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January 5, 1995

The Honorable John "Eck" Rose, Co-chairman
‘The Honorable Jody Richards, Co-chairman
Legislative Research Commission

State Capitol

Frankfort, Kentucky 40601

Dear Senator Rose and Representative Richards:

The Special Subcommittee on Education Accountability met Wednesday, December 7,

1994, to receive and review the 1994 Office of Education Accountability Annual Report. The
Subcommittee approved the report with this letter attached.

It 15 the consensus of this Subcommittee that the following be included in addition to those

recommendations contained herein:

@

Family Resource and Youth Service Centers (FRYSC) - The Subcommittee wishes to
express their concern that the bureaucracy governing this program not become inflexible
or burdensome. It is preferred that any error of oversight be on the side of flexibility. The
Subcommittee also believes that the issue of confidentiality between FRYSC center staff
and local school district personnel should be addressed.

Education Professional Standards Board (EPSB) -The Subcommittee would urge the
EPSB to diligently move forward on alternative certification for degreed persons, both in
the area of full and part-time employees. Present regulations are unrealistic for those
leaving employment or retiring to be able to go into the classroom.

In addition, the Subcommittee would request the EPSB to review the issue of reciprocity
for purposes of certification with adjoining states. There are reports that credentialed

. employees from these states cannot obtain certification in Kentucky.

SEEK/SBDM Council Allocation - The Subcommittee expressed concern that the
funding allocation for site-based councils are not provided to schools in a timely manner
by school diswicts.  The Kentucky Department of Education should review the
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regulation(s) concerning this matter for changes to insure more timely allocations to
councils. In addition, concern was expressed that the content of the "temporary”
regulation continues to result in incremental de-centralization of resources to schools.
The KDE should consider the promulgation of a permanent regulation that ensures a
comprehensive and permanent de-centralization of SEEK monies to school councils.

As stated previously, these comments and recommendations are in addition to those
recommendations contained in the 1994 Annual Report. It should be noted that the Office of
Education Accountability (OEA) report was submitted in accordance with KRS 7.410(7). It is
the OEA report of findings and recommendations to the General Assembly for use as a discussion
document and should not be construed to carry the weight of law.

Respectfully submitted,

Dws@\#%\

Senator David K. Karem, Co-chairman

Representative Kenny Rapier, Co-chairman
Special Subcommittee on Education Accountability



INTRODUCTION

The research for and preparation of the 1994 Annual Repori has been a
time of intense activity and reflection for the agency. Our work involves
monitoring the reform initiatives, analyzing the effectiveness of SEEK and
investigating "allegations of waste, duplication, mismanagement and illegal
activity."

During 1994, we have visited over one hundred schools, met with 176
superintendents, attended hundreds of meetings, made presentations to a
variety of groups and taken over 1, 000 calis on the hotline. We have been
busy!

When OEA began in January 1991, there were two people and a hotline.
Today, OEA is an agency with seventeen full-time and six contract employees.

At the beginning, no one was quite sure what we were or what we should
be. In some ways, OEA was but a "twinkle in the eye" of a few brave legislators
who created this agency in accordance with the directives of the Rose decision.

During our four years, we have been called many things (some of them
unprintable)...SWAT team, watchdog, "the muscle that moves reform," and the
"Critical Friend." The latter is, | believe, the best description of what we are
striving to be. We attempt to be fair, yet ask the tough questions and are
unfailing in our efforts to try to improve what we have and to serve as a change
agent for our children.

It is in our role as "Critical Friend" that we offer the 1994 Annual Beport.
We hope you will read it, reflect on it and use it as a resource as we discuss
education in 1995.

Dr. K. Penney Sanders, Director
Office of Education Accountability
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EXECUTIVE SUMMARY

While recognizing there are numerous components of Kentucky's
education laws, the focus in this Annual Report is on those enacted since 1990.
The recommendations were developed after a study of the data from a variety of
sources: Kentucky Department of Education, Cabinet for Human Resources,
Office of Education Accountability (OEA) field reviews and research studies

conducted by higher education and other institutions.

Many recommendations were developed in this annual review. For

summary purposes, the following are cited:

. Await the final report of OEA's national panel on
assessment before proposing any changes to KIRIS.
However, the national panel's work should be instrumental

in developing the 1996 RFP for assessment.

« Convene a meeting on the SEEK formula to discuss
progress-to-date, needed adjustments and future

implications for the funding formula.

. Continue the increased emphasis on school district

accountability for the use of public funds.

« Continue to monitor, review and propose revisions, as

appropriate, of the program components. All programs need



to stress both fiscal and results accountability in their

reporting requirements.

 ldentify a more extensive pool of administrators to work
in the Management Assistance districts for an extended

period of time (one to two years).

As noted in this report, the implementation of the components of the
Kentucky Education Reform Act continues according to the six-year plan as
enacted in 1990. As with any change initiative, there is a need for continuous
discussion on the issues. Appropriate adjustments can be made when data and

experience indicate they are needed.



SUMMARY OF
RECOMMENDATIONS

Kentucky School Finance

&

increases in the SEEK base level should be continued.

A study of professional compensation should be initiated so we can change
the base of teacher compensation from the indirect measures of education

and experience currently used.

Funding for Extended School Services, Family Resource-Youth Service
Centers, Gifted and Talented, Preschool and Professional Development
programs should be studied for possible inclusion in the SEEK formula as

opposed to "stand alone” categorical programs.

In 1993-94, 29 school districts were unable to levy the 4 percent increase due
to Subsection 2 constraints per KRS 160.470(2)(a). A review of the

maximum tax levy allowed by House Bill 44 is necessary.

Stabilize the SEEK funding mechanism by using prior year assessments
coupled with current year average daily attendance figures. This would bring
the SEEK calculation to conclusion earlier in the fiscal year, thus making local

district planning easier and more accurate.



+ The inequities of the distribution of teacher's retirement, health, and life
insurance funds needs to be evaluated. (Districts in the highest wealth's
quintile received 4.65 percent more employer match funding from the state

than school districts in the lowest wealth quintile.)

+ The methodology for projecting student population should continue to be
improved. A joint effort should be undertaken by the Office of Education
Accountability (OEA) and the Kentucky Department of Education (KDE) to

routinely audit and validate average daily attendance in local school districts.

¢ The Facilities Support Program of Kentucky (FSPK) program should be fully
funded.

+ Monitor the effects of House Bill 810 on equity. (House Bill 810 was passed
by the 1994 legisiature to allow local school districts that have experienced
student population growth during a five-year period to levy an unequalized

five-cent tax for debt service and new facilities.)

Kentucky Education Technology System

+ A third operating system required for the pupil attendance software should
not be introduced into school districts because it adds unwarranted
complexity to the District Administrative System and increases local and state

costs by approximately $15M.

o The instructional component of KETS must be the top priority.



The FAC through the Project Office must be allowed to function as the "Fail

Safe" mechanism on the KETS Project.

The financial management component of the District Administrative System
must provide schools with detailed information on revenues, budgets, and

expenditures by object, function, and program.

The lessons learned at the pilot site should be evaluated and that all
identified critical adjustments and modifications be made to the financial
software.  Additionally, these adjustments and modifications should be
thoroughly tested before moving past the first seven installation sites. it
makes sense to "debug" the software at this stage of implementation instead

of replicating the problems in additional sites.

It is critical for the Help Desk, technical training, and office and
communications training to be in place as soon as possible. Currently, these
services are projected to be in place by mid-January 1995. Slippage in the
startup of these services will negatively impact the roll out of the District

Administrative System.

KDE must continue extensive, meaningful, and timely two-way

communication with school districts.

KDE should seek to reduce the amount of paperwork required by local

districts to participate in the KETS Project.



Assessment

é

No recommendations are offered at this time. Instead, we will await the
completion of the OEA study and forward the panel's recommendations to

the OEA Oversight Committee for their consideration.

Distinguished Educator Program

¢

Publish the criteria for the Distinguished Educator selection process.

KDE staff should use formal written evaluations for each session to develop a
database for future session planning. KDE staff should also carefully screen
the background of the Distinguished Educators to locate competent trainers

from within the Distinguished Educator group.

Monitor how the shift to a consulting role will impact schools who continue to

HH

fail to meet KIRIS standards and go from the status of "in-decline" to "in-

crisis.”

Education Professional Standards Board

@

Efforts must continue to ensure the autonomy of the EPSB. Attention has
been given to clarifying their role and budgets, but it continues to be a

concern.

EPSB must move quickly to identify and employ investigators and hearing

officers so that the revocation process will not be slowed.



EPSB needs to continue to support certification flexibility for schools that are

in the process of restructuring.

Division of Minority Education Recruitment and Retention needs to work to

include all minority groups in their work.

Extended School Services

L4

Schools must continue to communicate to teachers and staff that ESS is
an integral part of our education system. Ongoing public relations and
advocacy activities are necessary to ensure that all interested parties
are informed of available services and invited to participate in the

decision-making and planning processes.

Districts need to develop clear exit guidelines for students participating in

ESS programs.

in many of the districts, the ESS Coordinator appears to make the majority of
decisions about the funding and implementation of school level programs.
School staff would benefit from greater participation in planning and
implementation of their ESS programs. In addition, the site-based decision
making council and other school committees need to meet periodically to

review program results and identify unmet student needs.

In line with other KERA initiatives, ESS programs need to be prevention-
oriented whenever possible. Districts and schools should encourage early
referrals. Students should not have to fail before they are referred for

services.



+ OEA's review indicated a wide disparity ($15-30 per hour) in compensation

paid to ESS teachers. We recommend that KDE review this issue and
establish guidelines for payment. Additionally, KDE staff should clarify the

issue of compensating principals for their work in ESS.

KDE should consider waiving the self-evaluation portion of ESS paperwork

requirements for districts who are meeting KIRIS thresholds.

Exceptional Children

4

The Division of Exceptional Children should strongly consider maintaining its
focus on recalcitrant districts which identify few, if any, EBD students. A
disproportionate number of the students expelled or dropping out of these
districts are likely EBD students. Laws requiring services to, rather than
exclusion of, these students have been in effect for 17 years. It is unrealistic

to continue hoping for voluntary compliance.

The Division should develop a policy on protecting the confidentiality of
individuals who file complaints with the office. Any other policy acts as a
deterrent to reporting and can result in punitive action against the

complainant.

KDE should commit sufficient resources to the Division to ensure effective
and timely monitoring. The Individuals with Disabilities Education Act (IDEA)
requires monitoring on a five-year cycle, and some districts apparently will
meet minimum standards only when intensive compliance reviews are

anticipated.



Family Resource and Youth Service Centers

é

Each center should annually submit to the FRYSC/CHR a full accounting of
expenditures, other than personnel. OEA recommends reporting individual

item expenditures, not expenditures by total vendor expense.

CHR should randomly review district audits to ensure appropriate spending.
We recommend that the school district fiscal officer review quarterly financial
reports to ensure appropriate spending. We also recommend that FRYSC
advisory committee minutes reflect a full accounting, disclosure and approval

of the advisory committee on expenditures.

All FRYSC funds should be totally separate from any other program; i.e.,
adult or community education. These programs do often complement each
other but all fundraising and program activities should remain separate and

distinct expenses.
FRYSC's should coordinate their programs with district initiatives.

Programs should not list items in their budget that are not written into their

grant as core or optional components.

A limit should be established for expenses related to awards, recognition and

incentives.

The nepotism statute (KRS 160.380) should be expanded to include
employees of FRYSC's and FRYSC Advisory Committee members.



¢ Clarify the role of FRYSC advisory councils that function in schools with

SBDM councils.

The State FRYSC Task Force should define the lines of authority and
communication between and among center coordinators, central office staff,
CHR/FRYSC field liaisons, the State Task Force and CHR/Frankfort-based
personnel. The effort is needed because of the FRYSC staff reorganizations

at CHR.

CHR should review the selection criteria to ensure priority in establishing

centers in areas of greatest economic need.

High School Restructuring

¢

L

Establish a Division for Secondary Education at the Kentucky Department of

Education.

The Education Professional Standards Board (EPSB) needs to continue to
support certification flexibility for schools that are in the process of

restructuring.
As high schools change dramatically, the role of the principal is drastically

redefined. A complete review of the position and its demands needs to be

undertaken by EPSB and local boards.

10



Investigations

+ Promulgate a statute or regulation causing all school districts to adopt
uniform policies and procedures for reimbursement of travel expenses

subject to the approval of the Kentucky Department of Education.

+ Amend KRS 160.180 (2)(g) to recognize that the mere deposit of district
funds in a bank does confer a direct or indirect beneficial interest to one who
has a significant ownership interest in a bank or is a major officer or director

of a bank.

+ Amend KRS 160.570 (1) to require that school districts bid all bank services.

+ Amend KRS 424.260 to clearly define and limit "professional services" as

they relate to school districts.

« Amend KRS 160.380(3) to require nationwide criminal record checks for new
school district employees in order to screen out those applicants with a
criminal history of sex crimes. These criminal record checks are to be

requested from the Justice Cabinet prior to employing the applicant.

« Broaden the pool of administrators available to work with the Management

Assistance Program.

11



Memorandum of Agreement

+ As a result of the ongoing use of and reliance on MOAs for personnel, a
review of the implications of their continued use and its impact on the state

personnel system should be undertaken.

¢+ Contracts filed after the effective date of the contract should not be honored.

Multicultural Education

¢ Each school district should take time to reflect on cultural diversity, or lack of
diversity, within their district and create an appropriate plan of action for

ethnic sensitivity.

¢+ Each district should submit their plan and request for training to the
Multicultural Opportunities Branch at KDE on an annual basis for review and

consultation on scheduling professional development.

+ OEA recommends that KDE abide by the mission statement and objectives of

the Multicultural Opportunities Branch as stated in their executive summary.

Preschool

¢ Although the problem has diminished significantly, there appears to be
continued "turf battles" in isolated areas that result in poor collaboration
between KERA, Head Start and other private providers. It is recommended

that the preschool branch identify these districts and mediate the concerns.

12



+ Efforts should be undertaken to lessen the divisiveness between private child

L4

care providers and KERA Head Start programs (state or federally supported).

Public information efforts should be initiated to inform preschool teachers,
parents, and the public about the Interdisciplinary Early Childhood Education

Certification (IECE) and how it may impact the teacher certification process.

Primary

L

KDE should assure that all 837 elementary schools have complete
understanding of 704 KAR 3:440 and House Bill 187 enacted in the 1994
Regular Session of the General Assembly. Copies should be provided for
every primary teacher. OEA is receiving eight to ten hotline calls per week
from teachers, and most callers are not knowledgeable of optional grouping

patterns for P-1 students.

Districts and schools should examine their curriculum for alignment with
Kentucky's Learning Goals and Academic Expectations. The KELP learning
descriptions recently provided to schools in writing, reading, mathematics,
independent learning and citizenship, reasoning, science, social studies,
motor development and the arts should be used to determine expectations

for every child.

Based on fourth grade KIRIS scores statewide, primary schools should

increase emphasis on science and social studies instruction.

KELP training should continue until all primary teachers have an

understanding of this authentic assessment/continuous progress document.

13



Beginning with the 1995-36 school year, every primary teacher should have

fully implemented the use of KELP with all students.

KDE and RSC consultants should continue to encourage schools to utilize
the Primary B portion of the KIRIS continuous assessment and ensure its

compatibility with KELP.

Schools should become more creative in arranging teachers' schedules for
more parent conferencing and collaboration among themselves and special
area teachers. Positive morale of teachers must be achieved and protected
and they must not be overwhelmed with after-school requirements for parent

conferencing.

A continued public information effort should focus on how much better a child
is able to perform more complex cognitive activities, problem solve and deal
with real life situations when he/she has experienced a quality primary

program, when compared to pre-KERA instruction.

Professional Development

%

The small two- and three-district consortia, of which there are nine (excluding
Fayette and Jefferson counties), do not appear to be able to produce the
variety of professional development experiences and activities needed by

their member districts. These should be merged with other consortia.

There should be a strict accounting of all funds sent to consortia and school

districts. Consortia should be required to file a budget with KDE, and a report

14



of income and expenditures for the preceding fiscal year by July 31 of each
year. Districts should also file a report of the use of all funds retained by the

district or re-routed to the district from the consortia.

+ KDE must continue to develop evaluations so that only quality programs are
offered, leading to the assurance of high levels of training for local district

professionals.

+ In order to meet the continuing demand for professional development
activities for teachers, a study should begin for extending the 185-day
calendar so that teachers may have additional time without reducing the
number of student instructional days. This study should be completed in time
to be used by the 1996 session of the General Assembly in budget

preparation.

Regional Service Centers

¢ If RSC and consortia see themselves in such different roles that a merger of
the two is not feasible, then a high degree of cooperation and collaboration

must be in place so as to avoid duplication and confusion.

+ RSC's should continue to make every effort to work with school districts that

feel isolated from RSC services due to geographic location.

School Based Decision Making

o The issue of consultation between the principal and council should be

resolved in the 1996 General Assembly.

15



¢ There is a need for continued refinement and increased enforcement of 702

KAR 3:245 (School Council Allocation Formula).

¢ There continues to be a need for quality, consistent training for school
councils in the areas of budgeting, curriculum alignment, transformation

planning and pblicy development.

+ There needs to be increased efforts by local, regional and state education
agencies and groups to develop convincing rationale for entering SBDM at

those schools that have not chosen to do so.

+ There is a need for developing more effective communications with teacher
and parent council members regarding educational information that has

implications for school councils.

+ Local boards of education need to review and update their SBDM policies

using the checklist provided by KDE.

Superintendent/Principal Training and Assessment

¢ Administrator training, testing and assessment should be included in the
university preparation program for certification. This would ensure that no
one could receive certification without successful completion of all

assessmenis.

16



+ Promulgate a regulation to address the issue of those not qualifying for re-
certification and those who do not complete their qualification within the

allotted year's time.

+ Promulgate a regulation to establish the maximum number of times an
individual can take the test for each module before declaring that individual to

be ineligible for certification in that position.

Superintendent Screening Committees

+ Consideration should be given to changing the composition of the screening

committee to include more input from the community.

+ All superintendent vacancies should be posted at the Kentucky Department

of Education.

+ Screening committees and school boards should review affirmative action
(EEOC) regulations before beginning their work. Increased efforts must be
made to widen search efforts to ensure greater gender, race and geographic

diversity in the candidate pool.
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EDUCATION FUNDING IN KENTUCKY

OVERVIEW

Public school finance reform and school restructuring are prominent policy
issues at the federal, state, and local levels of government. For example,
Goals 2000:  Educate America Act encourages the creation of national
standards for K-12 education and authorizes aid for states willing to reform their
public schools (Jennings 1993). All 50 states enacted school finance reforms
between 1970 and 1990 that changed the way schools are funded (Odden and
Picus 1993). At the local level, school districts have unified to challenge the
equity and/or constitutionality of the way state funds for education are allocated.
Thro (1990) attributes the success of school finance cases in recent years in

Montana, Kentucky, and Texas as leading to an increase in school litigation.

Unfortunately, school finance is much like Winston Churchill's description
of Russia, "a riddle, wrapped in a mystery, inside an enigma.” One of the most
often discussed public policy issues of the last three decades, school finance
reform continues to be illusive and illusionary. lllusive in that we are constantly
trying to bring strong direction and illusionary in that it is often hidden by the

political nature of the many elements of the education community.

There are a number of factors that have made public school finance
reform difficult to achieve. Often included are the issues around reliance on
property tax, disparity, and inequities in growth in property base, de facto

unavailability of other taxes, and educational accountability. Irrespective of the

21



difficulty in achieving reform, many states continue to undertake this Herculean

task.

Several events have merged to renew public and private interest in school
finance: successful court challenges in several states to existing state public
school finance formulas, using a strategy of new types of evidentiary data; a
popular book alleging more severe racial segregation and worse financial
constraints in urban public education than existed in the nation in 1954,
congressional proposals for public school financial studies; and, the
announcement by a President and state governors of national public education

goals.

The Kentucky Education Reform Act of 1990 (KERA), reconstituted the
Commonwealth of Kentucky's system of public schools. KERA's finance reforms
abolished all existing school funding mechanisms and created a tiered school
finance system comprised of three components: the state adjusted based
guarantee and two local-options (Tier | and Tier II) that allow school districts to
exceed the state minimum funding per pupil. Adjustments to the base guarantee
are made for at-risk students, exceptional children, home and hospital, and
transportation. Tier | includes state equalization funds. Tier Il includes only local
funds. Known as the Support Education Excellence in Kentucky program
(SEEK), this school finance system requires a minimum local tax effort of 30
cents per $100 of property value, increases support to local schools, and alters

the distribution of educational dollars among school districts.

The Facilities Support Program of Kentucky (FSPK) provides equalized

aid for capital outlay but requires an additional tax of 5 cents per $100 of

22



property value. Finance reforms also includes new categorical programs that
support preschool, extended school services, technology, professional
development, school rewards and sanctions, and family resource and youth

service centers for students and their families.

Underlying the SEEK funding mechanism was the Commonwealth's
commitment to “"assure substantially equal public school educational
opportunities for those in attendance in the public schools of the Commonwealth

. . [and to] provide for an efficient system of public schools throughout the
Commonwealth" (Kentucky, 1990:67). In short, Kentucky has underwritten

school reform with considerable new state and local resources.
PROGRAM IMPLEMENTATION

This report is a review of the fo'urth year of the five-year plan. It continues
to build a framework for the study of equity and examines the distribution of state
and local funds and how these funds were expended. The report reviews certain
components of the funding mechanism. Finally, it is a report that clearly points
out the tremendous strides that have been made during the past four years, but
with the continued cautionary note that we "have not arrived." The severe
pre-KERA disparities described in Table 1 continue to narrow. However, much
work and energy must still be expended if we are to attain the level of equity and
adequacy required to fulfill the Kentucky Supreme Court's ruling in Rose v,

il for [ ion. Inc. (1
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TABLE 1
1989-90 PRE-KERA DISPARITIES

Low High

Property Wealth Per Pupil $39,138 $341,707
Levied Equivalent Tax Rate 229 111.9
Local Revenue Per Pupil $80 $3,716
State Revenue Per Pupil $1,750 $2,753
Av Per Pupil Expenditure

For Administration $31 $356

For Instruction $1,499 $3,709

For Teaching Supplies $8 $259
Av Administrator Salary $32,017 $56,691
Av Teacher Salary $21,718 $30,379
Av Certified Salary $24,102 $32,268
Staft Per 1000 Pupils

Classroom Teachers 495 84.7

Librarians 0 7.7

Guidance Counselors 0 45

Teacher Aides 0 40.7

Total Certified Staff* 60.4 104.1
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The SEEK program is a "tiered" system composed of three distinct but

closely related components. These components are:

1. Adjusted Base Guarantee. The adjusted base guarantee is a
guaranteed amount of revenue per pupil to be provided for each school district
adjusted by a series of factors that affect the cost of providing services to
students. For 1993-94, the base amount was adjusted by four factors -
exceptional children, transportation, at-risk pupils, and pupils receiving services
in a home and/or hospital situation. The following adjustments are a means of
directing additional state funds to students and districts with special and varying

needs.

A. The adjustment for exceptional children is a weighted calculation
that considers the number of identified children with various
exceptionalities. For 1993-94, the twelve (12) categories of

exceptionality were placed in three groups and assigned weights.

B. The adjustment for transportation is determined by applying the

formula contained in KRS 157.370.

C. The adjustment for at-risk pupils is determined by applying a factor

-of .15 for each pupil approved for free lunch under the National

School Lunch Program.
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D. The adjustment for students who are unable to attend regular
school sessions because of short-term health impairments
(referred to as Home and Hospital) is determined by applying a

formula found in KRS 157.270.

KRS 160.470 requires that each local school district levy a minimum
Equivalent Tax Rate (ETR) of 30 cents per $100 of assessed property value.
This required "Local Effort" is the local contribution to the adjusted base
guarantee. The difference between the Local Effort and the adjusted base
represents the state SEEK contribution to the local school district. The

mechanics for arriving at this adjusted base guarantee is illustrated as follows:

Adjusted State
Pupils Exceptional Home and Base SEEK
Base + At-Risk + Transportation + Children + Hospital = Guarantee - Local Effot = Aid

$2,495 $187 $330 $256 $15 $3,283 $574 $2,709

The base amount ($2,495) was set by the General Assembly for 1993-94
and is the only amount in this example that is constant for all districts. Each of
the adjustments will vary depending on the needs of the student population in
each school district; the Local Effort will also vary from district to district
depending on the property wealth of the district. Additionally, when calculating
the SEEK program, all calculations are made on a per pupil basis and the

calculated amounts apply to each pupil in the district.
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For clarity, consider the at-risk factor. Suppose the district in the previous
example has 2,000 students and 1,000 are approved for free lunch. Each
student approved for free lunch generates $374 ($2,495 times .15) for a total of
$374,000 ($374 times 1,000 approved students). This $374,000 is then spread
across the entire student population to display an amount per pupil. In this
example the at-risk factor is $187 ($374,000 divided by 2,000 and rounded).

Similar calculations are made for the other adjustment factors.

2. Tier I. Tier | is the second component of SEEK. This is an optional
component that allows local school districts to generate additional revenue of up
to fifteen percent (15%) of the adjusted base guarantee. School districts whose
per pupil property wealth is less than 150% of the statewide average per pupil
property wealth ($280,000 in 1993-94) receive state equalization funds if they
choose to levy this additional tax. Districts may participate at any level up to
15% and the state provides equalization funds to guarantee that any district who
participates will receive the same revenue per pupil if they make the same tax
effort. The tax rate levied by a local school board under Tier | is not subject to
the public hearing and recall provisions contained in KRS 160.470. The 1992
General Assembly appropriated $78 million for 1993-94 in equalization funds for
Tier I. These funds were distributed prorata to the local school districts that

levied taxes under Tier |.

3. Tier Il.  Tier Il is the third component of SEEK and is also optional.
Tier Il allows school districts to generate additional revenue up to thirty percent
(30%) of the amount generated by the adjusted base guarantee and Tier |.
These funds are not equalized by the state and hearing and recall provisions of

KRS 160.470 do apply. Tier Il has the effect of placing a cap on the amount of
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necessary to make decisions about equity in Kentucky and how to insure its
delivery. Limitations on available data make it essential for the reader to

understand that this report in no way represents a comprehensive equity study.

The work of Robert Berne and Leanna Stiefel (1984) will be referred to
frequently. Although many authors provide extensive knowledge of education
financing and equity, the work of Berne and Stiefel is relative to the kind of
evaluation anticipated of Kentucky's system. As outlined in their book, The

Measurement of Equity in School Finance, to build an equity framework, one

must address certain problems and make value judgments in four areas:

1) for whom do you expect to provide equity?

2) what services or resources should be distributed fairly for these groups?

3) what are the different equity principles, or measures, that can be used to
determine whether the distribution is fair?

4) how should the degree of equity be measured?

The group for whom equity is to be provided can be any benefactor or
contributor to the system: taxpayers, children, teachers, etc. Given the mandate
of the Kentucky Supreme Court in Rose v, the Council for Better Education, Inc.
and the subsequent action of the 1990 General Assembly, there can be no
doubt that Kentucky's funding system for education attempts to provide equity for
children. Equity for other groups -- teachers, taxpayers, etc. -- may be important
and may be affected by the desire to provide equity for children. Nevertheless,
the targeted group for whom equity is to be provided is clearly the children of

Kentucky.
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Distinguishing what services, resources, or objects are to be distributed is
much more difficult to deal with than determining the group for whom equity is to
be provided. Services and resources can be categorized as inputs, outputs, and
outcomes. Inputs can be identified as any number of basic resources used to
educate children: dollars, price-adjusted dollars, number of teachers and their
level of training, course availability and other resources such as the number of
library books and the number and quality of textbooks. School facilities can also

be included in this group.

Outputs include measures of such things as pupil performance, test
scores, and drop-out rates. Outcomes, or the result of the schooling provided to
children, can be measured by such things as earning potential, satisfaction with
one's status in life, etc. These objects of distribution offer a variety of ways to
examine the system. For the purposes of this report, the key object of

distribution will be dollars measured by revenues and expenditures.

The determination that the distribution of revenues and/or expenditures
(dollars) will provide the framework of study for the equity of Kentucky's funding
formula raises a question regarding federal funds. Should federal revenues be
addressed when evaluating the equity of the funding system? Many argue for a
stronger federal role in the equity issue. Some advocate that the federal
government should help achieve equity in the states by providing direct aid.
Conversely, there are those who would limit the federal role to one that is much
diminished. The impact is greater in Kentucky since this state is one of the
highest ranked in the nation in the percentage of federal education funds

received.
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-~ Federal revenues affect the total revenues and expenditures of districts,
and in some this effect is dramatic. However, while these revenues will be
reviewed and observed, for thé purpose of analyzing the equity of the system
they will not be included. Justification for this lies in the fact that local and state
revenues are within the abilities of the General Assembly to control. For
example, state revenues are determined by direct appropriation and local

revenues by state law restrictions.

The state, on the other hand, has little or no control over which districts
receive federal funds or to what extent. Therefore, the state cannot be
responsible for assuring that federal funds are distributed in an equitable
manner. To facilitate the decision to concentrate on state and local funds, much
of the analysis will deal with the revenues to local districts instead of
expenditures. Revenues, as opposed to expenditures, can more easily be

identified by source (state, local, or federal).

Another question is what equity principles can be used to determine the
fairness of the distribution. Returning to the work of Berne and Stiefel, three

equity principles can be applied:

1. equal treatment of equals;
2. unequal treatment of unequals; and,

3. equal opportunity.

Berne and Stiefel (1984, 1994) refer to these as horizontal, vertical, and equal
opportunity equity. Kentucky's funding formula was designed to deal with each

of these principles and the framework of this study will deal with all three.
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Each of these three principles offers a different philosophy of equity.
Equal treatment of equals, or horizontal equity, would best be represented by a
funding system that minimizes the disparity of objects among districts, be it
revenue, expenditures or resources. Given the decisions already identified in
this report, horizontal equity would provide like amounts of funds for each and
every student in the Commonwealth irrespective of pupil need or wealth of the

district.

Unequal treatment of unequals, or vertical equity, recognizes that not all
students are the same and allows for appropriately unequal treatment. An
unequal distribution of objects, or dollars for the purposes of this report, is
required under this principle. For example, additional dollars may be mandated
for special services/programs for the handicapped. The necessity for the
differences to be legitimate and justifiable, not just perceived, cannot be
overemphasized. National studies recognize numerous differences that are both

legitimate and justifiable. Handicapped and bilingual students are two examples.

Equal opporunity provides for nondiscrimination. There can be no
variation among such objects as property wealth per pupil, per-capita income,
race, or sex. Odden et al. suggest that "this principle would require that there
be no relationship between expenditures, resources, programs or outcomes and
per pupil wealth or fiscal capacity" (1979:13). Unlike horizontal equity which
provides exactly the same object to each and every child, and vertical equity
which provides for appropriate differences, equal opportunity equity provides that
the education of the child should not depend upon the wealth of the district in

which the child resides. This principle gets to the heart of the Kentucky Supreme
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Court decision which frequently cited the disparities in funding and opportunity
due to the wealth of districts. The relationship between spending and wealth is

the cycle which the SEEK funding mechanism attempts to break.

The final question addresses how the degree of equity is to be measured.
Horizontal equity can be measured by a number of statistical measures including
range, restricted range, federal range ratio, variance, coefficient of variation,
Gini coefficient and Atkinson's index. As was stated earlier, limitations on the
availability of data demand that this study provide limited analysis. For these
reasons, most of the analyses in and for this report have been limited to the

statistical measures of range and coefficient of variation.

The range, or the difference between the highest and lowest per pupil
objects, is provided only for a sense of relative comparison since analysis of the
range does not deal with all the pupils. The coefficient of variation, on the other
hand, includes all the pupils. This measure is the standard deviation divided by
the mean. The closer all the parts are to the mean, the closer the coefficient of
variation is to zero, or showing smaller deviations. "One way to interpret the
coefficient of variation," according to John Augenblick in his report, An

valuation of the | fCh i ' Fi , "is to
multiply it by the mean; if the resulting product is added and subtracted from the
mean, the difference between the two figures is the approximate range of

disparity for two thirds of the pupils in the state” (1991:25).

Measures of vertical equity include the correlation coefficient, simple
slope, simple elasticity, and simple adjusted relationship. As data becomes

available over time, these measures may be employed. Measures of vertical
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equity will be particularly important to Kentucky if additional weights are added to

the funding formula and the existing weights adjusted.

Equal opportunity measures employ a combination of the horizontal and
vertical measures. The correlation coefficient can be used for the analysis of
equal opportunity. Augenblick explains, "The correlation coefficient ranges
between 1.00 and -1.00. A strong positive correlation suggests that as one
variable increases, the other does also. A strong negative correlation suggests
that as one variable increases the other decreases. A correlation near zero
suggests that there is no systematic relationship between the two variables"

(1991:30).

Equal opportunity is generally expressed as a negative principle, or the
absence of a relationship. The Supreme Court decision pointed specifically to
the correlation in Kentucky between property wealth and educational
opportunities for students; i.e., students in wealthier districts were provided
opportunities and inputs not available to students in less wealthy districts. The

SEEK program is structured in such a way as to diminish this relationship.

Before the analysis of the funding system is presented, it is important to
discuss "wealth" and its definition. The SEEK formula and the mandates of
HB 940 require local participation in the funding of Kentucky public education.
Although a variety of local taxes are available to support the system, the most
substantive and reliable is property taxes. Wealth for the purposes of funding
education is defined as property wealth. While property values are used
extensively on the national level, other recognized values are gaining attention.

Other means of measuring wealth may at some time be viable in Kentucky. For
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example, per capita income may have some merit. However, due to the
numerous independent districts in Kentucky which lie within county borders, per

capita income is not readily accessible data.

To analyze the equity of Kentucky's funding system, it is essential to
distinguish each component and deal with these components separately as well
as collectively. Vital to the system is the revenue generated through local
taxation. For the purposes of funding education, equivalent tax rates (ETR) are
computed. KRS 160.470(12)(a) defines equivalent tax rate as "...the raté which
results when income collected during the prior year from all taxes levied by the
district for school purposes is divided by the total assessed value of propery

plus the assessment for motor vehicles certified by the Revenue Cabinet."

Accompanying the efforts of the General Assembly in reforming education
were the efforts to reform Kentucky property taxes. New statutory provisions
include a quadrennial review of all properties in the Commonwealth, a mandate
that all properties be asseSsed at 100% fair market value and rigid performance
standards for local Property Valuation Administrators. The disparities noted by
the Court in property wealth were compounded by the level of effort of wealthier
districts. Not only did these districts have higher property wealth per pupil, but

also were taxing at higher rates.

Table 3 shows that in 1989-90 the lowest wealth quintile had an average
property wealth per pupil of $73,100 and an average ETR of 32.92 cents per
$100 of assessed property. The highest wealth quintile had property wealth of
$281,361 per pupil with an average ETR of 68.79 cents per $100. The

coefficient of variation was .436, representing a significant disparity in the effort
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