount of federal funds received by districts in
Quintile 4.

In an analysis similar to Table 1 containing local and state revenue,
Table 4 converts the total per-pupil revenue data presented in
Appendix A, Figure A.E to a measure of equity among the wealth
quintiles and repeats both nominal and inflation-adjusted revenue
amounts. Total per-pupil revenue for Quintile 5 was $4,585 in
1990, compared to $3,205 in Quintile 1, for a difference of $1,380.
Table 4 reports differences in total per-pupil funding between
Quintile 5 and each of the other quintiles from FY 1990 through
FY 2005. Adding Quintile 5’s and Quintile 1’s difference of
$1,380 to the corresponding differences in funding between
Quintile 5 and Quintiles 2 through 4 results in an aggregate
difference of $5,241 in FY 1990. As equity improves, the sum of
differences between Quintile 5 and Quintiles 1 through 4—the
equity gap—will narrow. The FY 1990 figure is the pre-reform
baseline against which the FY 1991 through FY 2005 equity gap
data will be compared.

As is the case when just local and state revenue is considered (see
Table 1), the equity gap in total revenue has been narrower in all
years since education reform was enacted in FY 1990. However,
the gap has widened slightly in FY 2005. The equity gap increased
in FY 2005 because districts in Quintile 5 experienced greater
increases in local and federal revenue than did districts in Quintiles
1 through 4. While districts with lower property wealth received
more state revenue than districts in Quintile 5, the increases in state
revenue were not sufficient to narrow the equity gap from FY 2004
levels.

The constant dollar equity gap calculated in Panel 2 of Table 4
shows greater success in reaching equity and a more consistent
narrowing of the gap over time than is evident in the unadjusted
dollar analysis presented in Panel 1 of Table 4.
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Table 4
Total Revenue: Difference in Quintiles 1-4 Per-pupil Revenue
Compared to Quintile 5 Per-pupil Revenue for FY 1990-FY 2005

Panel 1: Unadjusted Dollars

Fiscal Quintile 5 Per-pupil Revenue Minus Lower Quintiles’ Revenue | Q1-4 Aggregate | % Difference
Year Difference: Compared to
Quintile 1 Quintile 2 Quintile 3 Quintile 4 Equity Gap 1990
1990 $1,380 $1,391 $1,378 $1,092 $5,241
1991 $1,043 $1,139 $1,144 $1,050 $4,376 -16%
1992 $711 $1,017 $1,006 $963 $3,697 -29%
1993 $726 $985 $1,063 $1,041 $3,816 -271%
1994 $699 $957 $1,081 $1,039 $3,776 -28%
1995 $650 $902 $1,037 $1,042 $3,631 -31%
1996 $712 $1,011 $1,138 $1,094 $3,956 -25%
1997 $416 $771 $948 $1,078 $3,212 -39%
1998 $865 $1,139 $1,318 $1,397 $4,719 -10%
1999 $885 $1,136 $1,253 $1,388 $4,661 -11%
2000 $875 $1,164 $1,230 $1,465 $4,734 -10%
2001 $833 $1,113 $1,261 $1,403 $4,610 -12%
2002 $825 $1,138 $1,138 $1,508 $4,609 -12%
2003 $711 $949 $1,008 $1,368 $4,036 -23%
2004 $790 $1,179 $1,046 $1,451 $4,466 -15%
2005 $976 $1,322 $1,247 $1,583 $5,128 -2%

Panel 2: FY 1990 Constant Dollars

Fiscal Quintile 5 Per-pupil Revenue Minus Lower Quintiles’ Revenue | Q1-4 Aggregate | % Difference
Year Difference: Compared to
Quintile 1 Quintile 2 Quintile 3 Quintile 4 Equity Gap 1990
1990 $1,380 $1,391 $1,378 $1,092 $5,241
1991 $989 $1,080 $1,085 $996 $4,149 -21%
1992 $654 $934 $924 $885 $3,397 -35%
1993 $647 $878 $947 $928 $3,399 -35%
1994 $607 $831 $939 $902 $3,279 -37%
1995 $549 $762 $875 $880 $3,065 -42%
1996 $586 $831 $935 $899 $3,251 -38%
1997 $333 $616 $757 $861 $2,567 -51%
1998 $679 $894 $1,035 $1,096 $3,705 -29%
1999 $683 $876 $967 $1,071 $3,597 -31%
2000 $656 $873 $922 $1,099 $3,551 -32%
2001 $604 $807 $914 $1,018 $3,343 -36%
2002 $588 $811 $811 $1,075 $3,284 -37%
2003 $496 $662 $703 $954 $2,814 -46%
2004 $539 $805 $714 $990 $3,047 -42%
2005 $647 $875 $826 $1,048 $3,396 -35%

Sources: Staff compilation of SEEK Calculations and Annual Financial Reports provided by the Kentucky
Department of Education, Division of School Finance; Bureau of Labor Statistics.
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As reflected in Table 5, Quintiles 1 through 3 received
approximately 70 percent of the total revenue received by
Quintile 5 in FY 1990. Quintile 4 received approximately 76
percent of the total revenue received by Quintile 5. By FY 2005,
Quintiles 1 through 4 received between 83 percent and 89 percent
of the total revenue received by Quintile 5. Quintile 4 received
slightly less revenue than the other quintiles because it received
less federal revenue.

Table 5

Total Per-pupil Revenue by Property Wealth Quintile
as Percent of Quintile 5 for Select Years

Quintile FY 1990 | % of Q5 | FY 1995 | % of Q5 | FY 2000 | % of Q5 | FY 2005 | % of Q5
Q1 - Lowest Wealth $3,205 70% $5,370 89% $6,785 89% $8,111 89%
Q2 $3,193 70% $5,117 85% $6,497 85% $7,766 85%
Q3 $3,207 70% $4,983 83% $6,431 84% $7,841 86%
Q4 $3,493 76% $4,978 83% $6,195 81% $7,505 83%
Q5 - Highest Wealth $4,585 | 100% $6,020 100% $7,661 | 100% $9,087 100%

Source: Staff compilation of Final SEEK Calculations and Annual Financial Reports provided by the Kentucky
of Education, Division of School Finance.

While there have been variations
in equity since 1990, including a
recent narrowing of the gap in FY
2003 and 2004, the gap has
widened in FY 2005.

Conclusion

This report analyzes disparities in equity among school districts by
examining the amount of per-pupil funding received by districts
through local tax effort and state Support Education Excellence in
Kentucky payments, as well as other sources of local and state
revenue. The analysis focuses on local and state revenues because
those are subject to state legislative and regulatory policy, but
federal revenues are also reported to provide a more complete
picture of education finance in the Commonwealth. Since the
review of previous research on equity in education finance
concluded that there is no consensus on the best way to measure
equity, this analysis employs several equity measures and shows
both nominal and inflation-adjusted revenues (Costrell 6-7).

In all analyses, the equity gap between property-rich school
districts and property-poor districts was greater in the year before
KERA was enacted than it has been since. While there have been
variations in equity since 1990, including a recent narrowing of the
gap in FY 2003 and 2004, the gap has widened in FY 2005. The
equity gap is wider in absolute terms when nominal dollars are
reviewed than it is when analyzing inflation-adjusted revenues.
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