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CHAPTER I 

INTRODUCTION 

Overview of the Problem 

Public education in the United States is currently 

financed using a complex system of federal, state, and local 

funds. Traditionally, most funds available to public 

schools have been derived from state or local sources. 

Based on national averages in 1993, state funds accounted 

for 40.92 percent of total educational revenues, and local 

funds represented 51.82 percent. Only 7.24 percent of 

educational revenues were derived from federal sources 

(Statistical Abstract, 1994, p. 168). In Texas, the ratio 

of federal, state, and local revenues reflected the national 

trend with 43.19 percent of educational revenues derived 

from state sources, 49.48 percent from local sources, and 

7.33 percent from federal sources (Statistical Abstract, 

1994, p. 168). (Percentages in national and state revenue 

figures do not equal 100 percent due to rounding errors. 

The state portion of educational funds has 

traditionally been distributed to local school districts 

with the goal of equalizing fiscal disparities caused by 

variations in local wealth. To achieve fiscal equalization, 

states have relied on a variety of aid distribution plans, 

such as flat grant programs, foundation programs, percentage 

equalizing, district power equalizing, guaranteed tax base, 

and guaranteed tax yield (Guthrie, Garms, & Pierce, 1988) . 
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Fiscal equalization formulas are used to distribute state 

funds to school districts in an inverse relationship to 

local property wealth. 

In most states, the local portion of education funds 

has been, and continues to be, based on the assessed value 

of property located within the school district. Taxes based 

on the assessed value of property, known as ad valorem 

property taxes, form the "principal financial support of the 

public schools in almost every state" (Guthrie et al., 1988, 

p. 112). Nationally, local ad valorem property taxes 

accounted for 46 percent of public school revenues in 1993 

(Statistical Abstract, 1994, p. 168). 

Dependence on ad valorem property taxes has resulted in 

a revenue source which exhibits a stable and productive 

yield. A stable tax allows local school district officials 

to make reliable estimates of the availability of future 

resources (Swanson and King, 1991). Guthrie et al. (1988) 

stated that "the property tax is not likely to be abandoned 

as a source of school support in the foreseeable future, for 

the simple reason that it raises such a massive amount of 

money" (p. 129). 

In spite of the positive features of ad valorem 

property taxes, reliance on these taxes has created 

problems. Disparities in expenditures and tax rates among 

school districts within a state are a direct result of heavy 

reliance on ad valorem property taxes. Wealthy school 



districts are able to generate more revenue with smaller tax 

rates than property poor districts. For example, in 

Washakie County School District No. One v. Herschler (1980), 

the Wyoming Supreme Court addressed the issue of disparate 

local property wealth. 

To allot more educational dollars to the children 
of one district than to those of another merely 
because of the fortuitous presence of property is 
to make the quality of a child's education 
dependent upon the location of private, 
commercial, industrial, and mineral 
establishments—an irrelevant measure for purposes 
of school financing, (at 335) 

Thompson, Wood, and Honeyman (1994) stated that ''nothing is 

more fundamentally true than the fact that inequity in 

school funding is a function of failure to redress the 

inadequacies of local tax base" (p. 209). 

Ad valorem property taxes are levied against property 

which has been classified by the state into categories based 

on the use of the property. Classifications of property may 

include residential, commercial, industrial, agricultural, 

utilities, or mineral. School districts' tax bases 

typically contain varying amounts of property from a 

combination of the property classifications causing 

disparities in the value of local tax bases across the 

state. School districts with high property values are able 

to generate more revenue at a lower tax rate than property 

poor districts. Reschovsky (1994) commented: 

Although residents of property-poor communities 
could compensate for their lack of fiscal 
resources by taxing themselves at a higher rate. 



the spatial differences in property tax bases were 
so large that spending per pupil on public schools 
was in most states highly correlated with 
per-pupil property wealth, (p. 185) 

Taxpayers and school districts in property poor areas 

of various states have filed litigation in federal and state 

courts in order to force states to provide more equitable 

funding plans for public schools. As many as 27 states 

have had their school finance plan challenged in state or 

federal district court (Thompson et al., 1994). From these 

cases at least fourteen states have upheld plaintiffs' 

claims and overturned the state's school finance plan 

(Dayton, 1995). As recently as summer 1994, the state 

supreme courts of New Jersey, Ohio, and Arizona found their 

states' school finance plans unconstitutional (Pipho, 1994). 

In 1995, the supreme court of Wyoming overturned that 

state's school finance plan, stating, ''The state finance 

basket of quality educational goods and services available 

to all school-age youth must be nearly identical from 

district to district" (at 1238). 

Since 1984, the Texas legislature has passed four 

education finance plans which relied heavily on funding from 

local ad valorem property taxes. Three of those finance 

plans were declared unconstitutional by the state supreme 

court (Edgewood Ind. Sch. Dist. v. Kirby, 1989, Edgewood 

Ind. Sch. Dist. v. Kirby, 1991), Carrollton-Farmers Branch 

Ind. Sch. Dist. v.. Edgewood Ind. Sch. Dist., (1992). The 

latest school finance bill. Senate Bill 7 (Act of May 31, 
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1993, 73rd Leg. R.S. Ch. 347), was declared constitutional 

by the Texas Supreme Court on January 30, 1995 (Edgewood 

Ind. Sch. Dist. v. Meno, 1995). However, the Texas State 

Supreme Court chastised the Texas Legislature for continuing 

to rely on a school finance plan which depended on "widely 

varying tax bases and an excessive reliance on local 

property taxes" (at 459). The Court recognized the impact 

of disparate property wealth on school districts' ability to 

generate revenue. 

Various alternatives to the ad valorem property tax 

have been suggested. One alternative, full state funding, 

eliminates fiscal disparity by eliminating local taxes and 

funding public education solely with state revenues. Full 

state funding has proven to be expensive and is politically 

unpopular in many states (Thompson et al., 1994). 

Odden (1976) suggested measuring local wealth in terms 

of personal income rather than local property value. 

Measuring local wealth in terms of income resulted in 

increased state aid to nonmetropolitan areas. However, 

Odden reported that whether local wealth was defined in 

terms of income or in terms of property wealth the disparity 

between very wealthy and very poor school districts remained 

essentially unchanged. 



Oakland (1994) argued that revenues from natural 

resources and other windfalls should be distributed among 

wider jurisdictions: 

[A]n equity case might be advanced for the sharing 
of the bounty provided by natural resources. Not 
all regions are equally blessed with natural 
resources such as mineral deposits, proximity to 
cheap transportation and/or power, and climatic 
advantages. Through tax and regulatory policies, 
communities are frequently able to tap these 
resources, providing a windfall to community 
residents through superior public services and/or 
lower local taxes. A case may well be made for 
the sharing of such windfalls among a wider polity 
than the jurisdiction in which the resource is 
physically located, (p. 202) 

Swanson and King (1991) stated that replacing local 

property taxes with state or regional property taxes may 

create more equitable school finance plans. They wrote: 

If properties such as utilities and industrial 
plants that serve broad regions were removed from 
the local tax base and taxed only by the state, 
tax capacity of localities would be more evenly 
distributed and many negative social and economic 
effects of property taxation would be reduced, 
(p. 118) 

Stark (1992) reported the results of a study in Indiana 

which supported Swanson and King's premise. In his study, 

Stark found that the redistribution of nonresidential 

property tax revenues created greater fiscal equity. He 

stated that the redistribution of business property taxes 

created a "structure grounded in principles of fairness and 

sensitivity" (p. 830). 

Smith (1994) found that a redistribution of commercial 

and industrial property taxes in Illinois "substantially 



improve[d] equity in the state by more evenly distributing 

the real property tax base" (pp. 198-199). On all measures 

of equity used by Smith, substantial equity improvement was 

shown. 

In 1994, the Alliance for Quality Education, a group of 

Texas businessmen, suggested replacing Texas business 

property taxes and the state franchise tax with a single 

broad-based business tax which would be collected and 

disbursed by the state for educational purposes ("Texas 

Challenge", 1994). Under this plan residential property 

taxes would contribute 30 percent of education funds, while 

business property taxes contributed 70 percent. The 

Alliance's proposal was never addressed by the Texas 

Legislature. 

Justification of the Study 

Berne (1988) described fiscal equity as the central 

goal of education finance policy and analysis. He stated, 

"Equity in K-12 education constantly shapes policy 

initiatives and research, instead of being addressed in a 

secondary manner or on an episodic basis" (p. 159). Since 

the publication of Rich Schools, Poor Schools by Arthur Wise 

in 1968, the issue of equity in school finance has been a 

major focus of state courts and state legislatures 

throughout the United States. Two factors which have 

contributed to the emphasis on equity issues in school 
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finance are societal values and state constitutional 

requirements. 

Thompson et al. (1994) described school finance equity 

as a question "of how sensitive society should be about 

equitable treatment of individuals and groups" (p. 57) . 

There is a deep-seated conviction in the United States that 

every individual should be accorded equal and fair treatment 

from the government. The Declaration of Independence and 

the Constitution of the United States describe and define 

the right of each individual to equal and fair treatment 

under the law. For example, the Fourteenth Amendment 

guarantees "equal protection under the law." 

Horace Mann elevated the right to education to the 

level of an inherent right. In his writings he described: 

a principle of divine origin—which proves the 
absolute right of every human being that comes 
into this world to an education and which, of 
course, proves the correlative duty of every 
government to see that the means of education are 
provided to all. (Mann, 1957, p.63) 

In defining justice, Rawls (1971) formulated the 

difference principle which stated: 

Social and economic inequalities, for example, 
inequalities of wealth and authority, are just 
only if they result in compensating benefits for 
everyone, and in particular for the least 
advantaged members of society, (p. 15) 

Rawls' theory of justice implies that "resources in 

education should be so allotted as to 'improve the long-term 

expectations of the least favored'" (Greene, 1991, p. 178). 

8 



Concepts similar to Rawls' difference principle were 

applied to school finance in Serrano v. Priest (1971) . When 

Coons, Clune, and Sugarman (1970) developed the fiscal 

neutrality standard, they were expressing the belief that 

every child in a state should have equal access to the 

fiscal resources of that state. 

Green (1991) clearly explained the relationship between 

justice theory and school finance theory. 

"Inequality" does not mean "injustice." 
Inequalities are not presumptively unjust, even 
though inequities are. [Tjhis claim does not 
imply that the advancement of equality should 
never assume a paramount position in the agenda 
for education. Large inequalities in 
expenditures, truly blatant and gross ones, must 
be taken as presumptive proof not simply of 
inequality, but of inequity. For example, 
consider what we are likely to say when the 
interdistrict range of inequalities in 
expenditures per pupil is not merely, say 5 
percent from highest to lowest, but something like 
40:1 or 100:1. Inequalities of such magnitude are 
quite sufficient for claiming that here much more 
than mere inequality is present. There is 
injustice, and not merely small or petty 
injustice, but large injustice. In short, there 
is a threshold of magnitude below which 
inequality, by itself, provides no grounds for 
claims of injustice but beyond which we have quite 
sufficient grounds to shift the policy agenda away 
from the priority of excellence toward a primary 
concern with restoring the barest equality, (p. 
234) 

The second issue in school finance equity is the 

states' constitutional requirement to provide an equitable 

school finance system. Sparkman (1994) defined the 

educational article of state constitutions as the 

"constitutional provision which contains some statement 



about the state's role in public education" (p. 572). 

McUsic (1991) found that the education article of five state 

constitutions required a "strong" commitment to fiscal 

equity, and that fourteen state constitutions required a 

"considerable" commitment to fiscal equity. 

In 1994, the primary cause of unequal access to state 

education resources was the heavy reliance on local ad 

valorem property taxes as the major revenue source. The mix 

of property classifications and tax base values varies 

widely across the school districts of a state. A factor 

which impacted the tax base was the uneven distribution of 

natural resources, industrial plants, and utilities plants. 

In describing the effect of these variations on local 

property wealth, Folbre (1993) stated, "Traditional school 

finance systems based on local property taxes allow the rich 

[districts], with high levels of taxable wealth, to tax 

themselves at a very low rate and fund good schools for 

their own children" (p. 761). By extension, poor school 

districts, with low levels of taxable wealth, are forced to 

levy high tax rates which result in low tax yields. 

Full state funding has been proposed as a method of 

approaching complete fiscal equity within a school finance 

plan. By providing all education revenues from state 

sources, the state removes the equity consequences of local 

tax base disparity. Only one state, Hawaii, uses a full 

state funding plan (Thompson et al., 1994). Therefore, the 
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question is raised as to why more states have not replaced 

their local property tax finance plans with full state 

funding. Thompson et al. (1994) stated that although full 

state funding achieves a high level of fiscal equity, "the 

political unpopularity of shifting decision making to the 

state has effectively prevented its adoption" (p. 232). A 

second hurdle for the adoption of full state funding plans 

has been bureaucratic resistance from educators' unions, 

professional associations, school boards, superintendents, 

and school faculties (Chubb & Moe, 1990). 

Because of the states' reluctance to adopt full state 

funding and the failure of equalization plans to create high 

levels of fiscal equity, other options must be explored. 

This study explored the equity consequences of recalculating 

the local wealth component of the school finance system in 

Texas. Swanson and King (1991), Stark (1992), Oakland 

(1994), and Smith (1994) all provided evidence that a 

recalculated local wealth component may result in increased 

levels of equity in the Texas school finance plan. 

Statement of the Problem 

Swanson and King (1991) and Oakland (1994) stated that 

by sharing revenues from windfalls, such as natural 

resources, industrial plants, and utilities plants, local 

tax base values would be more equitable. Smith (1994) and 

Stark (1992) found that redistributing specified 

classifications of local property wealth in Illinois and 
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Indiana created more equitable school finance plans in those 

states. 

This study examined the equity consequences of 

recalculating the local tax base in the Texas school finance 

system. For the purposes of this study, properties which 

were classified by the state as commercial, industrial, 

mineral, or utilities property, were taxed at the state 

level rather than the local level. Business property taxes 

(commercial, industrial, mineral, and utilities property 

combined) accounted for approximately 51 per cent of 

revenues generated by the local property tax, in 1994, in 

Texas. 

Evidence suggests that by shifting business property 

from the local tax base, the state of Texas would diminish 

the disparity between local tax bases and create a more 

equitable school finance plan. By collecting business 

property taxes at the state level, Texas would be able to 

redistribute revenues from business property wealth through 

the school finance formula. Business property wealth 

revenues would be used to equalize revenues generated 

locally by residential, agriculture and other 

classifications of property wealth. 

Theoretical Framework 

One of the principles which guides the process of 

developing a finance plan for public education is fiscal 

equity. Fiscal equity is concerned with the distribution of 
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state and local resources so that each child has equal 

access to the resources of the state. The goals of fiscal 

equalization of public school funds are to create a more 

equitable finance plan by providing state funds to school 

districts in an inverse relationship to local wealth and to 

minimize inherent funding disparities caused by unequal 

local tax bases. The redistribution of certain 

classifications of property wealth among larger taxing 

jurisdictions has been promoted in the literature as a means 

to improve fiscal equity in school finance plans. 

Swanson and King (1991) and Oakland (1994) suggested 

redistributing tax windfalls from natural resources, 

industrial sites, and commercial sites among larger 

jurisdictions. Stark (1992), in a study in Illinois, found 

that redistributing nonresidential property would increase 

the degree of equity within the school finance plan. Smith 

(1994) had similar findings in Indiana when he redistributed 

commercial and industrial property wealth. 

Multiple regression analysis of the fiscal year (FY) 

1993-1994 data was used to determine the fiscal effects of 

six categories of property on local tax bases. The 

categories were residential, agriculture, 

commercial/industrial, mineral, utilities, and other. 

Multiple regression was used to determine the amount of 

variance in the FY 1993-1994 data attributable to each of 

the six property categories. If one or more categories of 
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business property accounted for a large portion of the 

variance in the FY 1993-1994 data, than the removal of tnese 

business property categories from local tax bases may be 

justified as a fiscally appropriate action. 

The dependent variable used in this study was total 

local property wealth for each school district derived from 

the data supplied by the Texas Education Agency (TEA) and 

the Texas Comptroller of Public Accounts (Comptroller's 

Office). The independent variables were residential 

property values, agriculture property values, 

commercial/industrial property values, mineral property 

values, utilities property values, and other property 

values. 

States have attempted to promote fiscal equalization 

through aid formulas such as flat grants, minimum foundation 

grants, and power-equalizing grants (Veillette, 1987). 

Thompson et al. (1994) stated that "school finance formulas 

have not been perfectly successful in this [offsetting the 

effects of tax base disparity] because variations in 

available resources persist even after formula intervention" 

(p. 209) . 

Odden and Picus (1992) have developed a conceptual 

framework for measuring resource equity within a school 

finance plan. Their conceptual framework consists of three 

principles: (1) horizontal equity, (2) vertical equity, and 
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(3) fiscal neutrality. This study focused on the principles 

of horizontal equity and fiscal neutrality. 

Horizontal equity is often defined as "equal treatment 

of equals." This standard states that "perfect equity is 

achieved when revenues per child are identical for each 

child" (Berne & Stiefel, 1979, p. 112). Horizontal equity 

requires the state to provide the same level of fiscal 

support to every child in the state regardless of the value 

of property wealth of the school district in which the child 

lives. Any variation in the amount of revenue provided by 

the state for the education of a child must be based on 

factors originating with the child. 

Horizontal equity is measured with univariate 

statistical analysis. The variable measured for this study 

was combined state and local revenue per weighted average 

daily attendance (WADA) before and after the recalculation 

of local property wealth. Healey (1996) defined two aspects 

of univariate statistical analysis: central tendency and 

variance. Central tendency analyzes the typical or average 

value of a data set. The mean is a measure of central 

tendency. Variance is an "indication of the amount of 

heterogeneity or variety within a distribution of scores" 

(Healey, 1996, p. 90). Measures of variance used in this 

study included standard deviation and the coefficient of 

variation. 
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The theory of providing more state assistance to 

children with special needs in specified programs is 

vertical equity. Vertical equity has been defined as the 

"unequal treatment of unequals." According to Odden and 

Picus (1992), vertical equity "recognizes differences among 

children and addresses the education imperative that some 

students deserve or need more services than others" (p. 61) . 

Vertical equity is addressed in Texas through the school 

finance formula which uses a weighted average daily 

attendance (WADA) factor to generate more revenue for 

students in certain specified programs, such as special 

education, limited English proficiency, gifted and talented, 

or vocational programs (Odden, 1993). Because these 

programs are more expensive to provide, the state finance 

formula is weighted to provide more revenue to support 

students in these programs. 

The fiscal effects of recalculating local property 

wealth on vertical equity were not analyzed in this study. 

The WADA data supplied by the Texas Education Agency was 

held constant throughout all computer simulations. WADA was 

defined by the state as the number of weighted students in 

average daily attendance for the 1993-1994 school year. The 

weighting factor was applied to the number of students 

enrolled in specified programs. By holding the WADA figure 

for each school district constant, the effects of 
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recalculating local property wealth on vertical equity were 

held constant. 

^^ Private Wealth, Public Education, Coons, Clune, and 

Sugarman (1970) defined the fiscal neutrality standard by 

stating that "the quality of public education may not be a 

function of wealth other than the wealth of the state as a 

whole" (p. 2). Berne and Stiefel (1979) stated that 

"rulings in several school finance court cases state that 

the education a child receives cannot be systematically 

related to the property wealth of the school district in 

which the child resides" (p. 112). 

The degree of tax base disparity between school 

districts strongly influences the degree of fiscal 

neutrality found in any state school finance plan. 

The United States Supreme Court found in San Antonio 

Independent School District v. Rodriguez (1973) that: 

The need is apparent for reform in tax systems 
which may well have relied too long and too 
heavily on the local property tax. And certainly 
innovative thinking as to public education, its 
methods, and its funding is necessary to assure 
both a higher level of quality and greater 
uniformity of opportunity, (at 58) 

The U. S. Supreme Court acknowledged the fact that heavy 

reliance on local property taxes created inequitable school 

finance plans. Twenty years after Rodriguez, Stark (1992) 

stated: 

Under the system by which almost all states 
currently finance public education, school 
districts applying equal tax effort against local 
property will generate disparate [tax revenues] 
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due to their varying levels of property wealth, 
(p. 830) 

Fiscal neutrality is measured by examining the 

relationship between two variables using correlational 

tests, such as Pearson's product-moment correlation 

coefficient (Pearson's r) (Odden & Picus, 1992). Pearson's 

r is a measure of association which determines the strength 

and direction of the relationship between two variables. 

The more fiscally neutral a school finance plan is, the 

closer Pearson's r will be to "0" (Healey, 1996). For the 

purposes of this study, the dependent variable was defined 

as district wealth per WADA in Texas and the independent 

variable was defined as combined state and local revenue per 

WADA in Texas. Pearson's r; analysis of the data was 

conducted for the Senate Bill 7 (SB7) data for FY 1993-

1994 data and the data derived from the computer 

simulations. 

This study examined the redistribution of local 

property wealth by shifting commercial/industrial, mineral, 

utilities, or a combination of all business property wealth 

to the state level. The transposition of a portion of the 

local tax base from the local level to the state level in 

order to create more equitable school finance plans was 

supported widely in the literature (Swanson & King, 1991; 

Stark, 1992; Oakland, 1994; Smith, 1994; "Texas Challenge," 

1994). This study was based on the redistribution of 
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specified classifications of business property wealth as a 

method of creating a more equitable school finance system. 

Following the removal of commercial/industrial, 

mineral, utilities, or a combination of all business 

property wealth from local tax bases, horizontal equity was 

tested using univariate tests, such as, the mean, standard 

deviation, and the coefficient of variation. Univariate 

tests measure the degree of central tendency and the 

variance in each of the data sets. Fiscal neutrality was 

tested using Pearson's r;. Pearson's r measures the 

relationship between two quantitative variables (Kirk, 

1984) . 

Purpose of the Study 

The purpose of the study was fourfold: 

1. To determine which category of local property 

wealth, or combination of local property wealth categories, 

accounted for the most variance in the FY 1993-1994 local 

property wealth values per WADA. If a significant portion 

of the variance in the original data could be attributed to 

one or more of the categories of business property wealth, 

then the removal of those categories from local tax bases 

would be justified as a fiscally appropriate action. 

2. To recalculate the local wealth component in the 

Texas school finance formula based on the collection and 

disbursement of property taxes defined for the purposes of 

this study as commercial/industrial, mineral, utilities, or 
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a combination of all business property taxes at the state 

level. The literature review suggested that a recalculation 

of local property wealth may create a more equitable school 

finance system (Swanson & King, 1991; Stark, 1992; Oakland, 

1994; Smith, 1994). 

3. To test funding equity within the recalculated 

local wealth components using appropriate univariate and 

bivariate statistical tests. 

4. To compare the degree of equity under the 

recalculated local wealth measures with the degree of equity 

of the Texas school finance system under SB7 during FY 1993-

1994. 

Research Questions 

The following research questions were addressed: 

1. Based on the multiple regression analysis of the 

data, which of the local wealth categories, or combination 

of local wealth categories, of residential property, 

agriculture property, commercial/industrial property, 

mineral property, utilities property, or other property 

accounted for the most variance in the FY 1993-1994 school 

finance data? 

2. Based upon horizontal equity measures, how does the 

FY 1993-1994 Texas system of school finance as set forth in 

SB7 compare to the FY 1993-1994 school finance system with 

recalculated local wealth components? 
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3. Based upon fiscal neutrality measures, how does the 

FY 1993-1994 Texas system of school finance as set forth in 

SB7 compare to the FY 1993-1994 school finance system with 

recalculated local wealth components? 

Delimitations 

This study was confined to the Texas school finance 

system for FY 1993-1994 under SB7. Property Classification 

Guide (1994) definitions were used to determine which 

categories of property existed in the state of Texas in 

1994. Eight of the 18 property use categories in the 

Property Classification Guide (1994) were classified for the 

purposes of this study as business property taxes. 

Classifications of property which were not identified as 

business property included residential, agriculture, 

intangible property, and residential inventory. 

The business property categories were: Fl Real, 

commercial and Ll Tangible personal, commercial; F2 Real, 

industrial and L2 Tangible personal, industrial; Gl Real, 

minerals oil and gas; G2 Real, minerals and other mineral 

reserves; G3 Real, non-producing minerals; and J Utilities 

(Property Classification Guide, 1994). Property classified 

as Fl Real, commercial, Ll Tangible personal, commercial, F2 

Real, industrial and L2 Tangible personal, industrial were 

identified for this study as commercial/industrial property. 

The classifications of Gl Real, minerals oil and gas, G2 

Real, minerals and other mineral reserves, and G3 Real, non-
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producing minerals were identified as mineral property. 

Category J Utilities were classified as utilities property. 

The measures of revenue were confined to state and 

local funding sources only. Federal funding was excluded 

from equity analysis. Federal education funds were provided 

to the state of Texas during FY 1993-1994 in order to 

further specific federal goals. Funds provided to states by 

the federal government are not eligible for recapture and 

may not be used to supplant local or state funds. This 

analysis of school finance equity is focused on the 

statistical relationships between state and local funds. 

The effects of federal funds on fiscal equity under the 

Texas school finance plan were not analyzed. 

Limitations 

Any conclusions drawn from this study are applicable 

only to the recalculated local wealth components developed 

for this study and FY 1993-1994 in Texas under SB7. 

Conclusions may be generalizable only to states with 

comparable types of school finance plans. 

The issue of vertical equity was not addressed by this 

study. During FY 1993-1994, the state of Texas used a 

weighting system for determining average daily attendance. 

WADA was used in the statistical analysis of both the 

current school finance plan and the plans with recalculated 

local wealth components. By using the same WADA data set 
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for all statistical analysis, the effects of WADA on local 

and state revenue per WADA were held constant. 

Assumptions 

This study was based on the assumption that fiscal 

equity in financing public education is an appropriate state 

goal. The Texas Supreme Court has ruled consistently since 

1989 that the Texas constitution requires a "substantially 

equal" school finance system. 

The recalculation of local wealth used in this study 

was based on the assumption that adjusted or equalized 

property values create inherent equity problems in state 

school finance systems. Recalculating the local wealth 

component of the school finance formula should yield a more 

equitable school finance plan. 

The effects of recalculating the local property tax 

base were assumed to be beneficial in increasing the degree 

of fiscal equity in the Texas school finance plan based on 

the literature review. For example, Swanson and King 

(1991), Stark (1992), The Alliance for Quality Education 

(1994), Oakland (1994), and Smith (1994) have all stated 

that a redistribution of a portion of local property wealth 

would create a more equitable school finance program. 

It was assumed that the data for FY 1993-1994 provided 

by TEA and the Comptroller's Office were accurate. 
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Definition of Terms 

Ad Valorem Property Tax 

An ad valorem property tax is a tax based on the value of 

taxable property. Ad valorem is a Latin phrase meaning 

"according to value" (State Property Tax Board [SPTB], Text 

100, 1986). The ad valorem property tax is a percentage 

expressed in mills (.1 of 1%) per thousand dollars of 

assessed value of the property (Alexander and Alexander, 

1985) . The ad valorem property tax equals tax rate 

multiplied by assessed property value (Swanson and King, 

1991). In Texas, local property is valued by the chief 

appraiser of the district. After the property is appraised, 

the chief appraiser prepares a certified appraisal roll for 

the taxing unit (SPTB, Text 100, 1986). The certified 

appraisal roll was the primary source for the property tax 

data used in this study. 

Equity Standard 

Thompson et al. (1994) defined equity in terms of a 

fair and just method of distributing state resources to the 

school children of the state. Several components of equity 

standards have been developed. The elements of the equity 

standard used in this study are defined below. 

Equalization. Equalization is the process whereby the 

state compensates for differences in the school districts' 

ability to raise local revenue. The goal of equalization is 

to provide state funds to school districts in an effort to 
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minimize the funding disparities created by unequal local 

tax bases. Through equalization measures, state governments 

attempt to break the link between local property wealth and 

educational revenues (Reschovsky, 1994). The term, 

equalization, was used in this study to describe equity in 

the broadest terms possible. Elements of equalization used 

in this study included horizontal equity and fiscal 

neutrality. The degree of equalization was measured through 

statistical analysis of the data. 

Fiscal neutrality standard. The fiscal neutrality 

standard states that "the quality of public education may 

not be a function of wealth other than the wealth of the 

state as a whole" (Coons et al., 1970, p. 2). Fiscal 

neutrality was tested using Pearson's r to examine the 

relationship between district wealth per WADA and combined 

state and local revenues per WADA. 

Horizontal equity. Horizontal equity is most commonly 

defined as "equal treatment of equals." Berne and Stiefel 

(1979) defined horizontal equity as the condition under 

which revenues per child are identical for each child. 

Horizontal equity was tested using univariate measures 

before and after each recalculation of the local wealth 

component of the Texas school finance plan. Univariate test 

measures, such as the mean, standard deviation, and the 

coefficient of variation, were used to measure horizontal 

equity. 
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Local Wealth 

Local wealth is a function of the local tax base. The 

tax base is defined as "[t]he total taxable value of 

property within a taxing unit" (SPTB, Property Tax Glossary, 

1986, p. 67). The property within each school district may 

be classified in one of several classifications including, 

residential, agriculture, commercial, industrial, mineral, 

utilities, or other. Local wealth multiplied by the tax 

rate equals the local share of public education revenues. 

In this study, local wealth referred to the fiscal resources 

which a school district may tax in order to generate local 

share revenue. The classifications and value of property 

within school districts varies across the state. However, 

local wealth represents an aggregate value of all property 

classifications located within a school district. 

Statistical Measures 

Several statistical measures are appropriate for the 

measurement of fiscal equity in a school finance plan. The 

measures used in this study were the mean, standard 

deviation, the coefficient of variation, multiple 

regression, and Pearson's product-moment coefficient 

correlation. 

Multiple regression. Garms (1979) used multivariate 

analysis to compare data across states or within one state 

over a period of time. Multiple regression may be used to 

analyze the effects of two or more independent variables on 
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a single dependent variable. Howell (1982) described 

multiple regression as "the correlation between the 

criterion (Y) and the best linear combination of the 

predictors" (p. 420). The multiple regression test may be 

conducted so that the computer selects the independent 

variable which accounts for the greatest amount of variance 

in the dependent variable. This type of multiple regression 

test is called stepwise multiple regression (Howell, 1982). 

Stepwise multiple regression was used to determine the 

fiscal effects of residential property wealth, agriculture 

property wealth, commercial/industrial property wealth, 

mineral property wealth, utilities property wealth, and 

other property wealth. The dependent variable was the total 

property value per WADA for each school district before any 

classification of property wealth was removed. The 

independent variables were the property value per WADA for 

each school district which was classified by the state as 

residential property, agriculture property, 

commercial/industrial property, mineral property, utilities 

property, or other property. 

Pearson's product-moment correlation coefficient. 

Pearson's product-moment correlation coefficient (Pearson's 

r;) tests the relationship between two quantitative 

variables. The value of Pearson's r varies between 1 and -

1. The test provides two descriptions of the data. The 

first description is the strength of the relationship 
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between the variables. The closer the r value is to 1 or -

1, the stronger the relationship between the variables. 

Pearson's r also measures the direction of the relationship. 

A positive r means that an increase in one variable is 

associated with an increase in the other variable. A 

negative r represents an inverse relationship between the 

variables (Healey, 1996). As the value of Pearson's r 

approaches "0", the relationship between the two variables 

weakens. For the purposes of this study, the dependent 

variable was combined state and local revenue per WADA and 

the independent variable was district wealth per WADA. The 

closer Pearson's r approaches to "0", the greater the fiscal 

neutrality of the school finance plan. 

Property Tax Classifications 

The property tax classifications used in this study 

were defined in the Property Classification Guide published 

by the Texas Comptroller of Public Accounts in 1994. Of the 

18 categories of property defined in the Guide, 8 categories 

were defined as business properties for the purposes of this 

study. In general, the relevant classifications were 

commercial property, industrial property, mineral property, 

and utilities property. 

Commercial property. Commercial property includes 

"land and improvements associated with businesses that 

provide items for sale or services to the general public" 

(Property Classification Guide, 1994, p. 5). Real 
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commercial property is reported in the State Property Tax 

Board (SPTB) Property Value Study under the Fl category. 

Commercial property includes property devoted to sales, 

entertainment, or services. It also includes hotels and 

motels. Tangible personal commercial property is reported 

under the Ll category. Tangible personal commercial 

property is the personal property of businesses that provide 

items for sale or services to the general public (Property 

Classification Guide, 1994). 

Industrial property. Industrial property is "the land 

and improvements of businesses that add to a product through 

development, manufacturing, fabrication, processing or 

storage of that product" (Property Classification Guide, 

1994, p. 6). Real properties in this category are reported 

to the state in the F2 category (SPTB, Property Tax 

Glossary, 1988). L2 Tangible real industrial property is 

the "personal property of businesses that add value to a 

product" (Property Classification Guide, 1994, p. 9) . 

Mineral property. Mineral property includes "the value 

of all mineral deposits still in the ground and not yet 

produced" (Property Classification Guide, 1994, p. 7). Real 

properties in this category are reported to the state as Gl. 

Real, minerals oil and gas; G2. Real, minerals and other 

mineral reserves; and G3. Real, non-producing minerals. 

When classifying mineral properties the surface land value 

is not included, but the value of mineral rights and mineral 
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deposits is included. Category G includes energy minerals, 

such as oil and gas, and non-fuel minerals such as sand, 

gravel, limestone, granite, talc, and sulfur (SPTB, Property 

Classification Guide, 1994). 

Utilities property. Utilities property is reported 

under category J. Utilities property includes telephone 

companies and co-ops, railroads, gas distribution systems, 

cable companies, electric companies and co-ops, pipelines, 

compressors and pump stations for utility purposes, 

microwave towers, and water systems (Property Classification 

Guide, 1994). 

Tax Roll 

"A tax roll lists all the information on the appraisal 

roll plus the taxable value and the levy for each property 

item" (SPTB, Property Tax Glossary, 1988, p. 68). The tax 

roll is generated and maintained by the chief appraiser of a 

taxing district. In Texas, the chief appraiser develops the 

tax roll through a three-step process. In step one, the 

chief appraiser identifies property and its tax status. 

Step two requires the chief appraiser to place the property 

in the taxing district's permanent record. In step three, 

the chief appraiser places a value on the property based on 

its classification and usage (SPTB, Text 100). 
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Texas School Impact Model (TSIM) 

The Texas School Impact Model (TSIM) was developed by 

Larry Toenjes, in cooperation with the Texas Association of 

School Boards, in order to allow school districts to 

estimate the amount of state and local revenue which would 

be generated for the school district under the SB7 

guidelines. For the purposes of this study, TSIM was used 

as the basis for generating computer simulations of the 

fiscal effects of recalculating the local property wealth 

component in the FY 1993-1994 Texas school finance plan. 

Weighted Average Daily Attendance (WADA) 

Texas Education Code, Sec. 36.001, defined weighted 

average daily attendance as: 

the number of weighted students in average daily 
attendance, which is calculated by dividing the 
sum of the school district's allotments under 
Subchapters C and D of this chapter, less any 
allotments to the district for transportation, 
teacher compensation, or technology and 50 percent 
of the adjustment under Section 16.102 of this 
code, by the basic allotment for the applicable 
year. (Texas School Law Bulletin, 1994, p. 169) 

WADA may be used to assess equity by combining horizontal 

equity assessment and vertical equity assessment measures in 

a single assessment of equity (Berne & Stiefel, 1984) . In a 

weighted system, students in high cost programs generate 

more state funds than do students in the regular classroom. 

By using a weighted system, the state acknowledges the fact 

that some students are more expensive to educate than 
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others. The WADA data supplied by the state were kept 

constant throughout all computer simulations. 

This study emphasized the assessment of horizontal 

equity and fiscal neutrality. Horizontal equity is measured 

through univariate statistical measures. The testing of 

horizontal equity examines the central tendency and degree 

of variance within a data set. For the purposes of this 

study, the variable measured was combined state and local 

revenues per WADA for each school district in Texas, during 

FY 1993-1994. The mean, standard deviation, and coefficient 

of variation were calculated before and after the 

recalculation of each of the categories of business property 

wealth. The means, standard deviations, and coefficients of 

variation for each data set were then compared. 

Fiscal neutrality is tested using bivariate statistical 

analysis. The dependent variable was district wealth per 

WADA in Texas during FY 1993-1994. The independent variable 

was combined state and local revenues per WADA during the 

same time period. Pearson's r was calculated for the FY 

1993-1994 data and for each of the data sets after the 

recalculation of one of the categories of business property. 

Procedures 

Phase 1 involved the collection of data from TEA and 

the Comptroller's Office concerning the Texas school finance 

system under SB7 for FY 1993-1994. These data included tax 

rates, weighted average daily attendance, property 
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classifications for each school district, and the value of 

each property classification within each school district. 

Phase 2 conducted a multiple regression analysis of the 

fiscal effects of the value of each of six categories of 

property on the total value of property in the state during 

FY 1993-1994. The six categories, residential property 

values, agriculture property values, commercial/industrial 

property values, mineral property values, utilities property 

values, and other property values, were regressed against 

total property values for the state. 

Phase 3 of this study consisted of the recalculation of 

the local property wealth component in the Texas school 

finance system. Essentially, the study transferred four 

categories of property values (commercial/industrial, 

mineral, utilities, or a combination of all business) from 

local school district tax rolls to state tax rolls. The 

transference of these property values was computer simulated 

in an effort to determine the equity effects of removing the 

specified categories of property from local tax bases. 

Using the recalculated local wealth computer simulations 

from Phase 3, Phase 4 determined how much local and state 

revenue per WADA would be generated for each school district 

in Texas. The data from TEA and the Comptroller's Office 

were evaluated through multiple TSIM computer simulations to 

determine the equity effects of recalculating each of the 

four local wealth components. TSIM was developed by Larry 
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Toenjes, in cooperation with the Texas Association of School 

Boards. The original purpose of TSIM was to allow local 

school officials to determine the fiscal impact of SB7 on 

the local district. By analyzing tax rates, WADA, and 

property values for each school district, TSIM calculates 

the amount of local revenue generated by the local tax base. 

TSIM also calculates the amount of state revenue generated 

by the tax base. 

In Phase 5, the recalculated tax bases were tested 

using the mean, standard deviation, the coefficient of 

variation, and Pearson's r test measures. 

Phase 6 compared the results of the equity analysis 

from Phase 5 with the equity analysis of the Texas school 

finance plan in place under SB7 for FY 1993-1994. 

Organization of the Dissertation 

Chapter I provides the introduction, overview of the 

problem, justification for the study, statement of the 

problem, theoretical framework, purpose of the study, 

research questions, delimitations, limitations, assumptions, 

definition of terms, and the procedure for the study. 

Chapter II examines the literature in four areas: (1) 

the history and operational structure of state school 

finance systems; (2) the fiscal effects of local property 

wealth and ad valorem property taxes on school finance 

systems; (3) school finance litigation and legislation, with 

emphasis on the reliance on local property wealth and the 
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disparities within local tax bases as the basis for legal 

claims; and (4) the Texas school finance system. 

In Chapter III, selected property classifications were 

shifted from the local property tax base to the state in an 

attempt to increase equity in the Texas school finance plan. 

The local tax base was recalculated based on the removal of 

commercial/industrial property wealth, mineral property 

wealth, utilities property wealth, or a combination of all 

business property wealth from the local level to the state 

level. The recalculated tax bases and the FY 1993-1994 

school finance plan as delineated in SB7 were tested using 

appropriate statistical measures. Statistical test measures 

used were the mean, standard deviation, the coefficient of 

variation, Pearson's r_, and multiple regression. 

Chapter IV presents and interprets the data resulting 

from the statistical testing of the FY 1993-1994 school 

finance system and the school finance system with the 

recalculated local wealth components. 

Chapter V presents the major findings, analysis, 

conclusions, policy implications, and recommendations. 
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CHAPTER II 

REVIEW OF LITERATURE 

Chapter II consists of four sections. The first 

section. Development of Finance Equalization Models, 

examines the history and operational structure of school 

finance formulas from the development of the flat grant to 

more sophisticated equalization models. Section two. Local 

Wealth and the Ad Valorem Property Tax, traces the 

development of the ad valorem property tax and the reliance 

on local property wealth as a mainstay for local government 

revenue. This section emphasizes the positive and negative 

aspects of heavy reliance on local property wealth to fund 

public education. 

The third section. School Finance Litigation and 

Legislation, investigates lawsuits based on inequitable 

school finance plans and legislative responses to school 

finance litigation. The final section, Texas School 

Finance, examines the history and development of the Texas 

school finance plan. Section four begins with the first 

Texas constitution and follows the development of the Texas 

school finance plan through Edgewood Independent School 

District v. Meno (1995). 

Introduction 

The issue of equity in school finance has been a major 

focus of litigation and legislation since the publication of 
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Rich Schools, Poor Schools by Arthur Wise in 1968. Equity 

concerns are grounded in societal values such as justice. 

For example, Rawls' (1971) theory of distributive justice 

stated that the role of the state government is to ensure 

that those members of society with the greatest need get 

more government resources. Rawls' concept of distributive 

justice undergirds school finance equity theory. According 

to the theory of distributive justice, inequalities of 

wealth and authority are just only if they result in 

compensating benefits for everyone, and in particular for 

the least advantaged members of society. Horizontal equity 

theory states that all children of the state should have an 

equal portion of state educational funds, regardless of the 

level of property wealth in the district in which they live. 

Green (1991) saw large, blatant, fiscal inequalities as 

proof not only of inequality, but also of injustice. Green 

believed that the large inequities between districts' 

ability to raise school funds required a policy shift from 

excellence "toward a primary concern with restoring the 

barest [fiscal] equality" (p. 234) . 

Berne (1988) stated that "equity in K-12 education 

constantly shapes policy initiatives and research, instead 

of being addressed in a secondary manner or on an episodic 

basis" (p. 159). Equity issues not only shape policy and 

research, but they have dominated the school finance debate 

in state courts and state legislatures since 1968. 
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In order to compensate for the inherent disparities 

among school districts' tax bases, aid formulas were 

designed to distribute state funds to supplement local tax 

revenues in an inverse relationship to local property 

wealth. Although funding formulas attempted to create an 

equitable distribution of state revenues for education, the 

disparities among local tax bases continued to give high 

wealth districts a fiscal advantage. The inability of state 

aid formulas to create equitable school district 

expenditures per pupil for education led to litigation in 

federal and state courts. The basis for the litigation was 

the fiscal disparity created by the inequality of local 

wealth available to school districts and the fact that local 

disparities were not better equalized with supplemental 

funds provided by the state. The typical states' response 

to school finance litigation has been to develop school 

finance plans which are based on shared cost formulas. 

Goertz, Moskowitz, and Sinkin (1978) provided the 

following overview of shared cost formulas: 

[T]he basic school finance formulas are shared 
cost formulas with contributions coming from both 
state and local sources. Aid in each of these 
formulas is allocated in inverse proportion to 
wealth, and the various formulas highlight 
different attributes of equalization. The Minimum 
Foundation Program highlights the guaranteed 
expenditure level and assures a state-defined 
basic spending level for all districts making an 
acceptable minimum tax effort. The Guaranteed Tax 
Base Plan highlights the state guaranteed tax 
base. Under this program a state-defined tax base 
is guaranteed to each district and those districts 
with tax bases are at a guaranteed level. The 
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Percentage Equalizing Formula highlights the state 
share of expenditures; the state determines the 
proportion of school costs it will support and 
equalizes locally determined educational 
expenditures in the district. Finally, District 
Power Equalizing highlights the effort factor and 
assures an equal yield for an equal effort; 
districts with the same effort will receive equal 
revenues through a combination of local and state 
funds, (p. 25) 

State education finance formulas have been developed and 

implemented since Cubberly first proposed flat grants in 

1906. At each stage of development, school finance formulas 

became more focused on attempting to equalize each student's 

access to educational funding regardless of the value of the 

local property tax base of the school district in which the 

student lived. 

Development of Finance Equalization Models 

Flat Grants 

In 1906, Cubberly proposed flat grants based on the 

number of teachers employed by a district as a means to 

provide state aid to the school districts of the state. 

Cubberly was concerned that rural schools were placed at a 

disadvantage by flat grants dependent solely on the number 

of children living in a district. Children living in rural 

areas were not receiving the same level of financial support 

as children in urban areas. Fewer numbers of children 

enrolled in a school district resulted in fewer dollars for 

their education. In order to increase funding to rural 

schools, Cubberly suggested basing part of the flat grant on 
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the number of teachers employed by the district. With 

Cubberly's plan, flat grants were distributed on the basis 

of each pupil enrolled in the school district and according 

to the number of teachers employed by the district. 

Guthrie, Garms, and Pierce (1988) defined Cubberly's use of 

the teacher as the factor used to determine the amount of 

the flat grant as "another variety of flat grant, with the 

teacher as the unit of measurement instead of the child" (p. 

133) . 

Flat grants provided state aid to all school districts 

regardless of the districts' ability to raise local revenue 

(Odden & Picus, 1992). The amount of aid provided by the 

state through the flat grant was presumed to be sufficient 

to provide for a minimum education level. Any education 

provided above the prescribed minimum level was deemed 

beneficial only to the individual or the local community and 

was not subsidized by the state (Guthrie et al., 1988). 

At the turn of the twentieth century, 38 states were 

using flat grants to provide financial aid to school 

districts. Flat grants were based on the number of children 

living in a school district. The amount of state aid 

provided to the school district was computed by multiplying 

the number of children in the district by the amount of 

state aid per child. In 1906, Cubberly added the number of 

teachers employed by the school district as a factor in 

determining state aid to school districts. Connecticut was 
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the last state to abandon the flat grant after adopting an 

aid equalizing formula in 1975 (Guthrie et al., 1988). 

Odden and Picus (1992) expressed state aid per pupil 

(SAPP) under a flat grant as: 

SAPP = FG 

where 

FG = amount of the flat grant. 

Total state aid (TSA) is defined as: 

TSA = SAPP X Pupils, 

where 

Pupils = number of students in the 
school district, (p. 168) 

The typical flat grant formula did not contain any provision 

for a local wealth component (Veillette, 1987). 

The flat grant program, as conceived by Cubberly, was 

designed to provide financial aid to school districts along 

two dimensions: 

First, it established a state-wide minimum program 
of financial support for all students. Second, it 
focused on educational needs by calculating aid on 
the basis of students and teachers. (Veillette, 
1987, p. 9) 

The primary drawback of flat grants was that the issue 

of disparity between local tax bases was not addressed 

(Odden & Picus, 1992). Theoretically, all school districts 

received the same amount of state aid per pupil regardless 

of the value of the school districts' tax bases. Property 

rich districts levied low tax rates to supplement the flat 

grant from the state with funds generated locally. Some 
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property poor districts were unable to raise adequate funds 

for basic educational programs even when high tax rates were 

levied. The effect of the flat grant program in conjunction 

with disparity among local tax bases resulted in more 

inequitable school finance plans (Veillette, 1987). 

Minimum Foundation Programs 

The next step in the development of state aid formulas 

was the minimum foundation program. Strayer and Haig (1923) 

realized that flat grants were not fair in their 

distribution of state revenues. In 1921, they developed the 

minimum foundation program in an effort to provide 

additional state funds to school districts with smaller tax 

bases. 

The minimum foundation program provided state revenues 

to school districts in an inverse relationship to local 

property wealth. The minimum foundation program required 

school districts to establish a minimum tax rate. All 

districts which levied the required tax rate were guaranteed 

funds from the state. The combination of state and local 

funds varied according to the district's ability to raise 

local funds. The district's ability to raise local funds 

was controlled by the value of the district's property tax 

base (Strayer & Haig, 1923). Wealthy districts did not 

qualify for state funds because of the districts' ability to 

reach the guaranteed minimum foundation level solely through 

local property tax revenue (Coons, Clune, & Sugarman, 1970). 
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Odden and Picus (1992) expressed state aid per pupil 

(SAPP) under a minimum foundation program as: 

SAPP = FEPP - (RTR X PVPP), 

where 

FEPP = foundation expenditure per pupil 
RTR = local required tax rate, and 
PVPP = local property value per pupil. 

A district's total state aid (TSA) would be: 

TSA = SAPP X Pupils, 

where 

SAPP = state aid per pupil, and 
Pupils = number of students in the school 

district, (p. 174) 

The local wealth component of the minimum foundation program 

is expressed in the RTR (local required tax rate) and the 

PVPP (local property value per pupil). 

The minimum foundation program had two major advantages 

over earlier school aid formula programs. The first 

advantage was the recognition that local property wealth was 

a factor in school districts' ability to raise funds and to 

provide a minimum educational program. The minimum 

foundation program was the first school aid formula to 

explore the relationship between local wealth and revenues 

(Swanson & King, 1991). The minimum foundation program was 

provided by the state in order to fund a basic education 

program. The state legislature determined the cost of a 

basic educational program and then calculated the amount of 

state support which would be guaranteed to school districts. 
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The school districts were then free to fund additional 

programs through funds generated by the local tax base. The 

guiding principle behind minimum foundation programs was the 

use of state funds to provide a "minimum fiscal foundation 

on which to build educational programs" (Thompson, Wood, & 

Honeyman, 1994, p. 219). 

The second advantage of the minimum foundation program 

was its political attractiveness (Swanson & King, 1991). 

The minimum foundation program required a minimum local tax 

effort to qualify for the program. The state guaranteed a 

minimum spending level per pupil which was set at a level 

that would insure a foundation or basic educational system. 

The amount of aid which flowed from the state to the 

district was greater for property poor districts. The 

greater aid to property poor districts provided an 

equalization factor up to the minimum level (Thompson et 

al., 1994). 

The disadvantage of the minimum foundation program was 

not in the theory used to develop it, but in the 

implementation of the program by state legislatures. The 

minimum foundation program formula originally was designed 

to require the state to fund all school districts at the 

level of the state's wealthiest district (Thompson et al., 

1994) . In practice, the state set the minimum foundation 

program funding level at a percentage of the wealthiest 

district, usually between 50 percent and 90 percent (Odden & 
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Picus, 1992) . Swanson and King (1991) stated that 

"[e]stablishing this guarantee [the minimum foundation 

program funding level] is often a political decision 

dictated by available revenue rather than a rational 

determination of educational needs and costs" (p. 157). 

School districts which had large property tax bases 

were able to generate tax funds above the state's guaranteed 

minimum foundation program level. At the time of San 

Antonio Independent School District v. Rodriguez (1973), the 

state of Texas used a school finance formula based on the 

minimum foundation program. Edgewood Independent School 

District (Edgewood I.S.D.) was able to generate local funds 

of $26.00 per pupil at a tax rate of $1.05 per $100. Alamo 

Heights Independent School District (Alamo Heights I.S.D.) 

generated local funds of $333.00 per pupil with a tax rate 

of $.85 per $100 (at 11-12). Because of its property poor 

local tax base, Edgewood I.S.D. generated fewer local funds 

than Alamo Heights I.S.D., even though Edgewood I.S.D. 

levied a significantly higher tax rate. 

In order to maintain equity, a minimum foundation 

program must fund all school districts at the level of the 

wealthiest district or require property wealthy districts to 

return to the state all funds raised in excess of the 

guaranteed level for redistribution by the state to property 

poor districts (Guthrie et al., 1988). This concept of 

turning local funds from wealthy districts over to the state 
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for redistribution to property poor districts is called 

recapture. Without a recapture clause, the minimum 

foundation program continued to allow wealthy school 

districts to spend more for educational programs. State 

legislatures found it politically unpopular to transfer 

funds from one school district to another. The voters of 

each school district wanted money raised from their local 

property taxes spent in their school district. The wide 

variation in local tax bases continued to contribute to 

inequity in school finance programs. 

Resource Allocation Programs 

The third stage of development in school finance 

programs was the resource allocation program (Thompson et 

al., 1994). The first resource allocation program, 

percentage equalizing, was developed by Updegraff in 1922. 

Variations of percentage equalizing, such as guaranteed tax 

base, guaranteed tax yield, and district power equalizing 

have been developed. Resource allocation programs were 

developed to address the effects of unequal tax bases on 

school districts' ability to raise revenues. All resource 

allocation formulas are algebraic equivalents (Swanson & 

King, 1991). 

The distinguishing concept of the resource allocation 

program was that the local district determined its own level 

of educational spending and the state was obligated to 
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provide equalization funds at a percentage determined cy tr.e 

state. Odden and Picus (1992) stated: 

this type of school finance program addresses the 
primary structural flaw in traditional approaches 
to local financing of public schools, namely, the 
unequal distribution of the local tax base. (p. 
182) 

The principal concept behind resource allocation 

programs was equal yield for equal tax effort. "[I]f two 

districts establish the same tax rate they are guaranteed 

the same expenditure per pupil" (Thompson et al., 1994, p. 

227). For property poor school districts, the state 

guaranteed funding at a level which was equal to funding in 

a wealthy district with the same tax rate. "[T]he amount of 

state aid is adjusted according to the relative wealth of 

each district, with wealthy districts receiving less state 

aid than poor districts for equal tax effort" (Thompson et 

al., 1994, p. 228). 

Percentage equalizing. The first resource allocation 

program was Updegraff's percentage equalizing formula 

(Updegraff, 1922). Using a percentage equalizing formula, 

the school district determined the level of educational 

need. After the level of expenditures was set by the school 

district, the state reimbursed "a percent of local 

expenditures in inverse proportion to the district's 

property wealth" (Veillette, 1987, p. 10). The state's 

reimbursement percentage was expressed as an aid ratio. The 

aid ratio "was higher in property-poor districts and lower 
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in property-wealthy districts" (Odden & Picus, 1992, p. 

183). The first step in using a district power equalizing 

formula is to determine the property value per pupil which 

divides school districts which will receive state aid from 

those districts which will not. 

Odden and Picus (1992) expressed state aid per pupil 

(SAPP) under a power equalizing formula as: 

SAPP = FEPP - (RTR X PVPP) = 0 

Solving this equation for PVPP identifies the 
property value per pupil below which a district 
will receive some foundation aid and above which 
it will not. The solution becomes: 

FEPP = RTR X PVPP 

or, transposing and dividing by RTR, 

PVPP (zero-aid district) = FEPP/RTR, 

where 

FEPP = foundation per-pupil expenditure 
level, 

RTR = required tax rate, and 

PVPP = property value of the zero-aid 
district, in thousands of dollars 
of assessed valuation, (p. 179) 

Odden and Picus define a zero-aid district as any district 

which does not generate any state funding. Zero-aid 

districts are able to generate all educational revenues from 

local property wealth. The local wealth component factor in 

the power equalizing formula is again expressed in the RTR 

and PVPP elements of the formula. 
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Guaranteed tax base. Under the guaranteed tax base 

formula, the state established "a guaranteed level of 

property valuation per pupil" (Veillette, 1987, p. 14) . The 

guaranteed tax base program assumed that all school 

districts had access to the same tax base. The district 

subtracted the value of the local property valuation per 

pupil from the state guaranteed property valuation to 

determine the state's share of educational costs. The role 

of the state was to "ensure that all districts have a 

uniform tax base from which to achieve their spending goals" 

(Swanson & King, 1991, p. 164). 

Odden and Picus (1992) expressed state aid per pupil 

(SAPP) under a guaranteed tax base formula as: 

SAPP = DTR X (GTB - PVPP), 

where 

SAPP = state aid per pupil, 

DTR = local district property tax rate, 

GTB = tax base guaranteed by the state, in 
thousand dollars of property value 
per pupil, and 

PVPP = local district property value per 
pupil. 

Total guaranteed tax base state aid, therefore, 
is: 

TSA = SAPP X Pupils 

where 

TSA = total state aid, 

SAPP = state aide per pupil from the GTB 
formula, and 
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Pupils = number of students in the school 
district, (p. 194) 

Guaranteed tax yield. Guaranteed tax yield is a 

variation of guaranteed tax base. With guaranteed tax yield 

formulas, the state guaranteed that each school district 

would realize the same yield from each mill of tax (Swanson 

& King, 1991). The guaranteed tax yield formula assumed 

that a tax rate in any school district would return the same 

yield in all school districts. The school district set a 

tax rate and the state guaranteed a specified yield for that 

level of tax effort. 

District power equalizing. District power equalizing 

is a guaranteed tax yield formula with one additional 

feature. District power equalizing assumed that funds 

generated above the guaranteed yield were subject to 

recapture by the state. The district power equalizing 

formula required a sufficient level of local tax effort to 

force wealthy districts to raise revenue in excess of the 

guaranteed level so that some revenue was subject to 

recapture by the state. Recaptured funds were required from 

wealthy school districts so that the state's school finance 

plan could be adequately funded (Coons et al., 1970). 

The state legislature's primary concern with resource 

allocation programs was the inability of the state to exert 

complete control over educational expenditures (Thompson et 

al., 1994). Resource allocation programs all contained a 

feature which allowed the local school district to determine 
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the educational needs of its students. As local districts 

set local tax rates, the state became obligated to provide a 

specified level of equalization funds. If districts 

unexpectedly increased local tax rates more than 

anticipated, additional state funds would be needed (Odden & 

Picus, 1992). State legislators were uncomfortable with 

school finance formulas which were based "theoretically on 

an infinite continuum of local choice" (Thompson et al., 

1994, p. 225). 

A second concern with the resource allocation programs 

was that some districts, due to their high local wealth, 

would not receive any state funding. In fact, the 

wealthiest districts would be required to surrender some 

local funds under the recapture process. Both of these 

possibilities made resource allocation programs politically 

unpopular (Guthrie et al, 1988) . 

Thompson et al. (1994) explained the relationship 

between school funding and local property wealth as follows: 

[I]nequity in school funding is a function of 
failure to redress inadequacies of local tax base. 
Since wealth distribution varies naturally, 
inequity must follow unless active intervention 
occurs. In school finance, intervention in 
unequal educational opportunity is in part a 
function of purchased resources. The method of 
intervention is distribution of state aid to local 
schools to offset the effects of tax base 
differences. Yet school finance formulas have not 
been perfectly successful in this attempt because 
variations in available resources persist even 
after formula intervention, (p. 209) 
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Taken as a whole, flat grants, minimum foundation 

programs, and resource allocation programs have failed to 

adequately address the issue of disparate local tax wealth 

and its effect on equity in school finance formulas. In 

order to remove the advantages that high wealth districts 

enjoy, the issue of disparate local wealth must be 

addressed. Swanson and King (1991), Stark (1992), Oakland 

(1994), and Smith (1994) have suggested that a 

redistribution of local property wealth may provide for 

greater equity in school finance plans. This study examined 

the equity consequences of shifting commercial/industrial, 

mineral, and utilities property wealth from local tax rolls 

to state tax rolls. 

Local Wealth and the Ad Valorem Property Tax 

The ad valorem property tax is a tax based on the value 

of land and any permanent improvements on the land. As the 

taxation system in the United States developed, the ad 

valorem property tax became a mainstay for the financing of 

local governments, including school districts. Swanson and 

King (1991) have divided the taxing structure in the United 

States between federal, state, and local levels. The 

federal government derives the bulk of its revenue from the 

personal income tax. Most states rely on a wide range of 

taxation sources, including such things as, state income 

tax, corporate and business taxes, taxes on fuels, 

cigarettes, and alcohol, and motor vehicle taxes and 
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licenses. Although school districts rely on funds from 

federal, state, and local sources, the local property tax 

contributes the largest share of education funds in most 

states. Based on national averages, in 1993, local ad 

valorem property taxes accounted for 46 percent of public 

education funds (Statistical Abstract, 1994, p. 168). 

Property is classified for taxation purposes according 

to its value. Ad valorem property classifications and the 

percentage of value to be taxed are determined by the state 

In 1994, Texas categorized property into 18 property use 

classifications set forth in the Property Tax Code, Chapter 

1, Sees. 2-19. All taxable property was taxed at 100% of 

the assessed value. The assessed value was determined by 

the chief appraiser of the local taxing district (State 

Property Tax Board(SPTB), Text 100) . 

Disparity among school district tax bases results from 

the unequal distribution of high wealth property 

classifications, such as, commercial and industrial 

properties, mineral properties, and utilities properties. 

Concentrations of high wealth properties allow some school 

districts to tax low and generate a large amount of revenue. 

Other school districts, lacking in high wealth properties, 

must set tax rates at a high level in order to generate 

minimum revenues. 

In the Houston, Texas area, two school districts 

demonstrated the effects of local property wealth on 
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district revenues. Deer Park Independent School District 

(Deer Park I.S.D.) and North Forest Independent School 

District (North Forest I.S.D.) are approximately 15 miles 

apart. In 1993 and under SB7, Deer Park I.S.D. was able to 

generate $5,470 per student. Revenues per student in North 

Forest I.S.D. were $4,600 despite one of the highest 

property tax rates in the state. Even with a local wealth 

per student cap and the recapture of funds as prescribed by 

Texas law. Deer Park I.S.D. was able to generate $1,500 per 

student more than North Forest I.S.D. ("Tale," 1993). 

The ad valorem property tax is probably the least 

popular form of taxation. Lemov (1994) has specified four 

factors which lead to this conclusion. First, property 

taxes are usually paid in one highly visible lump sum. 

Second, property taxes are not dependent on income. If the 

taxpayer suffers a decline or loss of income, the property 

tax remains unchanged. Third, assessment of property is 

difficult. Property taxes for similar properties may differ 

widely. Fourth, often the weight of the property tax burden 

is shifted away from businesses and on to homeowners. In 

spite of these problems, the ad valorem property tax remains 

the primary source of revenue for local governments because 

it generates large amounts of revenue (Guthrie et al., 

1988) . The property tax also provides a visible link 

between public services and taxpayers (Swanson & King, 

1991) . Taxpayers resist recapture schemes, which collect 
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revenue from wealthy districts for redistribution to poorer 

districts, due to the belief that local revenue should 

provide local services, such as public education. 

History and Development of Property Taxes 

The ad valorem property tax has been an important 

source of revenue throughout the history of the United 

States. On three occasions, there have even been national 

property taxes. During the colonial period the property 

taxation system of each colony reflected the social 

conditions and political values of that particular colony 

(Alexander & Alexander, 1985). As the United States was 

formed and the new nation emerged, there was a movement 

toward uniformity and universality of property taxation 

(Benson, Benson, McClelland, & Thomson, 1965). 

The colonies adapted systems of taxation which 

reflected the economic conditions of each colony. In the 

New England colonies, the gross produce of the land was 

taxed. This tax eventually developed into a real property 

tax. The middle colonies relied more heavily on taxes on 

imports and exports as a revenue source. Finally and in 

marked contrast, due to the influence of wealthy landowners, 

the southern colonies tended to use license and privilege 

fees on occupations not associated with agriculture. As the 

United States developed, new states adopted the tax 

philosophies of the older states (Alexander & Alexander, 

1985). 
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During the nineteenth century, the ad valorem property 

tax was developed and became firmly established as a source 

of revenue for local governments. Alexander and Alexander 

(1985) described three components of the property tax system 

as it developed in nineteenth century America: 

(1) [T]he general property tax—general taxation 
of all properties . . .; (2) appraisal of 
property, rather than as a fixed sum of money per 
unit of property . . . ; (3) the adoption of the 
principle of uniformity. (p. 712) 

Sparkman (1994) defined five important characteristics 

of school finance plans in the early 1900s. First, states 

permitted the assessment and collection of taxes for school 

support. Second, many states provided support for public 

education only to the children of the poor. Third, all 

states created tax support for schools through the sale or 

rent of public lands. Fourth, many state education laws 

were repealed or fell into disuse. Fifth, the states failed 

to establish a stable source of school funds. 

As states began to move toward the taxation of local 

property to fund public education, disgruntled taxpayers 

frequently filed suit in state courts (Sparkman, 1994). In 

1874, three taxpayers in Michigan filed suit against the 

school district, claiming that the district could not levy a 

property tax in support of a high school and the 

superintendent's salary. In Stuart v. School District No. 1 

of the Village of Kalamazoo (1874), the Michigan Supreme 

Court ruled against the taxpayer plaintiffs and concluded 
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that the school district, with the consent of the voters, 

could levy and collect taxes for any course of study or 

grade level deemed necessary. 

By the end of the nineteenth century, the school 

property tax had been established as a principle revenue 

source for public education. Legal focus shifted to the 

distribution of state funding to school districts (Sparkman, 

1994). This shift of focus led to the development of the 

finance formulas described in the first section of this 

chapter. 

Positive Aspects of the Property Tax 

Odden and Picus (1992) have listed three advantages of 

the property tax. They stated, "It produces large amounts 

of revenues, maintains those revenue levels in economic 

downturns, and produces revenue increases during economic 

growth periods" (p. 158). Swanson and King (1991) have also 

listed the stability and high yield of the property tax as 

major assets. 

The stability of the property tax is associated with 

the lack of fluctuation of property values over time. Odden 

and Picus (1992) described the following characteristics of 

property tax stability: 

In economic slowdowns, it [the ad valorem property 
tax] produces a steady revenue stream, largely 
because property values maintain their levels 
except in very deep recessions. On the other 
hand, in times of economic growth and/or 
inflation, property values rise, so property tax 
revenues rise. In other words, property tax 
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revenues relative to the business or economic 
cycle are stable on the downside and increase on 
the upside, (p. 145) 

Due to the lack of extreme fluctuations in property values, 

local taxing boards are able to accurately predict the 

amount of revenue which will be generated by the local 

property tax base. The stability of the property tax allows 

school districts to predict the next year's revenues. This 

makes the development of budgets an easier process because 

revenue levels can be accurately predicted. 

Negative Aspects of the Property Tax 

Deterioration of urban housing has been a major cause 

of lowered revenues for large urban school districts. As 

the property in inner cities deteriorated, it generated less 

revenue. Furthermore, the property tax failed to capture 

the real fiscal capacity of communities because it failed to 

take into account income as a measure of wealth. Thompson 

et al. (1994) have described this inability to gauge wealth 

as "the inability to effectively tax the full scope of 

wealth, thereby placing a disproportionate burden on real 

property" (p. 187). Much of the inequity in school finance 

systems is created by the heavy reliance on property taxes 

as a revenue source. 

Another negative aspect of dependence on property 

wealth is that as the population ages, fewer people have 

school-aged children resulting in increased difficulty in 

raising property tax rates. In addition to the resistance 
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to increasing property taxes, there is the problem of tax 

abatements for businesses which shift a larger proportion of 

the tax burden onto individual homeowners ("Find a Better 

Way," 1994). 

Folbre (1993) raised an important issue concerning the 

use of the property tax to fund public schools. She stated, 

"Traditional school finance systems based on local property 

taxes allow the rich, with high levels of taxable wealth, to 

tax themselves at a very low rate and fund good schools for 

their children" (p. 761). Taxpayers in low wealth districts 

must tax themselves at a high rate in order to raise a 

fraction of the revenue available to high wealth districts. 

Lemov (1994) stated, "Property taxes, based on the wealth of 

a community, are inherently tilted toward lavish spending 

for schools in affluent areas and inadequate funding for 

classrooms in poorer neighborhoods" (paragraph 12). 

Conclusions about Property Taxes 

In spite of the negative aspects of property taxes, 

most states continued to use property tax revenue as the 

pillar of local government finance. The large amount of 

revenue which was generated through the taxation of property 

wealth made the property tax an extremely popular revenue 

source. The stability of the property tax also made it 

attractive to educators and politicians. 

Although some states, such as Michigan, have moved 

away from the property tax as the basis for financing public 
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education, it seems likely that most states will continue to 

rely on property taxes for at least a portion of school 

funding (Van Biema, 1994). Figure 2.1 provides an overall 

assessment of the property tax (Odden & Picus, 1992, p. 

159) . 

Alexander and Alexander (1985) shed some additional 

light on the issue of property taxes by focusing on two 

features of property taxation. First, the taxes which are 

levied by the school district are, in fact, state taxes. 

The second feature of property taxation is that barring 

constitutional restriction, the state legislature has the 

power to finance public education entirely from a tax levied 

and collected at the state level. Because local property 

taxes are, in essence, state taxes and the legislature may 

finance public education with a tax levied and collected at 

the state level, the legislature is able to redefine the 

local property component of the school finance plan. 

Several authors have suggested redefining the local wealth 

component in order to create more equitable school finance 

systems. 

Oakland (1994) has suggested taxing natural resources 

and other windfalls at the state level rather than within 

the political jurisdiction in which the resource is located. 

Swanson and King (1991) have suggested a similar plan with 

regard to utilities and industrial plants. 
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Tax base 

Yield 

Equity 

Economic 

Administration 

Compliance 

Wealth; generally, assessed value 
of real and land property 

Elastic in general 
Stable on the downside of economic 
cycle and increasing on the 
upside 

Horizontal; varies by type of 
property, degrees of exemptions, 
and assessment valuation methods; 
generally not met 

More neutral as tax rates 
effects across jurisdictions are 
more uniform 

Complicated; technically can 
be good, but in actual 
practice, there is wide 
variation across states and 
localities within states 

Small costs 

Figure 2.1 
Overall Assessment of the Property Tax 
(Odden & Picus, 1992) 
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stark (1992) found substantial fiscal equity 

improvement in Indiana with a recalculated local property 

tax base. For the purposes of his study, he reclassified 

all nonresidential property as state property. Residential 

property wealth was taxed at the local level. A ratio of 

public education revenues was derived from nonresidential 

(state) property and from residential (local) property. 

Stark calculated that 60 percent of public education funds 

should be derived from residential property and that 40 

percent of the funds should be derived from nonresidential 

property. Stark found, using the ratio, that statewide 

taxation of nonresidential property provided "for 

substantially greater fiscal equity and . . . does not 

significantly jeopardize the fiscal position of school 

corporations in Indiana's largest urban centers" (p. 807). 

Smith (1994) found that a redistribution of commercial 

and industrial property taxes in Illinois "would 

substantially improve equity in the state by more evenly 

distributing the real property tax base" (pp. 198-199). In 

his study. Smith measured horizontal equity with the federal 

range ratio and the coefficient of variation. When 

comparing changes in the ratio between the 5th and 95th 

percentiles. Smith found that the federal range ratio 

improved from 11.4 under actual conditions to 3.24 under the 

computer simulation. The coefficient of variation also 

showed improvement from the actual 1.27 to a simulated .61. 
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Both measures of equity showed substantial improvement under 

simulated redistribution conditions. Smith concluded that 

more students in Illinois would benefit from the 

redistribution of commercial and industrial property wealth 

than would not. 

The Smith study provided the model on which this study 

is based. In 1994, Texas had more property classifications 

in its property tax structure than Illinois had. Due to the 

presence of large mineral deposits in Texas, mineral 

property wealth was added to the list of property 

classifications which would be subjected to reclassification 

as state properties. Smith made no reference to utilities 

properties, in Illinois, but in Texas, in FY 1993-1994, 

utilities property accounted for more property wealth than 

mineral property did. 

School Finance Litigation and Legislation 

Since San Antonio Independent School District v. 

Rodriguez was filed in 1971, at least 28 states' highest 

courts have ruled on the merits of legal challenges to their 

states' school finance plans (Dayton, 1995). The basis for 

most lawsuits has been the disparity in revenue caused by 

unequal local tax bases. In describing this flood of school 

finance equity litigation, Henderson (1991) stated: 

Nearly every state in the Union shares the 
circumstance of having a disparity in local 
taxable wealth among school districts. 
Comparisons of property wealth within a district's 
boundaries to that of other districts within a 
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state is most frequently used to depict this 
disparity. Citizens have claimed that this uneven 
distribution of commercial, industrial, and 
residential property wealth produces a system that 
IS unfair to the supporters as well as the 
participants in the educational system, (p. 193) 

Nature of the Claims 

Most challenges to state school finance systems have 

been grounded in the fact that the unequal distribution of 

local property wealth creates disparity in the ability of 

school districts to raise revenue. Plaintiffs in school 

finance litigation cases believe school revenues dictate the 

quality of students' educational experiences (Sparkman, 

1990). Several significant cases which have affected the 

course of the litigation process are discussed below. These 

cases illustrate the evolution of school finance from 

federal courts to state courts and from equal protection 

claims to state education clause claims. 

San Antonio Independent School District v. Rodriguez 

(1973) was based on the plaintiffs' claims that the 

disparity in funding levels between property poor and 

property wealthy school districts created a federally 

unconstitutional school finance program. The plaintiffs 

based their case on a comparison of revenues available to 

two school districts in the San Antonio metropolitan area: 

Edgewood I.S.D. and Alamo Heights I.S.D. When the United 

States Supreme Court heard Rodriguez, the evidence showed 

that Edgewood I.S.D. had an average assessed property value 
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per pupil of $5,960 and a median family income of $4,686 (at 

12). By contrast. Alamo Heights I.S.D. had an average 

assessed value exceeding $49,000 and a median family income 

of $8,001 (at 13). The plaintiffs argued that the 

differential between the property tax bases of the two 

districts violated the Fourteenth Amendment of the United 

States Constitution by denying students in property poor 

districts equal access to educational services (at 1), a 

violation of the equal protection clause. 

The United States Supreme Court found for the state of 

Texas and against the Rodriguez claimants. Although the 

court recognized the inadequacy of the Texas foundation 

school program, it believed that the finance plan fostered a 

legitimate state goal of local control. The Supreme Court 

directed the plaintiffs to address their grievances through 

the state court. 

A similar situation in California led to the case of 

Serrano v. Priest (1971). The plaintiffs claimed that state 

aid was insufficient to offset the disparity created by 

unequal local tax bases (at 1241). A disparity ratio of 

1:13 existed between the level of assessed valuation per 

pupil in Baldwin Park of $3,706 and the level of assessed 

valuation per pupil in Beverly Hills of $50,885 (at 1248). 

The plaintiffs alleged that the state school finance formula 

created a situation in which the quality of the educational 

experience was dependent on local district wealth (at 1244). 
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The plaintiffs sued under both the equal protection clause 

of the United States Constitution and under the equal 

protection clause of the state constitution (at 1241) . The 

California Supreme Court agreed with the plaintiffs and 

found that the California school finance plan violated the 

equal protection clause of the state constitution by 

creating a school finance system in which the quality of the 

educational experience was dependent on the level of local 

property wealth. The court remanded the case back to the 

trial court with directions to proceed consistent with the 

court's opinion. 

More recently, in Rose v. Council for Better Education 

(1989), the Supreme Court of Kentucky overturned the entire 

educational system because it failed to meet the 

constitutional standard set by the state's education clause 

(at 223). The Kentucky Constitution, Sec. 183, required the 

General Assembly to "provide for an efficient system of 

common schools throughout the state." The plaintiffs 

claimed that the disparity of wealth among school districts 

failed to create "an efficient system" and that the Kentucky 

school finance system was, therefore, unconstitutional (at 

189). Although no comparisons were drawn between funding 

levels of the 177 school districts in Kentucky, the state 

supreme court stated that: 

The disparity in per pupil expenditure by local 
school boards runs in the thousands of dollars per 
year. Moreover, between the extreme high 
allocation and the extreme low allocation lies a 
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wide range of annual per pupil expenditures, (at 
199) 

Basis of the Legal Claims 

School finance cases have generally been based on one 

of three legal approaches: equal protection under the 

Fourteenth Amendment of the United States Constitution, the 

equal protection clause of the state constitution, or the 

education clause of the state constitution (McUsic, 1991; 

Underwood & Sparkman, 1991). 

San Antonio Independent School District v. Rodriguez 

(1973) was the most influential school finance case brought 

under the Fourteenth Amendment of the United States 

Constitution. The Fourteenth Amendment reads in part, "No 

State shall . . . deny to any person within its 

jurisdictions the equal protection of the laws" (U. S. 

Const., Amendment Fourteen). 

The plaintiffs in Rodriguez claimed that a finance 

system based on ad valorem property taxes violated the equal 

protection clause of the Fourteenth Amendment discriminating 

against students in property poor school districts (at 1). 

The plaintiffs also claimed that students were being 

deprived of their right to an education. A claim under the 

Fourteenth Amendment hinges on two criteria: fundamentality 

and class suspectness. The Rodriguez plaintiffs claimed 

that under the United States Constitution education was a 

fundamental right and that the Texas school finance plan 
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created a suspect classification of students based on school 

district wealth (at 17). The United States Supreme Court 

ruled in favor of the state of Texas, finding that under the 

federal constitution there was no fundamental right to an 

education (at 38-39). Since no fundamental right was 

involved, the Court invoked the rational basis test. 

Further rulings in the case denied the plaintiffs' claim of 

district wealth as the basis for a suspect classification 

(at 28). The effect of the Rodriguez case was to 

effectively close the federal courts as an avenue to 

overturn school finance plans using claims based on 

disparate local wealth and challenged under the Fourteenth 

Amendment to the United States Constitution. 

In Serrano v. Priest (1971) the plaintiffs claimed not 

only violation of the federal constitution equal protection 

clause, but also violation of the equal protection clause of 

the state constitution (at 1245). In Serrano, the state 

court ruled that education was a fundamental right under the 

state constitution and, therefore, strict scrutiny was 

invoked (at 1263). The California Supreme Court used 

traditional equal protection analysis to decide the case. 

The court ruled that the state school finance system created 

a suspect classification based on district wealth (at 1255). 

Serrano "developed the basis for equal protection challenges 

by formulating the concept of wealth neutrality and by 
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successfully challenging the state's equal protection 

clause" (Camp & Thompson, 1988, p. 222). 

In New Jersey, plaintiffs sought relief through equal 

protection claims under the state constitution. In 

addition, plaintiffs sued under the state constitution's 

education clause. In Robinson v. Cahill (1973), the New 

Jersey Supreme Court ruled that the school finance system 

did not violate the New Jersey equal protection clause (at 

287) . However, the school finance plan was ruled 

unconstitutional under the state's education clause (at 

295) . As the first case filed under an education clause, 

Robinson "paved the way for challenging school finance 

systems on the basis of state education clauses (Thompson et 

al., 1994, pp. 28-29). Texas has followed suit with 

litigation based on the education clause of the state 

constitution (Edgewood Indep. Sch. Dist. v. Kirby (1989); 

Edgewood Indep. Sch. Dist. v. Kirby (1991); Carrollton-

Farmers Branch Indep. Sch. Dist. v. Edgewood Indep. Sch. 

Dist. (1992); Edgewood Indep. Sch. Dist. v. Meno (1995)). 

Legal Theories 

School finance litigation has been based on three legal 

theories. Equal protection clause claims have been filed 

under both the Fourteenth Amendment of the United States 

Constitution and state equal protection clauses. The third 

legal theory bases litigation claims on the state 

constitution's education clause. 
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Equal protection claims. School finance cases 

litigated on equal protection claims, whether at the federal 

or state levels, are based on two criteria (Underwood & 

Sparkman, 1991). The first criterion attempts to define 

education as a fundamental right. The second criterion 

attempts to declare that people who reside in property poor 

school districts constitute a suspect classification 

(Thompson et al., 1994). Fundamental rights are defined as 

"[t]hose which have their origin in the express terms of the 

Constitution or which are necessarily to be implied from 

those terms" (Black's Law Dictionary, 1979, p. 607). 

Examples of fundamental rights which are expressed in the 

United States Constitution include the right of free speech, 

freedom of the press, and the right to assemble (Odden & 

Picus, 1992). Fundamental rights which have been defined 

through equal protection claims include voting rights and 

rights of marriage, procreation, and family relationships 

(Encyclopedia of the American Constitution, 1986) . 

The second criterion which forms the basis of an equal 

protection clause claim is the existence of a suspect 

classification. In Brown v. Board of Education (1954) the 

United States Supreme Court defined race as a suspect 

classification. In Rodriguez, the United States Supreme 

Court failed to recognize children in property poor school 

districts as a suspect classification (at 28). The Court 

found an absence of evidence that the Texas school finance 
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plan discriminated "against any definable category of 'poor' 

people or that it results in the absolute deprivation of 

education--the suspect class is not susceptible of 

identification in traditional terms" (at 25). 

The criteria of fundamentality and class suspectness 

are crucial in determining the level of scrutiny which a 

court applies when examining the claims in school finance 

litigation (Thompson et al., 1994). There are three levels 

of scrutiny which a court may apply: minimal scrutiny, 

(Odden & Picus, 1992), intermediate scrutiny (Underwood & 

Sparkman, 1991), and strict scrutiny (Odden & Picus, 1992). 

In Rodriguez, the plaintiffs failed to establish their 

claims of education as a fundamental right or that school 

district wealth created a suspect classification. Under 

these conditions, the Supreme Court applied the rational 

basis test (at 44). The rational basis test requires some 

rational underlying basis for the finance plan. Under the 

rational basis test, the state of Texas argued that the 

Texas school finance plan fostered the state goal of local 

control of schools (at 55). Although the Supreme Court 

recognized that the Texas plan created unequal access to 

education funds, it none the less agreed that the finance 

plan did foster a legitimate state goal of local control. 

In Serrano, the California Supreme Court determined 

that under the state constitution education was a 

fundamental right (at 1263) and that district wealth created 
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a suspect classification (at 1255). Because the plaintiffs 

were able to carry their claims, the Supreme Court applied 

the strict scrutiny standard (at 1259). Strict scrutiny 

requires "the government to abandon its action unless it can 

demonstrate compelling interest" (Thompson et al., 1994, p. 

946) or that there is no other less onerous option. To be 

classified as a compelling state interest, the state must 

prove that there is no less discriminatory policy that the 

state can take (Odden & Picus, 1992). Thus, the state of 

California was unable to demonstrate that the school finance 

plan fostered a compelling state interest (Serrano at 1263). 

The California Supreme Court ruled in favor of the 

plaintiffs and declared the state school finance plan 

unconstitutional (at 1241). 

State education clauses. School finance litigation has 

occurred in three waves. The first wave began with Serrano 

in 1971 and ended with Rodriguez in 1973. This wave was 

characterized by claims based on the federal equal 

protection clause (Levine, 1991). The second wave began 

with Robinson in 1973 and was marked by reliance on state 

constitution equal protection clauses in conjunction with 

state constitution education clauses (McUsic, 1991). The 

third wave of litigation began in 1989 with cases based 

solely on state constitution education clauses (Underwood & 

Sparkman, 1991) . State supreme court cases which have been 

decided solely, or in part on the education clause of the 
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state constitution include Rose v. Council for Better 

Education (1989), Edgewood Independent School District v. 

Kirby (1989), Helena Elementary School District, No. 1 v. 

State (1989), Abbott v. Burke (1990), McDuffy v. Secretary 

of the Office of Education (1993), Tennessee Small School 

Systems v. McWherter (1993), Roosevelt Elementary School v. 

Bishop (1994), and Campbell County School District v. State 

(1995). 

Odden and Picus (1992) defined four routes used to 

challenge school finance systems on the basis of the 

language of the state constitution education clauses. The 

first route attempted to determine the historical meaning of 

the language of the education clause. For example, when 

attempting to determine the constitutionality of House Bill 

72, in Texas, in 1984, the state supreme court analyzed the 

language of the state education clause in order to determine 

the accepted definitions of the term, "efficient," available 

to the framers of the Texas Constitution (Art, 10, sec. 1, 

1875) . 

The other three routes to challenging school finance 

systems were concerned with analyzing the quality of the 

educational system required by the state constitution. 

Three questions were addressed to analyze the quality of the 

educational system required by the state constitution: Did 

the state education clause require an education system?. Was 

a specific quality of education required?, and. Did the 
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education system deprive any students of an education? All 

three of these questions have formed the basis of legal 

challenges. 

McUsic (1991) has analyzed the language of the 

education clauses in all fifty state constitutions. She has 

categorized the language of the clauses into four 

classifications. Four state constitutions require 

"equality." These state constitutions, Montana, Louisiana, 

New Mexico and North Carolina, "provide the strongest 

commitment to equality, by actually using the word 

'equality' in defining the state's obligation" (p. 320). 

McUsic (1991) identified the second group of states as 

those which require a "uniform" school system. Florida, 

Kentucky, Texas, California, and Arizona are included in 

this category. The constitutions of these states include 

the term "uniform" in describing the required school finance 

system. In these states, the courts have used the term 

"uniform" interchangeably with the term "equal." 

The third category of state constitution education 

clauses required "efficiency." The term "efficiency" places 

"some obligation on the state, although, it does not demand 

equality" (McUsic, 1991, p. 324). Kentucky and Texas are 

included in this category, as well as, the previous 

category, because their state constitutions describe the 

required school finance plan as both "uniform" and 

"efficient." Kentucky and Texas have overturned school 
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finance plans by declaring "efficient" to mean 

"substantially equal." However, Ohio found that "only an 

absolute deprivation of education would violate the state's 

'thorough and efficient' constitutional provision" (p. 325). 

The last category of education clauses required the 

provision of an education, but does not contain any quality 

standard. Alaska, Georgia, Maine, and Iowa are included in 

this classification (McUsic, 1991). 

All education clauses provide some indication of a 

level of quality which the framers of the constitution 

expected the state to maintain. Dayton (1995) analyzed 

state education clauses based on the standard set by the 

clause for the quality of the educational experience of the 

state's children. 

State constitutions with Category I clauses require a 

bare minimum in their education clauses. These states, 

Alabama, Alaska, Arizona, Connecticut, Hawaii, Kansas, 

Louisiana, Mississippi, Nebraska, New Mexico, New York, 

North Carolina, Oklahoma, South Carolina, Utah, and Vermont, 

require the establishment of some sort of education system, 

but the language of the educational clauses does not specify 

any minimum standard (Dayton, 1995). "Although the clauses 

provide an explicit commitment to the existence and 

maintenance of a school system, they provide little basis 

for claiming that a minimum standard of educational quality 

is guaranteed" (McUsic, 1991, p. 338). 
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Nineteen state constitutions fall into the Category II 

which contains education clauses which set even less 

explicit standards (McUsic, 1991). Arkansas, Colorado, 

Delaware, Florida, Idaho, Kentucky, Maryland, Minnesota, 

Montana, New Jersey, North Dakota, Ohio, Oregon, 

Pennsylvania, Tennessee, Texas, Virginia, West Virginia, and 

Wisconsin, (Dayton, 1995) require the state to "promote 

education," "encourage education," or provide an "adequate 

education." 

California, Indiana, Iowa, Massachusetts, Nevada, Rhode 

Island, South Dakota, and Wyoming fall into Category III of 

state education clauses. The language of the education 

clauses in this category "commits the state to a 

considerable quality standard for education" (McUsic, 1991, 

p. 335). The language in this category includes phrases 

such as "educational improvement" and "thorough and 

efficient." 

The final group of state constitution education clauses 

"establish a strong and specific educational standard" 

(McUsic, 1991). Georgia, Illinois, Maine, Michigan, 

Missouri, New Hampshire, and Washington have Category IV 

education clauses (Dayton, 1995) which specify a "high 

quality" of education which must develop the student "to his 

full potential." 

Between 1989 and 1994, courts in fifteen states have 

heard school finance litigation arguments based solely, or 
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in part, on state constitution education clauses (Dayton, 

1995). As McUsic stated in 1991, "[R]ecent decisions 

suggest that 'education clauses,' rather than equality 

guaranty provisions, will be the primary focus of future 

school finance reform litigation" (pp. 311-312) . 

Results of Litigation 

The impact of school finance litigation has been felt 

in several ways. With the Rodriguez decision, the United 

States Supreme Court "failed to provide the tool that 

advocates need to challenge even radically unequal 

distribution of education funding (Edley, 1991, p. 295) 

under equal protection claims pressed within the Fourteenth 

Amendment. Consequently, Rodriguez forced school finance 

reformers to turn to state courts and state constitutional 

provisions for relief (Manteuffel, 1990). Serrano opened up 

the possibility of basing litigation on state equal 

protection clauses (Thompson et al., 1994). In a similar 

manner, Robinson demonstrated that litigation could be based 

on state constitution education clauses (Manteuffel, 1990). 

These three cases have provided litigants with the legal 

foundations necessary to argue cases before the supreme 

courts of at least fifteen states since 1989 (Dayton, 1995). 

Robinson, in particular, has "provided plaintiffs in many 

states a vehicle for getting around the boundaries defined 

in Rodriguez" (Manteuffel, 1990, p. 1123). 
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The results of school finance litigation based on 

education clauses has been mixed. Even in states with 

similar state education clauses, state supreme courts have 

reached conflicting decisions. The constitutions of 

Maryland and New Jersey both require "a thorough and 

efficient system of public schools" (Sparkman, 1994). 

However, based on differing interpretations of the language 

of the state constitution education clause, the Maryland 

supreme court found the Maryland school finance plan 

constitutional while the New jersey court overturned the New 

Jersey school finance plan (Verstegen, 1994). In Robinson v 

Cahill (1973) the supreme court of New Jersey interpreted 

"thorough and efficient" on the basis of "discrepancies in 

dollar input per pupil" (at 295). The court overturned the 

finance plan. In Maryland, the state supreme court held in 

Hornbeck v. Somerset County Board of Education (1983) that 

the phrase "thorough and efficient" did not constitute 

grounds to overturn the school finance plan. In its 

opinion, the Maryland court found that: 

education need not be "equal" in the sense of 
mathematical uniformity, so long as efforts are 
made, as here, to minimize the impact of 
undeniable and inevitable demographic and 
environmental disadvantages on any given child, 
(at 780) 

One of the more interesting results of school finance 

litigation has been the increase in state and local 

education funding even in states where school finance plans 

were held constitutional. Hickrod, Hines, Anthony, Dively, 
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and Pruyne (1992) have stated that "it is not the legal 

outcome of the case that is important, but, rather the act 

of pressing the suit and the pressure the suit brings on the 

state legislative body that is important in the fiscal 

arena" (p. 189). 

The Legislative Response 

Henderson (1991) delineated the legislative response to 

school finance litigation in three states: Kentucky, New 

Jersey, and Montana. The Kentucky legislature passed House 

Bill 940 (HB940), which the governor signed into law, 

following the state supreme court's decision in Rose v. 

Council for Better Education (1989). Under HB940, local 

revenue was generated by taxes on real property, motor 

vehicles, and other levies permitted for general school 

purposes (Section 501). 

Following the ruling in Abbot v. Burke (1990) that the 

New Jersey school finance plan was unconstitutional, the 

state of New Jersey enacted the Education Reform Act of 

1990. Although the local share of public education revenues 

remained based on property valuation per pupil, the 

legislature also authorized a major increase in the state 

income tax to fund the state's share of public education. 

The Montana legislative response to Helena Elementary 

School District, No. 1 v. State (1989) was embodied in House 

Bill 28 (HB28). HB28 funded Montana public schools through 

a guaranteed tax base equalization formula. The guaranteed 
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tax base was calculated by dividing the taxable value of all 

property in the state by the average daily attendance. The 

local share was based on property valuation per student, but 

also included motor vehicle fees, interest, and Forest 

Reserve Funds. 

The state of Michigan has abandoned the local property 

tax as a revenue source for its public schools. Sixty-nine 

percent of the voters agreed to replace ad valorem property 

taxes with an increase in the state sales tax (Addonizio, 

Kearney, & Prince, 1995). In replacing property taxes as a 

revenue source, Michigan has avoided the "potentially 

crippling court cases in more than 40 states provoked by the 

ghettoization that results when only districts with high 

real estate values can finance decent schools" (Van Biema, 

1994, p. 31). 

Texas School Finance 

The issue of how to fund public schools in Texas has 

followed a classic cyclical pattern of litigation followed 

by legislation followed by more litigation. The Texas 

Constitution has contained an education clause for financing 

public schools since the 1836 constitution was ratified. As 

the constitution of Texas developed, the ad valorem property 

tax was not always utilized as a source of revenue for 

public schools. 
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The legal issue of school finance equity first appeared 

with Rodriguez, in 1973, and continues to exert influence in 

Texas courts and the legislature. 

Article VII, Section 1 of the Texas Constitution reads: 

A general diffusion of knowledge being essential 
to the preservation of the liberties and rights of 
the people it shall be the duty of the Legislature 
of the State to establish and make suitable 
provisions for the support and maintenance of an 
efficient system of public free schools. 

In Edgewood Independent School District v. Kirby (1989) 

(hereinafter Edgewood I), the Texas Supreme Court denied the 

state's argument that "efficient" meant simple and 

inefficient (at 394). The court "compared several 

definitions of efficiency that were available when the 

drafters met to frame the constitution" (Manteuffel, 1990, 

p. 1127) and previous case law to define "efficient" as 

conveying "the meaning of effective or productive of results 

and commit[ting] the use of resources so as to produce 

results with little waste" (Edgewood I at 395). After 

determining the historical and current meanings of 

"efficient", the Texas Supreme Court declared the Texas 

school finance plan unconstitutional (at 398). 

In Edgewood Independent School District v. Kirby (1991) 

(hereinafter Edgewood II) the Texas Supreme Court, again 

overturned the school finance plan (embodied in Senate Bill 

1) stating that the plan left the funding system intact 

which had previously been reviewed in Edgewood I (at 495). 

Carrollton-Farmers Branch Independent School District v. 
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Edgewood Independent School District (1992) (hereinafter 

Edgewood III) overturned the state school system based on 

the imposition of a statewide property tax by Senate Bill 

351. 

In January 1995, the Texas Supreme Court declared the 

current Texas school finance plan, as embodied in SB7, 

constitutional (Edgewood Indep. Sch. Dist. v. Meno, 1995). 

However, Texas Senator Teel Bivins (R, Amarillo) stated that 

the latest Texas Supreme Court decision "may be the opening 

salvo of Edgewood V" ("School finance passes," 1994, lA) . 

Bivins based his statement on a footnote in Edgewood V. The 

footnote reads: 

If the Legislature abdicates its duty with respect 
to either of these needs [a general diffusion of 
knowledge for both operations and facilities 
needs], we will have no choice but to hold that 
the school finance system is unconstitutional in 
its entirety, (at 480) 

The Ad Valorem Property Tax in the 
Multiple Variations in the Texas 
Constitution 

Kane (1990) analyzed the education clauses of six 

different versions of the Texas constitution. The 

Constitution of 1836, Article II, section 5 instructed the 

legislature to provide "a general system of education." 

When Texas was admitted to the Union in 1845, a new 

constitution was ratified. In the 1845 constitution, the 

education clause required the legislature to "make suitable 

provisions for the support and maintenance of public 
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schools." The primary source of funds for public education 

was taxation on property (Manteuffel, 1990). The education 

clauses of the 1861 and 1866 versions of the Texas 

constitution were in essence the same as the 1845 clause. 

The Reconstruction Constitution of 1869 provided for a 

"system of public free schools, for the gratuitous 

instruction of all inhabitants of this State between the 

ages of six and eighteen years." Funding for education was 

still generated from the property tax (Manteuffel, 1990) . 

Following the Reconstruction period, a new constitution was 

adopted in 1876. This constitution contained the 

requirement for "the support and maintenance of an efficient 

system of public free schools." The 1876 constitution did 

not provide for support of schools through a local property 

tax, however. Under the 187 6 constitution, each student was 

given an equal portion of a state fund set aside for 

education (Levine, 1991). This flat grant still provides 

revenue for the public education of all students in Texas. 

In 1883, the citizens of Texas amended the constitution "to 

finance schools through a combination of state taxes and 

local ad valorem taxes levied in the school districts" 

(Kane, 1990, p. 1124). The 1883 amendments provided the 

basis for today's education finance system in Texas 

(Manteuffel, 1990). 

In 1948, the Gilmer-Aiken Committee was formed to 

propose a new school finance plan (Kane, 1990) . The Gilmer-
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Aiken Act of 1949 enacted the Minimum Foundation Program 

(Levine, 1991). Gilmer-Aiken was the focus of the Rodriguez 

case (Kemerer & Walsh, 1994). Although the United States 

Supreme Court failed to find the Texas finance plan 

unconstitutional in Rodriguez, the Texas legislature 

attempted in 1975 to provide equalization funds through 

House Bill 1126 (HB1126) (Levine, 1991). HB1126 "enlarged 

the foundation tier of funding, granted equalization aid to 

certain property-poor districts, and adjusted tax assessment 

methods and funding formulas" (Levine, 1991, p. 515) . 

In May 1984, the Mexican American Legal Defense and 

Education Fund (MALDEF) filed suit against the state of 

Texas in a Texas district court (Manteuffel, 1990). The 

suit, Edgewood Independent School District v. Kirby, never 

reached trial due to the enactment of House Bill 72 (HB72), 

in July 1984 (Hobby & Walker, 1991). HB72 was an education 

reform bill which contained changes in the funding system of 

Texas public schools. MALDEF refiled its suit as Edgewood 

Independent School District v. Kirby (1989) (Edgewood I), 

and the Texas district court ruled HB72 unconstitutional in 

1987 (Manteuffel, 1990). Following a reversal of the 

district court's opinion by the appellate court, the case 

was filed with the Texas Supreme Court. 

Edgewood I and Senate Bill 1 

The Texas Supreme Court heard oral arguments for 

Edgewood I in 1989. In October 1989, the Texas Supreme 
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Court reversed the appellate court decision and found the 

Texas school finance plan unconstitutional (Hobby & Walker, 

1991). Benson (1991) described Edgewood I as "a classic 

pattern of revenue disparities between property-rich and 

property-poor school districts" (p. 407). In Edgewood I, 

the Texas Supreme Court demanded legislative action to enact 

a constitutional school finance plan, but never clearly 

stated the necessary elements of such a plan (Parker, 1991). 

However, the Court did provide the following general 

guidelines: 

Efficiency does not require a per capita 
distribution, but it also does not allow 
concentrations of resources in property-rich 
school districts that are taxing low when 
property-poor districts that are taxing high 
cannot generate sufficient revenues to meet even 
minimum standards. There must be a direct and 
close correlation between a district's tax effort 
and the educational resources available to it; in 
other words, districts must have substantially 
equal access to similar revenues per pupil at 
similar levels of tax effort. Children who live 
in poor districts and children who live in rich 
districts must be afforded a substantially equal 
opportunity to have access to educational funds, 
(at 397) 

The legislative response to Edgewood I was Senate Bill 1 

(SBl) which was enacted in June 1990 (Hobby & Walker, 1991). 

Walker and Thompson (1990) described five major 

components of SBl. First, 95 percent of students would be 

covered by a wealth-neutral finance plan by 1995. SBl 

exempted the wealthiest five percent of school districts 

from the equalization plan. The next three components of 

SBl were an increase in the funding level of the basic 
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foundation program, an increase in the local share of the 

foundation program, and an increase in the guaranteed yield 

in the second tier of the program. The fifth component 

raised the tax rate to be matched by the state under the 

guaranteed yield tier. The addition of new state funds 

would have resulted in nearly $1 billion in new revenues for 

education (Yudof, 1991). 

Edgewood II and Senate Bill 351 

In Edgewood II, the Texas Supreme Court overturned SBl 

as unconstitutional. The court found that "Senate Bill 1 

leaves essentially intact the same funding system with the 

same deficiencies we reviewed in Edgewood I" (at 495). The 

court continued: 

Even if the approach of Senate Bill 1 produces a 
more equitable utilization of state educational 
dollars, it does not remedy the major causes of 
the wide opportunity gaps between rich and poor 
districts. It does not change the boundaries of 
any of the current 1052 school districts, the 
wealthiest of which continues to draw funds from a 
tax base roughly 450 times greater per weighted 
pupil than the poorest district. It does not 
change the basic funding allocation, with 
approximately half of all education funds coming 
from local property taxes rather than state 
revenue. By limiting the funding formula to 
districts in which 95% of the students attend 
school, the Legislature excluded 132 districts 
which educate approximately 170,000 students and 
harbor about 15% of the property wealth in the 
state. Consequently, after Senate Bill 1, the 
170,000 students in the wealthiest districts are 
still supported by local revenues drawn from the 
same tax base as the 1,000,000 students in the 
poorest districts. 

These factors compel the conclusion as a 
matter of law that the State has made an 
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unconstitutionally inefficient use of its 
resources, (at 496) 

The court concluded by reiterating the constitutionality of 

equalizing funds through tax base consolidation or school 

district consolidation (at 497). 

In April 1991, Governor Ann Richards signed Senate Bill 

351 (SB351) into law. SB351 established 188 County 

Education Districts (CED). Picus and Hertert (1993) 

described CEDs as follows: 

CEDs are county-wide taxing entities encompassing 
a number of school districts with a cumulative 
property-wealth no greater than $280,000 per 
pupil. Created and authorized by the Legislature 
to levy a property tax for their entire area the 
CEDs collect and then redistribute the revenues to 
their member districts, (p. 371) 

Other features of SB351, in addition to the CED funded 

first-tier foundation program, were a second equalized tier 

which supplemented local revenue with state funds and a 

third unequalized tier (Picus & Hertert, 1993). 

Edgewood III and Senate Bill 7 

In January 1992, the Texas Supreme Court struck down 

SB351 and the Texas education finance plan for the third 

time. The decision in Edgewood III, hinged on the court's 

determination that SB351 created a statewide ad valorem 

property tax (at 493). The Texas Constitution forbids the 

imposition of such a tax. Article VIII, sec. 1-e reads in 

part, "No State ad valorem taxes shall be levied upon any 

property within this State". The court further held that 
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the ad valorem tax was imposed without voter approval 

(Edgewood III at 493). The court continued: 

The reliance on local ad valorem taxes for more 
than half of the revenue for education has not 
changed. However, the manner in which local funds 
are contributed to the system has changed 
dramatically. The State has moved from 
encouraging school districts to contribute local 
tax revenue, to conditioning state funds on such 
contribution, to mandating a specified 
contribution. This has reduced the geographical 
disparities in the availability of revenue for 
education. It has accomplished this, however, by 
requiring the taxpayers in one school district, 
without a vote of approval, to fund the schools in 
other districts over which they have no control, 
(at 500) 

On May 1, 1993, a special election was held to provide 

the voters of Texas a chance to amend the constitution and 

validate the CED feature of SB351. A summary of a voter 

reference provision of Proposition One read as follows: 

The constitutional amendment allowing 
redistribution of ad valorem taxes for schools, 
authorizing the Legislature or local districts to 
set a minimum tax rate in county education 
districts, and placing a cap on the ad valorem tax 
levied by county education districts. (Linebarger, 
1993, p. 9) 

The voters soundly defeated Proposition One and SB351 

remained unconstitutional (Cotton, "Next," 1993). 

Subsequently, the Texas legislature developed and passed 

Senate Bill 7 (SB7). Governor Ann Richards signed SB7 into 

law on May 31, 1993 (Cotton, "Dead," 1993). 

SB7 addressed the concerns of the state supreme court 

in Edgewood III with two major provisions. The first 

provision set a limit of $280,000 per student on local 
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property wealth (Tex. Educ. Code, 1994, Sec. 36.002). The 

second provision provided the measures to be used by wealthy 

school districts to lower per-pupil property wealth to the 

specified limit. The wealth equalization measures were 

defined as follows in the Texas Education Code (1994) : 

Sec. 36.003--OPTIONS TO ACHIEVE EQUALIZED WEALTH 
LEVEL. A district with a wealth per student that 
exceeds the equalized wealth value may take any 
combination of the following actions to achieve 
the equalized wealth level: 

(1) consolidation with another district as 
provided by Subchapter B; 

(2) detachment of territory as provided by 
Subchapter C; 

(3) purchase of average daily attendance 
credits as provided by Subchapter D; 

(4) contracting for the education of 
nonresident students as provided by Subchapter E; 
or 

(5) tax base consolidation with another 
district as provided by Subchapter F. 

School districts were given an October 19, 1993 deadline to 

determine which of the five options would be utilized. 

Elections were scheduled by wealthy districts in order to 

allow voters to choose one or more options (Cotton, "Next," 

p. 12) . 

Edgewood IV 

On January 30, 1995, the Texas Supreme Court declared 

the Texas school finance plan constitutional. Although 

Edgewood IV marked the first constitutional school finance 

plan in Texas since 1984, the Supreme Court admonished that 

its judgment "should not be interpreted as a signal that the 
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school finance crises in Texas has ended (at 459). The 

Court further stated: 

Yet sadly, the existence of more than 1,000 
independent school districts in Texas, each with 
duplicative administrative bureaucracies, combined 
with widely varying tax bases and an excessive 
reliance on local property taxes, has resulted in 
a state of affairs that can only charitably be 
called a 'system.' For too long, the 
Legislature's response to its constitutional duty 
to provide for an efficient system has been little 
more than crisis management. The rationality 
behind such a complex and unwieldy system is not 
obvious. We conclude that the system becomes 
minimally acceptable only when viewed through the 
prism of history. Surely Texas can and must do 
better, (at 459) 

In finding SB7 constitutional, the Supreme Court 

declared that the $600 gap which existed in per-pupil wealth 

between the wealthiest districts and all other districts did 

not mean the property-poor districts had a permanent 

educational disadvantage (at 465). The Court found that all 

school districts could provide "a general diffusion of 

knowledge" with a tax rate which is at or below the $1.50 

cap set by the legislature (at 465) . 

Neither the property poor districts nor the property 

wealthy districts were satisfied with SB7 and its impact on 

school finances. Even the Texas Supreme Court found SB7 

"minimally acceptable." Governor George W. Bush, calling 

for property tax reform, appointed a blue-ribbon committee 

to study the continuing problem of funding the Texas 

educational system ("Panel," 1996, p. Bl). 
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CHAPTER III 

RESEARCH DESIGN AND METHODS 

The purpose of this study was to determine the fiscal 

effects of recalculating the local wealth component of the 

Texas school finance system using appropriate statistical 

measures. All statistical analysis was based on data from 

the Texas school finance plan under Senate Bill 7 (Act of 

May 31, 1993, 73rd Leg. R.S. Ch. 347) during fiscal year 

(FY) 1993-1994. Multiple regression analysis of the data 

was used to determine which of six specified property 

categories, or combination of categories, accounted for the 

most variance in the FY 1993-1994 finance data. Horizontal 

equity was measured by comparing the means, standard 

deviations, and the coefficients of variation before and 

after the shifting of specified classifications of business 

property from vLocal tax bases to state tax rolls. Fiscal 

neutrality was tested by analyzing the correlation between 

combined local and state revenue per WADA and local property 

wealth per WADA for the Texas school finance data and each 

of the plans with a recalculated local wealth component. 

The following research questions were addressed: 

1. Based on the multiple regression analysis of the 

data, which of the local wealth categories, or combination 

of local wealth categories, of residential property, 

agriculture property, commercial/industrial property, 

mineral property, utilities property, or other property 
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accounted for the most variance in the FY 1993-1994 school 

finance data? 

2. Based upon horizontal equity measures, how did the 

FY 1993-1994 Texas system of school finance as set forth in 

Senate Bill 7 (SB7) compare to the FY 1993-1994 system of 

school finance with recalculated local wealth components? 

3. Based upon fiscal neutrality measures, how did the 

FY 1993-1994 Texas system of school finance as set forth in 

SB7 compare to the FY 1993-1994 system of school finance 

with recalculated local wealth components? 

Texas State Property Tax 

In 1994, property in Texas was classified by the state 

using 18 categories based on the use of the property (Table 

3.1). For the purposes of this study, eight categories of 

property were defined as business properties. These 

categories were arranged into three groups: 

commercial/industrial property, mineral property, and 

utilities property. In 1994, these three groups of business 

property accounted for 50.9 percent of the local property 

tax base in Texas. 

Although residential property and agriculture property 

accounted for 48 percent of the property tax base in 1994, 

there is deep resistance from many individuals when the 

state attempts to claim local property taxes (Swanson & 

King, 1991). When designing his study of the Illinois 

school finance system. Smith (1994) did not consider 
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Table 3.1 
Statewide School District Taxable Values for 1994 
by Property Classification (in billions) 

Property 

A. 
B. 
C. 
D,E 
Fl. 
F2. 
G1,G2,G3 
H. 
J. 
Ll. 
L2. 
Ml, M2. 
N. 
0. 

Classification 

Single Family Residential 
Multifamliy Residential 
Vacant Lots 
Rural Real (Taxable) 
Commercial Real 
Industrial Real 
Oil, Gas & Minerals 
Nonbusiness Vehicles 
Utilities 
Commercial Personal 
Industrial Personal 
Mobile Homes 
Intangible Personal 
Residential Inventory 

Assesse 
(in $/b 

d Value 
illions) 

274.00 
25.00 
19.50 
37.56 
89.88 
51.65 
41.09 
0.00 

47.80 
54.64 
32.58 
1.63 
4.46 
1.19 
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redistribution of residential and agriculture properties due to 

"the staunch historical political resistance to similar past 

proposals" (p. 193). Picus and Hertert (1993) stated that one of 

the difficulties the Texas Legislature faced in designing a 

constitutional school finance plan was, "Local politics that make 

any 'take from the rich' schemes difficult to sell to voters in 

many districts" (p. 366). In deference to taxpayer resistance to 

similar redistribution plans, this study was limited to analyzing 

the equity consequences of recalculating property from the 

business classifications. 

Category H. Nonbusiness Vehicles values were not received 

from the Texas Comptroller of Public Accounts. This category of 

property tax is collected by an extremely small number of 

districts. Category H properties and the remaining categories of 

property were excluded from consideration as categories to be 

recalculated as state property taxes because they were not 

definable as business properties and because they generated 

insignificant sums of revenue. Figure 3.1 illustrates the 

percentages of business and nonbusiness property values in Texas 

in 1994. 

The 1994 Texas property tax system was based on four basic 

principles: 

1. Taxation must be equal and uniform. Appraisers must 
value similar properties in the same way, and taxing 
units must tax in a uniform manner. No single 
property or type of property should pay more than 
its fair share of taxes. Principles two through 
four also assure equal and uniform taxation. 
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2. Appraisers must value all property according to 
fair market value unless the property qualifies for 
special-use valuation. 

3. All property is taxable unless federal law or the 
state constitution provides an exemption for it. 

4. Appraisers may not value property above its 
market value. (State Property Tax Board (SPTB), 
Text 100, 1986, p. 10) 

In 1994, property appraisal in Texas was a three-step 

process. When valuing property, the chief appraiser would 

set a fair market value on all taxable property in the 

district. The chief appraiser then evaluated taxpayer 

exemption applications. In the third step, the chief 

appraiser reviewed requests for special property valuation. 

After the property was appraised, the chief appraiser 

prepared a certified appraisal roll for the taxing unit. 

The certified appraisal roll tax values were reported to the 

Texas Comptroller of Public Accounts (SPTB, Text 100, 1986). 

The 1994 certified appraisal data used in this study 

were provided by the Texas Comptroller of Public Accounts. 

The Comptroller's Property Tax Division conducts a property 

value study of all certified values supplied by the tax 

assessor collector of the appraisal district. The property 

value study uses a ratio study, based on appraised value of 

the property (from the tax roll) and market value of the 

property. The property value study equalizes all property 

values to 100% of market value ("What is," unpublished). 

The Comptroller's Office data consisted of: the total value 

of property for each school district in Texas; and, a 
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breakdown of the property values in each school district 

based on property classification. 

Student Data 

The state of Texas relied on weighted average daily 

attendance (WADA) to determine the amount of funding each 

school district received in FY 1993-1994. The Texas 

Education Code (1994) defined wealth per student as "the 

taxable value of property divided by the number of students 

in weighted average daily attendance" (Sec. 36.001). WADA 

was determined by pupil attendance in either the second or 

fifth class period. Student attendance figures were 

compiled from the first day of school for the entire school 

year. Students in attendance and enrolled in special 

programs had to meet all requirements for eligibility in the 

program (Student Attendance, 1994). Students enrolled in 

specified programs (special education, career and technology 

education, gifted and talented, pregnancy-related services, 

and bilingual-ESL) were funded through a weighted factor in 

the school finance formula. 

Table 3.2 contains the weights for special education 

students listed in Section 16.151 of the Texas Education 

Code (1994). Section 16.152 set the allotment for 

compensatory education at: 

an annual allotment equal to the adjusted basic 
allotment multiplied by 0.2, and by 2.41 for each 
full-time equivalent student who is in a remedial 
and support program under Section 21.557 of this 
code because the student is pregnant. 
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Section 16.153 of the Texas Education Code (1994) set the 

bilingual education allotment at "an annual allotment equal 

to the adjusted basic allotment multiplied by 0.1." The 

Vocational Education allotment was set at 1.37 by Sec. 

16.155 of the Texas Education code (1994). 

The appropriate weighting factor was multiplied by the 

adjusted basic allotment to determine the annual allotment 

for each student enrolled in any of the specified programs. 

For example, assuming an adjusted basic allotment of $2,400, 

each bilingual student who was identified and placed in a 

resource program would generate $2,640. The purpose of a 

weighted allotment was to assure vertical equity within the 

school finance plan. Analysis of vertical equity was not 

The data concerning WADA were supplied by the Texas 

Education Agency (TEA) . The TEA data included: the total 

number of students for each school district based on WADA; 

and, the tax rate for each school district for FY 1993-1994. 

Senate Bill 7 

Senate Bill 7 (Act of May 31, 1993, 73rd Leg. R.S. Ch. 

347), as embodied in Chapter 16, Subchapter A, Sec 16.001(a) 

of the Texas Education Code (1994), stated the purpose of 

the Foundation School Program as follows: 
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Table 3.2 
Weighting Factors for Special Education Students in the 
Texas School Finance Plan 

Students 

Mainstream 
Homebound 
Hospital class 
Speech therapy 
Resource room 
Self-contained, mild and moderate. 
regular classroom 
Self-contained, severe, regular 
campus 
Self-contained, separate campus 
Multi-district class 
Nonpublic day school 
Vocational adjustment class 
Community class 

Weighting 
Factor 

1.1 
5.0 
3.0 
5.0 
3.0 

3.0 

3.0 
2.7 
2.7 
1.7 
2.3 
3.5 
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It is the policy of the State of Texas that the 
provision of public education is a state 
responsibility and that a thorough and efficient 
system be provided and substantially financed 
through state revenue sources so that each student 
enrolled in the public school system shall have 
access to programs and services that are 
appropriate to his or her educational needs and 
that are substantially equal to those available to 
any similar student, notwithstanding varying local 
economic factors. 

In order to reduce the effects of disparate property 

wealth among school districts, SB7 imposed a $280,000 limit 

on local wealth per WADA (Sec 36.002, 1994). In Edgewood 

Independent School District v. Meno (1995) (hereinafter 

Edgewood IV), the Texas Supreme Court noted, "The cap allows 

the State to tap the reservoirs of taxable property situated 

in property-rich districts" (at 468). Revenues generated 

above the $280,000 per WADA cap were subject to recapture by 

the state. Recaptured funds were distributed to 

property-poor districts through provisions set forth in SB7. 

"In 1993-1994, the cap affected over $35 billion in property 

wealth and yielded some $400 million in additional revenues 

(Edgewood IV at 468). 

In an effort to provide for "a thorough and efficient 

system" the state of Texas adopted a two-tier Foundation 

School Program. Tier 1 guaranteed "sufficient financing for 

all school districts to provide a basic program of 

education" (Sec. 16.001(b), 1994). Section 16.101 (1994) 

set the Tier 1 allotment for FY 1993-1994 at $2,600 per 

WADA. In order to qualify for the Foundation School 
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Program, school districts were required to set a tax rate of 

$0.92 per $100 valuation (Sec. 16.252, 1994). 

Tier 2 was a guaranteed yield program which provided 

for "financing to provide all school districts with 

substantially equal access to funds to provide an enriched 

program and additional funds for facilities" (Sec. 16.02, 

1994). The guaranteed yield on Tier 2 funds was set at 

$26.00 per penny of tax effort above the $0.92 tax rate set 

for Tier 1 (Sec. 16.302, 1994). In FY 1993-1994, a gap was 

created between the wealthiest school districts and other 

school districts by Tier 2. The difference between the 

yield per penny of tax in the wealthiest districts and the 

guaranteed state yield resulted in a $600 per WADA gap 

(Edgewood IV at 464). The court found that the $600 per 

WADA gap did not prevent any district from attaining "the 

funding for a general diffusion of knowledge at a lower tax 

rate" (at 465). In other words, the Texas Supreme Court 

found that the state was providing adequate revenue to each 

school district in the state to provide for the educational 

program required by each student. 

The state provided no equalizing funds for tax rates in 

excess of $1.50 per $100 valuation. In fact, SB7 prohibited 

the levying of maintenance and operation taxes at a level 

which exceeded $1.50 per $100. However, Sec. 20.09 (1994) 

set forth exceptions to the $1.50 limit. Exceptions were 

restricted to levies dedicated to debt service. 
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SB7 relied more heavily on locally generated funds than 

previous school finance plans had. The local share of 

education revenues increased from 54 percent under SB351 to 

57 percent under SB7 (Edgewood IV at 469). This increase in 

the percentage of local revenues was attributable to an 

increase in tax rates in property wealthy districts which 

generated funds subject to recapture. Since the passing of 

SB7, the disparity ratio between districts fell from 700:1 

to 28:1 (Edgewood IV at 462). 

Statistical Analysis of SB7 and the 
School Finance Plan Using Recalculated 

Local Wealth Components 

This study was a cross-section analysis using 

traditional statistical methods to test the fiscal 

consequences of recalculating local property wealth. The 

property valuation, tax rate, and WADA data were subjected 

to three types of statistical testing. Multiple regression 

analysis of the data was used to determine to what degree 

the variance within each of the property categories, or 

combination of categories, accounted for the variance in the 

FY 1993-1994 data. Residential property, agriculture 

property, commercial/industrial property, mineral property, 

utilities property, and other property were tested for their 

effect on the FY 1993-1994 data. The dependent variable was 

total local wealth per WADA for each school district. The 

independent variables were the values of local wealth per 

WADA for residential property, agriculture property, 
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commercial/industrial property, mineral property, utilities 

property, and other property. 

Univariate tests were used to measure horizontal 

equity. These tests were used to analyze changes in the 

data before and after the removal of specified business 

property wealth from local tax rolls. Tests used were the 

mean, standard deviation, and the coefficient of variation. 

Fiscal neutrality was analyzed using bivariate 

analysis. The correlation between combined local and state 

revenue per WADA and local property wealth per WADA was 

measured with Pearson's product-moment correlation 

coefficient (Pearson's r). Pearson's r was used to measure 

the relationship between state and local revenue per WADA 

and district wealth per WADA before and after each 

recalculation of the local property wealth component. 

Multivariate Statistical Analysis 

Garms (1979) used multiple regression analysis to 

compare data across states or within one state over a period 

of time. Multiple regression may be used to analyze the 

effects of several independent variables on a single 

dependent variable. Howell (1982) described multiple 

regression as "the correlation between the criterion (Y) and 

the best linear combination of the predictors" (p. 420). 

The value of the multiple regression varies from +1 to -1. 

For this study, the dependent variable was the value of 

local property wealth per WADA for each school district for 
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FY 1993-1994. The independent variables were the local 

property wealth per WADA for residential property, 

agriculture property, commercial/industrial property, 

mineral property, industrial property, and other property. 

The multiple regression analysis was used to determine which 

of the independent variables, or combination of variables, 

accounted for the most variance in the dependent variable. 

Univariate Statistical Analysis 

The univariate statistical analysis of the data was 

used to determine the changes in the distribution of 

property wealth before and after each computer simulation. 

Univariate tests measure data along two parameters, central 

tendency and variance (Kirk, 1984). Central tendency 

determines the typical or average score. Variance measures 

the degree of dispersion within the distribution. Central 

tendency was measured using the mean. Variance was measured 

using standard deviation and the coefficient of variation. 

The smaller the standard deviation, the less variance there 

is in the data and the greater the horizontal equity 

(Healey, 1996). The coefficient of variation also becomes 

smaller as the degree of horizontal equity increases (Odden 

& Picus, 1992). 

Bivariate Statistical Analysis 

Bivariate statistical analysis was used to measure the 

correlation between local and state revenue per WADA and 
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2 

local property wealth per WADA. Pearson's r is the most 

widely used correlation test. Pearson's r describes "the 

relationship between two quantitative variables that are 

linearly related" (Kirk, 1984). Pearson's r varies from +1 

to -1. +1 indicates a perfect positive relationship. Zero 

indicates that there is no linear relationship between the 

two variables. -1 represents a perfect negative 

relationship (Kirk, 1984). 

In order to interpret Pearson's r, the coefficient of 

determination must be calculated. The coefficient of 

determination is calculated by squaring r (Healey, 1996). r 

values represent the percentage of variance of the dependent 

variable which is caused by the variance of the independent 

variable (Kirk, 1984). The value of r̂  varies from 0 to 1. 

For the purposes of this study, the independent variable was 

local property wealth per WADA. The dependent variable was 

state and local revenue per WADA. 

Research Design 

Horizontal equity was measured by analyzing combined 

state and local revenue per WADA before and after the 

recalculation of specified classifications of business 

property. The mean, standard deviation, and the coefficient 

of variation were used to measure central tendency and 

dispersion of the data. The analysis of the data was used 

to determine if horizontal equity was enhanced or decreased 

by the recalculation of business property. 
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Fiscal neutrality was assessed by examining the equity 

effects of recalculating the local wealth component of the 

school finance system on the amount of combined state and 

local revenue made available for the education of each 

student. The fiscal neutrality standard, as defined by 

Coons, Clune, and Sugarman (1970), states that the quality 

of a child's education must be a function of the wealth of 

the state as a whole. Fiscal neutrality was measured by 

analyzing the relationship between local and state revenue 

per WADA and local property wealth per WADA. Berne and 

Stiefel (1984) stated that research based on revenues per 

pupil is useful in analyzing the effects of federal, state 

or local revenue sources on fiscal equity (p. 10). 

The independent variable, district wealth per WADA, was 

determined by dividing the value of the local property 

wealth by the WADA for the district. The dependent 

variable, state and local revenues per WADA, was determined 

by analyzing data through the Texas School Impact Model 

(TSIM) software. Statistical analysis focused on comparing 

the correlation between local and state revenues per WADA 

and local property wealth per WADA. 

TSIM was designed to analyze tax base, tax rate, and 

WADA data to determine a school district's revenue allotment 

under SB7. For the purposes of this study, TSIM determined 

the state and local share of revenue for school districts 

based on the districts' local property wealth, tax rate, and 
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WADA. Data for tax bases, tax rates, and WADA were provided 

by TEA and the Comptroller's Office for FY 1993-1994. 

The Recalculation of the Local Wealth 
Component of SB7 

The first step in establishing the FY 1993-1994 data 

was to determine local wealth per WADA for each district in 

Texas for FY 1993-1994. Local wealth for each district was 

calculated by summing the value of each property 

classification (except Category H—Nonbusiness vehicles) for 

the district. The total local wealth of each district was 

then divided by the WADA for the district. The resulting 

value was local wealth per WADA for each district. Any 

district which had a local wealth per WADA above $280,000 

was capped at $280,000 as required by SB7 (Sec. 36.002, 

1994) . Wealth per WADA above the $280,000 cap was 

recaptured under provisions set forth in SB7 (Sec. 36.003, 

1994) . The amount of local revenue per WADA generated for 

each district was determined by multiplying the value of the 

local tax base by the tax rate set by the district school 

board. Local revenue, defined as the revenue generated by 

the local property tax base, was divided by WADA to produce 

a local revenue per WADA value. TSIM calculated the amount 

of state revenue per WADA generated by each district in 

consideration of the local tax base value per WADA. 

Figure 3.2 provides a summary of the process used to develop 
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the FY 1993-1994 wealth and revenue values used in this 

study. 

To analyze the equity effects of recalculating the 

commercial and industrial property wealth of each school 

district, the total property value of each district was 

altered. Local property wealth in the categories of 

commercial (real and personal) and industrial (real and 

personal) was subtracted from the total local property 

wealth value derived from the FY 1993-1994 data. This 

resulted in a recalculated local property wealth value for 

commercial/industrial property wealth. The recalculated 

local property wealth value was multiplied by the district's 

tax rate to determine the amount of local revenue produced, 

after the removal of commercial/industrial property wealth 

from the local property tax base. Local revenue per WADA 

was calculated by dividing the recalculated value of local 

property wealth by WADA. TSIM calculated the amount of 

state revenue per WADA based on the recalculated local 

property wealth value. Following the recalculation of 

commercial/industrial property values to the state, the 

recalculation process was applied to the mineral property 

values, the utilities property values, and a combination of 

all three categories of business property values. Figure 

3.3 provides an analysis of the process used to recalculate 
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1. Total local property wealth was determined for each 
school district by summing the appraised value of ali 
available local property classifications within the school 
district. 

2. Local property wealth per pupil was determined by 
dividing the value of the local property wealth by the number 
of students per WADA for each district. 

3. Any local property wealth per WADA above the $280,000 
cap set by SB7 was recaptured by the state. 

4. Local revenue was determined for each district by 
multiplying the value of the local property wealth by the tax 
rate set by each district's school board. 

5. Local revenue per WADA was determined by dividing the 
value of the local revenue calculated in Step 4 by the WADA 
for each school district. 

6. TSIM analysis of the data was used to determine the 
amount of state aid per WADA. 

7. Local revenue per WADA and state revenue per WADA 
were summed to determine total state and local revenue per 
WADA. 

Figure 3.2 
An Analysis of the Process Used to Develop the FY 1993-1994 
Data 
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1. Total local property wealth was determined for each 
school district. 

2. The recalculated local wealth value was calculated 
for each of the four categories of property taxes subjected 
to recalculation: commercial/industrial, mineral, utilities, 
and all business. 

3. A recalculated local wealth per pupil was determined 
by dividing the value of the recalculated local property 
wealth component by the number of students per WADA for each 
district. 

4. Any local property wealth per WADA above the $280,000 
cap set by SB7 was recaptured by the state. 

5. Local revenue was determined for each district by 
multiplying the value of the recalculated local property 
wealth component by the tax rate set by each district's 
school board. 

6. Local revenue per student was determined by dividing 
the value of the recalculated local revenue calculated in 
Step 4 by WADA. 

7. TSIM analysis was used to determine the amount of 
state revenue per WADA under the recalculated local wealth 
component. 

8. Local revenue per WADA and state revenue per WADA 
were summed to determine the total state and local revenue 
per WADA. 

Figure 3.3 
An Analysis of the Process Used to Develop the Recalculated 
Local Wealth Components Data 
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the local property tax bases for each of the data 

modifications. 

Statistical Analysis of the Recalculated 
Local Wealth Component 

The statistical analysis of the data was carried out in 

three phases. Phase one of the data analysis was the 

multiple regression test. The dependent variable was the 

total value of local property wealth per WADA for each 

school district for FY 1993-1994. The independent variables 

were the FY 1993-1994 values of local property wealth per 

WADA for each school district for residential property, 

agriculture property, commercial/industrial property, 

mineral property, utilities property, and other property. 

Stepwise multiple regression was used to determine which of 

the independent variable, or combination of independent 

variables, accounted for most of the variance in the 

dependent variable. 

Phase two, the horizontal equity analysis of 

the data, was based on the mean, standard deviation, and the 

coefficient of variation. Phase two analysis was used to 

measure changes in central tendency and dispersion of the 

data before and after the recalculation of the local wealth 

component. 

Phase three of the statistical analysis was the 

measurement of the correlation between two variables. 

Pearson's r was used to measure the relationship between 
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state and local revenues per WADA and local wealth per WADA 

before and after each recalculation of the local property 

wealth component. Pearson's £ measures the strength of the 

relationship between two variables and the direction of the 

relationship. The closer Pearson's r comes to 0, the 

greater the fiscal neutrality of the finance plan. 

Texas School Impact Model Data Modifications 

The Texas School Impact Model (TSIM) computer program 

was developed by Toenjes, to allow a school district to 

estimate the amount of state and local revenue which would 

be generated for the school district under SB7. TSIM 

analyzes pupil attendance data, tax rates, and tax base 

values in order to determine the amount of local revenue per 

WADA which would be generated by the local tax base. TSIM 

then evaluates the data to determine the amount of state 

revenue generated per WADA. The total amount of state and 

local revenue is then calculated. 

The analysis of the SB7 data for FY 1993-1994 was used 

to compare the degree of horizontal equity within SB7 and 

each of the recalculated local wealth components. In order 

to determine the horizontal equity effects of recalculating 

specified classifications of property wealth, TSIM 

calculated the value of local property wealth per WADA 

before and after the recalculation of each classification. 

The local property wealth values per WADA for each local 

property wealth recalculation were then compared in order to 
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determine which of the recalculated local property wealth 

simulations exhibited the greatest degree of horizontal 

equity. 

TSIM calculated the amount of revenue per WADA each 

school district received from state and local sources. The 

value of combined state and local revenue per WADA for each 

district was analyzed to determine the degree of correlation 

between combined state and local revenue per WADA and local 

property wealth per WADA. TSIM analyzed local property 

wealth before and after the recalculation of specified local 

property wealth classifications. TSIM then calculated the 

amount of combined state and local revenue per WADA before 

and after the recalculation of specified local property 

wealth classifications. Pearson's r was used to determine 

the correlation between combined state and local revenue per 

WADA and local wealth per WADA. The fiscal neutrality 

standard states that there should be no correlation between 

combined state and local revenue per WADA and local wealth 

per WADA . The smaller the value of Pearson's r the greater 

the degree of fiscal neutrality. 

Table 3.3 presents the TSIM analysis of the statewide 

data used for this study. The State Share Foundation School 

Program (FSP) represents total state revenue provided by 

Tier 1 of SB7 before and after the recalculation of local 

property wealth. FSP and Tier 2 funds were combined to 

produce the Total State Grant. The Total State Grant 
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Table 3.3 

Analysis of Funding Patterns for the FY 1993-1994 Data and 
the Recalculated Local Wealth Components. (Base = FY 1993-
1994 data, CI = commercial/industrial recalculated local 
wealth component, Min = mineral recalculated local wealth 
component. Utilities = utilities recalculated local wealth 
component. All = all business properties recalculated local 
wealth component) 

state Share 
Foundation 
School Program 
(FSP) 
Second Tier 
Total State 
Grant 

Local Funds 

Total state 
and Local 
Funds 

Local 
Property 
Values 

Weighted 
Students 
(WADA) 

Property 
Value/WADA 

$/ 

4, 

Base 
mill 

6, 

1, 
8, 

8, 

16, 

594, 

452, 

133, 

ions 

285 

785 
070 

389 

459 

154 

158 

453 

$/ 

4, 

CI 
mill 

8, 

2, 
10, 

5, 

16, 

389, 

452, 

87, 

ions 

016 

730 
746 

494 

240 

146 

158 

406 

$/ 

4, 

Min 
mill 

6, 

1, 

8, 

8, 

16, 

565, 

452, 

126, 

ions 

528 

883 
411 

020 

431 

390 

158 

992 

Utilities 
$/ 

4, 

mill 

6, 

1, 
8, 

7, 

16, 

561, 

452, 

12€ 

ions 

562 

917 
479 

942 

420 

524 

158 

'•>, 1 2 4 

$/ 

4, 

All 
millions 

8, 

3, 

11, 

4, 

16, 

321, 

452, 

72, 

589 

013 
602 

605 

207 

985 

158 

321 

N=1045 
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local revenue generated by each district changed. Districts 

whose local wealth was high in one or more of the 

recalculated property classifications were less likely to 

exceed the $280,000 cap set by SB7 after the recalculation 

of local property wealth. Local revenue below the $280,000 

cap was not subject to recapture. 

The FY 1993-1994 data resulted in an actual recapture 

of $457.6 million based on statewide property values of 

$36.3 billion. After the reclassification of 

commercial/industrial property values from the local tax 

base, $278.6 million was recaptured from a statewide tax 

base of $23.7 billion. Mineral wealth accounted for $313.9 

million in recaptured funds from a statewide tax base of 

$23.9 billion. Utilities accounted for the least amount of 

recaptured funds among the single property classification 

recalculations. Only $273.9 million was recaptured from a 

statewide tax base of $21.1 billion. The shift of all 

business properties from local tax bases to the state level 

resulted in $27.7 million which were subject to recapture 

from a statewide tax base of $2.1 billion. 

Although the recalculated local wealth components 

created fewer recaptured revenues at the local level, all 

revenue generated by the recalculated local property 

classification became state revenue. Revenue from the 

recalculated property classifications was, theoretically. 
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Table 3.4 

Comparison of District Wealth Subject to Recapture 
and the Amount of Revenue Recaptured. (Base = 
FY 1993-1994 data, CI = commercial/industrial 
recalculated local wealth component, Min = mineral 
recalculated local wealth component. Utilities = 
utilities recalculated local wealth component. 
All = all business properties recalculated local 
wealth component) 

District Wealth 
Above the Recaptured 
$280,000 Cap Revenue 

($/billions) ($/millions) 

Base 
CI 
Min 
Utilities 

All 

N=1045 

36.3 billion 
23.7 billion 
23.9 billion 
21.1 billion 

2.1 billion 

457.6 million 
278.6 million 
313.9 million 
273.9 million 

27.7 million 
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available to the state to help equalize local tax base 

disparity created by residential, agricultural, or other 

property wealth. 

The recalculation of local property wealth has been 

suggested as a means of creating more equitable school 

finance plans. This study examined the fiscal consequences 

of recalculating the local wealth component of the Texas 

school finance plan during FY 1993-1994 under SB7. The 

proponents of recalculating local property wealth have 

stated that more equitable school finance plans would be 

created by shifting specified classifications of property to 

the state level for taxation purposes. If the proponents of 

recalculated local property wealth were correct, the degree 

of equity in the Texas school finance plan should have been 

increased when local business property wealth was 

transferred from local to state tax rolls. 
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CHAPTER IV 

PRESENTATION AND INTERPRETATION 

OF THE DATA 

Data analysis for this study was conducted in three 

stages. The first stage of statistical analysis was the 

multiple regression analysis of the fiscal year (FY) 1993-

1994 data. The fiscal effects of six independent variables 

on the dependent variable were examined. The independent 

variables used in the analysis were residential property 

wealth, agriculture property wealth, commercial/industrial 

property wealth, mineral property wealth, utilities property 

wealth, and other property wealth. The dependent variable 

was total local property wealth for each school district. 

The multiple regression analysis of the FY 1993-1994 data 

was used to determine the degree to which each of the 

independent variables, or combination of independent 

variables, contributed to the variance in the total local 

property wealth. 

The second stage consisted of horizontal equity 

analysis of the FY 1993-1994 data and the recalculated local 

wealth components. Test measures used were the mean, 

standard deviation, and the coefficient of variation. The 

variable tested in the horizontal equity analysis was 

combined state and local revenues per WADA. The equity 

effects of recalculating local property wealth were tested 
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following the shifting of specified categories of business 

property from local property tax rolls to state tax rolls. 

The final stage of data analysis consisted of testing 

the recalculated local property wealth components for fiscal 

neutrality using Pearson's product-moment correlation 

coefficient (Pearson's r). The independent variable for the 

Pearson's r analysis was district wealth per WADA. The 

dependent variable was combined state and local revenues per 

WADA. The fiscal neutrality data analysis measured how well 

the school finance plan in the state of Texas compensated 

for variation in local property wealth. Fiscal neutrality 

analysis of the recalculated local wealth component 

simulations was used to determine the fiscal effects of 

shifting specified classifications of business property from 

local tax bases to state tax rolls. 

Multiple Regression Analysis 

Multiple regression is a tool for measuring the 

interrelationships between three or more variables. With 

multiple regression techniques it is possible "to 

distinguish between independent variables in terms of the 

importance of their direct effects on a dependent variable, 

and to ascertain the total effect of a set of independent 

variables on a dependent variable" (Healey, 1996, p. 453) . 

The independent variables used in this study were the local 

wealth per WADA for each school district in the categories 

of residential property, agriculture property, 
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commercial/industrial property, mineral property, utilities 

property, and other property. The dependent variable was 

total local property wealth per WADA for FY 1993-1994. The 

purpose of the multiple regression analysis of the data was 

to provide empirical evidence supporting the theory that 

variations in business property wealth create significant 

variations in local property wealth. One of the assumptions 

on which this study was based was that variations in local 

property wealth create inherent equity problems in state 

school finance systems. 

In order to determine which independent variable was 

the best regressor for the FY 1993-1994 data, a stepwise 

multiple regression was used. Stepwise multiple regression 

analyzes each independent variable to determine which 

regressor accounts for the greatest amount of variance in 

the dependent variable. The stepwise multiple regression 

analysis continues with the determination of the second and 

third most important regressors (Healey, 1996). 

Figure 4.1 indicates the percentages of wealth for the 

six categories of property. The categories of property were 

developed by grouping the 18 property classifications 

defined by the state of Texas into groups (see Table 3.1). 
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The largest categories of property in 1994 were residential 

property and commercial/industrial property. The other 

categories combined accounted for less than 25 percent of total 

local property wealth. The three categories of business property 

wealth, commercial/industrial, mineral, and utilities wealth 

accounted for 46.6 percent of total local property wealth. Taken 

as a whole, business wealth, accounted for a larger proportion of 

total local property wealth than any other category. 

The multiple regression analysis of the data was conducted 

so that the regressor which accounted for the most variance in 

the FY 1993-1994 data would be calculated by the computer. Table 

4.1 contains the results of the stepwise multiple regression of 

the data. The primary regressor, which accounted for 91 percent 

of the variance, was residential property wealth. Residential 

property wealth was valued at $319.69 billion in 1994. This was 

the largest single category of property wealth that year. 

Although a large amount of property wealth was contained in this 

category and the category accounted for the greatest degree of 

variance in the FY 1993-1994 data, the decision to eliminate this 

category from possible recalculation was a political one. Many 

homeowner taxpayers prefer to keep their tax dollars in local 

school districts. Smith (1994) cited "staunch historical 

political resistance" (p. 193) as one factor in eliminating 

residential property wealth from possible recalculation. 
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Table 4.1 

Stepwise Multiple Regression of Residential Property 
Wealth, Commercial/Industrial Property Wealth, Mineral 
Property Wealth, Utilities Property Wealth, Agriculture 
Wealth, and Other Property Wealth 

Property Category 

Residential 
Commercial/Industrial 
Mineral 
Utilities 
Agriculture 
Other 

Partial Coefficient of 
Determination 

0.9085 
0.0736 
0.0112 
0.0052 
0.0009 
0.0007 

Model Coefficient of 
Determination 

0.9085 
0.9821 
0.9932 
0.9984 
0.9993 
1.0000 
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Commercial/industrial property was valued at $228.75 

billion in 1994, but only accounted for seven percent of the 

variance in the FY 1993-1994 data. The small amount of 

variance attributed to commercial/industrial property 

indicated that commercial/industrial property was more 

evenly distributed across the state than the residential 

property was. 

Taken together, mineral property wealth and utilities 

property wealth accounted for only two percent of the 

variance in the FY 1993-1994 data. The value of mineral 

property and utilities property was $88 billion in 1994. 

The fact that only 13 percent of the property wealth in 

Texas comes from these two classifications was reflected in 

the small degree of variance attributable to them. 

When combined under one category, as business property 

wealth, the impact of commercial/industrial property wealth, 

mineral property wealth, and utilities property wealth was 

more substantial. The combined value of business property 

wealth in 1994 was $316.92 billion. Business property 

categories accounted for nine percent of the variance in the 

1993-1994 data. When residential property was eliminated 

from consideration for recalculation, then business property 

became the next most likely classification for 

recalculation. 

The property categories of agriculture property wealth 

and other property wealth had the least impact on variance 
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in the FY 1993-1994 data. These categories accounted for 

less than ten percent of the total local property wealth in 

the state and less than one percent of the variance in the 

FY 1993-1994 data. The relatively small amount of property 

wealth contained in these two categories and the lack of 

impact on the FY 1993-1994 data supported the decision not 

to consider the fiscal impact of shifting them to state tax 

rolls. 

In consideration of the results of the multiple 

regression analysis of the data, the decision to limit this 

study to the equity effects of shifting the taxation of 

business property wealth to the state level must be 

examined. Although business property wealth accounted for 

one half of the total property wealth in Texas in 1994, it 

accounted for only 9 percent of the variance in total 

property wealth. The main consideration in focusing this 

study on business property wealth was to avoid the 

traditional taxpayer resistance to the state attempting to 

take control of locally generated revenues. Following the 

development of the County Education Districts under Senate 

Bill 351, the state was faced with litigation from 

taxpayers, educators, property poor school districts, and 

property wealthy school districts. 

In an attempt to avoid a similar reaction to the 

redistribution of local wealth based on recalculating the 

local tax base, this study focused on business property 
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wealth. Although business property wealth accounted for a 

small degree of variance in total property wealth, it was 

assumed that the recalculation of business property wealth 

would still yield significant positive results. 

Horizontal Equity Analysis 

Horizontal equity analysis of the data was conducted 

using the mean, standard deviation, and the coefficient of 

variation. The purpose of the horizontal equity analysis 

was to determine how evenly education revenues were 

distributed across the state. Horizontal equity analysis 

was conducted before and after the removal of specified 

property wealth classifications from local tax bases. 

Statistical analysis of the data was based on analysis of 

combined state and local revenues per WADA. 

The mean is the most commonly used measure of central 

tendency (Healey, 1996). The mean was used to define the 

center of each data set and provided the basis for other 

statistical test measures used in this study. 

The standard deviation decreases as the amount of 

variability in the data decreases. A data set with no 

variability would exhibit a standard deviation of "0". The 

standard deviation is also useful for comparing one 

distribution with another. Data distributions with the same 

mean may have widely varying standard deviations. When 

comparing two or more data distributions, the distribution 
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with the lower standard deviation exhibits less variability 

(Healey, 1996). 

The coefficient of variation measures the degree of 

variability in the data distribution. Although difficult to 

determine, Berne and Stiefel (1984) and Odden and Picus 

(1992) have established a coefficient of variation value of 

10 percent as a rigorous standard for measuring horizontal 

equity of school finance plans. A coefficient of 10 percent 

"indicates that two-thirds of the observations have a value 

within one standard deviation of the mean" (Odden & Picus, 

1992, p. 67). 

The mean, standard deviation, and the coefficient of 

variation were used to examine the effects of recalculating 

local wealth in terms of central tendency and the dispersion 

of data within each data set. The data sets analyzed for 

this study were based on revenues per WADA and included 

combined state and local revenues for FY 1993-1994, 

recalculated commercial/industrial revenues, recalculated 

mineral revenues, recalculated utilities revenues, and 

revenues for all recalculated business property. Table 4.2 

summarizes the horizontal equity analysis in terms of the 

data distributions before and after the Texas School Impact 

Model (TSIM) computer simulations. 

Baseline/WADA data was calculated from the data 

collected from the Texas Education Agency and the Texas 

Comptroller of Public Accounts for FY 1993-1994. The mean, 
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standard deviation, and the coefficient of variation for 

local wealth per WADA were computed. For the Baseline/WADA 

data, the mean was determined by summing the per WADA 

property values of all districts across the state and 

dividing the total by the number of school districts. The 

mean for each of the recalculated property wealth categories 

was determined by removing specified wealth classifications 

from local property tax bases, summing per WADA wealth 

values of all districts across the state, and dividing by 

the number of school districts. The mean represents the 

center of any data set and is the most common measure used 

to describe the central tendency of the data (Healey, 1995). 

The standard deviation measures the dispersion of the data 

around the mean (Kirk, 1984). Healey (1996) described the 

standard deviation as an index of variability. As the 

variability of the data decreases the value of the standard 

deviation decreases. The smaller the calculated value of 

the standard deviation the greater the horizontal equity 

within a school finance plan (Thompson, Wood, & Honeyman 

1994). Standard deviation was calculated using local wealth 

per WADA for all school districts under all TSIM 

simulations. 

The coefficient of variation was calculated by dividing 

the standard deviation by the mean. A coefficient of 

variation of "0" indicates perfect horizontal equity. 

Values may range from "0" to "1". Odden and Picus (1992) 
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Table 4.2 

Horizontal Equity Analysis of the FY 1993-1994 
Data and Each of the Recalculated Local Wealth 
Component Simulations 

Baseline/WADA 

CI/WADA 

Min/WADA 

Utils/WADA 

All/WADA 

Mean 

$4,867 

$4,802 

$4,859 

$4,855 

$4,792 

Standard 
Deviation 

$465.70 

$377.20 

$467.00 

$459.10 

$374.10 

Coefficient of 
Variation 

0.0957 

0.0785 

0.0961 

0.0945 

0.0781 

N=1045 
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stated that "few states have a coefficient of variation for 

per-pupil revenue below 10 percent" (p. 67) . As shown in 

Table 4.2, the Baseline/WADA data and each of the 

recalculated local wealth components fell below the 10 

percent standard. 

Baseline/WADA was used as a reference point to compare 

the value of local property wealth under Senate Bill 7 (SB7) 

with the value of local property wealth after the 

recalculation of selected categories of business property. 

The mean for district wealth per WADA for the baseline data 

was $4867. The standard deviation was $465.70. The 

coefficient of variation was 0.0957. The values calculated 

from the Baseline/WADA data provided a comparison point for 

the horizontal equity analysis of the recalculated local 

wealth component simulations. 

Recalculated local property wealth values for 

commercial/industrial properties were derived by subtracting 

the value of commercial and industrial property wealth from 

local tax bases. After recalculating the value of local tax 

bases, the value of local property wealth per WADA was 

calculated by dividing the recalculated value of the local 

property wealth by WADA. When compared to Baseline/WADA 

data, CI/WADA resulted in lowered values on all test 

measures. The mean dropped from $4867 per WADA for 

Baseline/WADA to $4802 per WADA for CI/WADA. The CI/WADA 

standard deviation dropped to $377.20, which meant the data 

132 



were clustered more closely around the mean after 

commercial/industrial property wealth was removed from local 

tax bases. The coefficient of variation improved from 

0.0957 for Baseline/WADA to 0.0785 for CI/WADA. All 

horizontal equity test measures indicated that recalculating 

commercial/industrial property wealth created a slightly 

more equitable school finance plan than the Baseline/WADA 

property values. 

A recalculated value for local property wealth per WADA 

with mineral properties shifted to state tax rolls was 

calculated. When compared to the Baseline/WADA data, the 

horizontal equity analysis results for Min/WADA showed less 

equity in the school finance plan. The mean of Min/WADA 

exhibited a slight drop to $4859 from the Baseline value of 

$4867. The standard deviation value of Min/WADA at $467.00 

was marginally higher than the Baseline/WADA value of 

$465.70. Therefore, the Min/WADA data exhibited slightly 

more dispersion than the Baseline/WADA data. The 

coefficient of variation for Min/WADA of 0.0961 was also 

marginally higher than the Baseline/WADA value of 0.0957. 

The coefficient of variation and the standard deviation both 

measured the dispersion of the data around the mean. Since 

the coefficient of variation is calculated by dividing the 

standard deviation by the mean, higher values for the 

coefficient of variation would be expected with the 

increased standard deviation values. All horizontal equity 
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tests indicated that recalculating mineral wealth created a 

marginally less equitable finance plan than the 

Baseline/WADA data or CI/WADA data. 

Utilities property wealth was removed from the local 

property tax base to create a recalculated local wealth base 

per WADA. The values of Utils/WADA fell between the values 

for CI/WADA and Baseline/WADA. The value of the mean for 

Utils/WADA at $4855 was slightly lower than the 

Baseline/WADA data, but higher than CI/WADA. The standard 

deviation of $459.10 showed less variability in the data 

than the Baseline/WADA data at $465.70. The coefficient of 

variation of 0.0945 was higher than the value of the 

coefficient of variation for CI/WADA and lower than the 

Baseline/WADA value of 0.0957. On all measures, the 

Utils/WADA simulation created a slightly more equitable 

school finance plan than the Baseline/WADA. Also, the 

Utils/WADA simulation created a marginally less equitable 

school finance plan when compared to the CI/WADA simulation. 

All categories of business property were removed from 

local tax rolls under the All/WADA simulation. The All/WADA 

simulation created the most equitable horizontal equity test 

values when compared to the Baseline/WADA, CI/WADA, 

Min/WADA, and Utils/WADA simulations. The mean of $4792, 

standard deviation of $374.10, and the coefficient of 

variation of 0.0781 were all lower for ALL/WADA than for 

Baseline/WADA or any of the other recalculated local wealth 
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components. When compared to the FY 1993-1994 data, the 

lower values for All/WADA indicated slightly less 

variability in the values of combined state and local 

revenues after the removal of all business property from 

local tax rolls. 

A comparison of the three recalculated local property 

wealth measures which recalculated a single classification 

of property showed that CI/WADA resulted in the most 

equitable system. The CI/WADA simulation resulted in some 

property wealth loss to all school districts. If taxed at 

the maximum rate of $1.50 per $100, the resulting increase 

in state educational revenues would have been $1.2 million. 

The new state educational revenues could be used in the 

school finance formula to compensate for fiscal disparity 

created under Tier 1 and Tier 2 by unequal local tax bases. 

The drop in value of the mean in each of the 

recalculated local property wealth simulations may be 

explained by the drop in total local property wealth 

following the removal of the specified categories of 

property wealth from local tax rolls. As categories of 

property were removed from local tax bases the value of 

local property wealth dropped. Less property wealth was 

available to each school district because the state claimed 

certain categories of property for state taxation purposes. 

This conclusion was born out by the fact that the greatest 

amount of local property was recalculated in the All/WADA 
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simulation and that simulation also demonstrated the 

smallest value for the mean. 

The standard deviation assessed the degree of 

variability within each data set. As the value of the 

standard deviation decreases, the degree of variability 

drops, the data become more uniform, and the degree of 

horizontal equity becomes greater. Under the Min/WADA 

simulation the degree of variability within the data 

distribution increased slightly. The increase in 

variability in the data may be explained by the fact that 

local mineral wealth accounted for only six percent of the 

total property wealth in the state of Texas in 1994. 

Mineral property wealth was concentrated in small geographic 

areas of Texas. Of the 1045 school districts in the state 

only 35 had mineral property wealth in excess of $280,000 

per WADA. The recalculation of mineral wealth would have 

had a critical impact on those 35 districts, but the small 

percentage of wealth gained when spread out over the 

remaining school districts, would not create a dramatic 

fiscal impact on the school districts which received the 

funds. 

Fiscal Neutrality Analysis 

The fiscal neutrality standard, as defined by Coons, 

Clune, and Sugarman (1970), states that "the quality of 

public education may not be a function of wealth other than 

the wealth of the state as a whole" (p. 2). The purpose of 

136 



the fiscal neutrality testing was to determine the strength 

of the relationship between combined state and local 

revenues per WADA and local property wealth per WADA. 

Fiscal neutrality testing measured how well the school 

finance plan compensated for disparity in local tax bases. 

Fiscal neutrality was tested using Pearson's r. 

Pearson's r was used to analyze the relationship between 

combined state and local revenue per WADA for each district 

and local property wealth per WADA for each district. State 

and local revenue per WADA was calculated by processing the 

data through TSIM and determining the total revenue per WADA 

from combined state and local sources. Healey (1996) 

described Pearson's r as the amount of change produced in an 

dependent variable by a change in the independent variable. 

In the ideal school finance system, there would be no 

relationship between combined state and local revenue per 

WADA and local wealth per WADA. Pearson's r would be equal 

to 0. 

- Table 4.3 contains the results of the Pearson's r 

analysis of the data. Pearson's r; represents the strength 

of the linear relationship between two variables. In order 

to interpret Pearson's r, the coefficient of determination 

was calculated. The coefficient of determination (r̂ ) 

was calculated by squaring Pearson's r (Healey, 1996) and 

was interpreted as the percentage of variation in state and 
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local revenue per WADA explained by the variation in local 

wealth per WADA. 

The rl analysis showed that for Baseline/WADA, 14.4% of 

the variation in state and local revenue per WADA was 

explained by variation in the value of local wealth per 

WADA. The MIN/WADA and UTILS/WADA rl values of 18.3% and 

15.2% were greater than the Baseline/WADA value of 14.4%. 

This indicated that the recalculation of Min/WADA and 

Utils/WADA local wealth created school finance plans with a 

stronger positive relationship between the variables of 

combined state and local revenue per WADA and local wealth per 

WADA. All/WADA had a slightly lower r! of 13.9% than the 

Baseline/WADA data. The recalculated local wealth 

component with the lowest r̂  was CI/WADA. In the CI/WADA 

simulation, only 4.7% of the variation in combined state 

and local revenues per WADA was attributable to variation in 

local wealth per WADA. 

When compared to the Baseline/WADA simulation, the 

Pearson's r test indicated that recalculating the local 

property tax base by removing mineral property values 

or utilities property values created a stronger positive 

link between combined state and local revenue per WADA and 

local wealth per WADA. The stronger link between the two 

variables under Min/WADA and Utils/WADA simulations 

indicated less fiscal neutrality within the school finance 

system than with the Baseline/WADA data. The r_̂  values for 
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Table 4.3 

Pearson's Product-Moment Correlation Coefficient and the 
Coefficient of Determination for the FY 1993-1994 Data 
and the Recalculated Local Wealth Component Simulations 

Wealth 
Component 

BaselineAVADA 
CIAVADA 
MinAVADA 
UtilsAVADA 
AllAVADA 

Pearson's Correlation 

0.3791 
0.2178 
0.4274 
0.3893 
0.3730 

CoeflScient of 
Detemiination 

0.144 
0.047 
0.183 
0.152 
0.139 

N=1045 
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Min/WADA showed that 18.3% of the variance in ccriined state 

and local revenues was attributable to the Min/WADA 

simulation. The Utils/WADA values for ^_ showed that 15.21 

of the variance in combined state and local revenues was 

attributable to the Utils/WADA siir.ulation. 

The Baseline/WADA and All/WADA values for £1 were very 

close. The All/WADA simulation was somewhat more fiscally 

neutral than Baseline/WADA, but there was a very siriall 

distinction. The disequalizing fiscal effects of the 

Min/WADA and Utils/WADA simulations were mitigated by the 

equalizing fiscal effects of the CI/WADA simulation. The 

CI/WADA simulation created the most equitable school finance 

system in terms of fiscal neutrality. When Min/WADA, 

Utils/WADA, and CI/WADA were combined for the All/WADA 

simulation the effect was to create a school finance system 

whose r]_ was almost identical to the Baseline/WADA 

simulation. 

Interpretation of the Data 

Swanson and King (1991) and Odden and Picus (1992) 

contended that disparity within the value of local property 

wealth between school districts led to the creation of 

disparity among those districts' ability to raise revenue. 

Their contention was that by taxing certain classifications 

of property at a larger jurisdiction than the individual 

school district, a more equitable school system would be 

created. The data analysis conducted for this study shows 
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that in Texas under SB7, this is only partially true. The 

horizontal equity analysis of the data indicated that, 

although, recalculating commercial/industrial wealth, 

utilities wealth, or all business wealth increased 

horizontal equity with the Texas school finance plan, the 

recalculation of mineral property wealth actually created 

less horizontal equity. 

The Pearson's r testing also provided mixed results. 

The only significant improvement in fiscal neutrality was 

created by the recalculation of commercial/industrial 

property wealth. The CI/WADA simulation created a school 

finance plan which showed only 4.7 percent of the variation 

in combined state and local revenues was attributable to the 

variation in local district wealth. The recalculation of 

mineral wealth and utilities wealth created a stronger 

correlation between combined state and local revenues and 

the local tax base. 

Smith (1994) conducted a study in Illinois which was 

based on a computer simulation which recalculated commercial 

and industrial property. In his study. Smith found that the 

recalculation of commercial and industrial property resulted 

in a significantly more equitable school finance plan. The 

actual coefficient of variation for the state of Illinois in 

1988 was 1.27. The coefficient of variation for the 

simulated school finance plan was .61. These dramatic 

results were not evident in the Texas data and simulations. 
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Several factors distinguished the FY 1993-1994 Texas 

plan from the 1988 Illinois plan. The most prominent 

distinction between the plans was the inclusion in the Texas 

plan of a local wealth per WADA cap and the recapture of 

funds from property wealthy school districts. The inclusion 

of the $280,000 cap in SB7 created a large degree of equity 

in the Texas school finance plan. When compared to the 10 

percent standard described by Odden and Picus (1992), the 

simulated Illinois school finance plan fell short. The SB7, 

in Texas, plan created a more equitable system than Smith's 

simulated redistribution plan. 

Another factor which impacted the equity analysis of 

the data was local tax rates. School districts which were 

rich in commercial/industrial, mineral, or utilities 

property before local property wealth was shifted would be 

forced under the recalculated local wealth component 

simulations to raise or lower local tax rates in order to 

recoup as many funds as possible. However, the $1.50 per 

$100 tax rate cap set by SB7 would limit the degree to which 

school boards could raise the tax rate. 

This study held tax rates constant throughout all data 

manipulations. There was no statistical analysis of the 

fiscal effect that changes in tax rates would have on the 

amount of revenue which would be subject to recapture and 

redistribution with SB7 under the recalculated local wealth 
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component simulations. The equity effects of adjusting tax 

rates should be addressed in future research. 

Summary 

The conventional wisdom expressed by Swanson and King 

(1991) and Odden and Picus (1992) states that the collection 

of property taxes in wider jurisdictions will lead to the 

creation of more equitable school finance plans. The 

statistical analysis used for this study showed that this is 

not always true. Using data from Texas under SB7, the 

recalculation of mineral property wealth or utilities 

property wealth created school finance plans with less 

horizontal equity and fiscal neutrality than existed in 

Texas, during FY 1993-1994. The recalculation of 

commercial/industrial property wealth or all business 

property wealth created more equitable school finance plans. 

The major factors that seemed to influence the results of 

the data analysis was the property wealth per WADA cap of 

$280,000 and the $1.50 per $100 tax rate cap set by SB7. 

When these features were added to the Texas school finance 

plan, they contributed to the creation of a school finance 

plan that exhibited more horizontal equity than most state 

plans (Odden & Picus, 1992). When compared to Smith's 

(1994) simulation study of the Illinois school finance plan, 

the Texas school finance plan under SB7 was more equitable. 

The recalculation of local property wealth to state property 
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wealth must be considered carefully to ensure that the 

desired result is achieved. 
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CHAPTER V 

MAJOR FINDINGS, ANALYSIS, CONCLUSIONS, 

POLICY IMPLICATIONS, AND RECOMMENDATIONS 

The purpose of this study was to examine the fiscal 

equity implications of recalculating the local wealth 

component of the Texas school finance plan for fiscal year 

(FY) 1993-1994. The study was based on four objectives. 

The first objective was to analyze total local property 

wealth through stepwise multiple regression in order to 

determine which of six categories of property wealth 

accounted for most of the variance in local property wealth 

per WADA in the FY 1993-1994 data. Stepwise multiple 

regression was used to analyze the effects of residential 

property wealth, agriculture property wealth, 

commercial/industrial property wealth, mineral property 

wealth, utilities property wealth, and other property wealth 

on the variance exhibited by total property wealth under 

Senate Bill 7 (Act of May 31, 1993, 73rd Leg. R.S. Ch. 347 

(1993)) conditions. It was assumed that the removal of 

business property wealth from local tax bases would be 

justified if business property wealth accounted for a 

significant amount of variance in the FY 1993-1994 data. 

The second objective was to recalculate the local 

wealth component in the Texas school finance formula based 

on the removal of commercial/industrial property wealth, 

mineral property wealth, utilities property wealth, and a 
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combination of all business property wealth from the local 

property tax base to the state level. The literature review 

presented information which suggested that a local property 

tax base consisting of residential and agriculture property 

wealth, with business property taxed at the state level, 

would create a more fiscally equitable school finance plan. 

The third objective of the study was to test horizontal 

equity and fiscal neutrality within the recalculated local 

wealth simulations. Horizontal equity test measures, such 

as the mean, standard deviation, and coefficient of 

variation, were used to analyze the data. The horizontal 

equity analysis was used to determine which recalculated 

local wealth simulation created the most equity in the 

school finance plan. Fiscal neutrality was tested using 

Pearson's product-moment correlation coefficient (Pearson's 

r;) . Pearson's r was used to measure the strength and 

direction of the relationship between combined state and 

local revenues and local property wealth. 

The final objective of the study was to compare the 

degree of equity under the recalculated local property 

wealth simulations with the degree of equity of the Texas 

school finance system under Senate Bill 7 (SB7) during FY 

1993-1994. Although SB7 was declared constitutional by the 

Texas Supreme Court, in 1995, the Court expressed concern 

about the heavy reliance of SB7 on local property wealth to 

fund the public schools (Edgewood Indep. Sch. Dist. v. Meno, 
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1995). The recalculation of business property wealth was 

suggested in the literature review as a method of 

redistributing state and local revenues and creating more 

equitable school finance plans. 

Major Findings 

The major findings of this study regarding the equity 

consequences of recalculating the local tax base were 

analyzed in accordance with three research questions. 

Question 1. Based on the multiple regression analysis of 

the data, which of the local wealth categories of 

residential property, agriculture property, 

commercial/industrial property, mineral property, utilities 

property, or other property accounted for the most variance 

in the FY 1993-1994 school finance data? 

1. The multiple regression analysis of the local 

property wealth categories indicated that residential 

property accounted for approximately 91 percent of the 

variance in the FY 1993-1994 school finance data. A note of 

caution must be applied to the multiple regression analysis 

of the data. The multiple regression test is sensitive to 

small changes in the data. A change in the data sets could 

conceivably yield very different results. 

The recalculation of residential property was excluded 

from the study based on the literature review. The 

literature review pointed out the existence of taxpayer 

resistance to the states' attempts to assume control of 

147 



local tax sources. There was also a strong bias shown in 

the literature review for the recalculation of local 

property wealth which could be defined as business property 

wealth. 

2. Commercial/industrial property accounted for seven 

percent of the variance in total local property wealth. 

Mineral property accounted for slightly more than one 

percent of the variance and utilities property accounted for 

approximately one-half of one percent. The recalculation of 

commercial/industrial property wealth would result in a 

slight change in the per WADA revenues for property-poor 

school districts and for wealthy school districts. The 

changes would be small, with the property-poor school 

districts receiving more state equalization funds. Wealthy 

school districts would experience a drop in per WADA 

funding. 

3. All of the business property wealth, when taken as 

a whole, accounted for nine percent of the variance in total 

property wealth. 

Question 2. Based upon horizontal equity measures, how does 

the FY 1993-1994 Texas system of school finance as set forth 

in SB7 compare to the system of school finance with the 

recalculated local wealth components? 

1. In describing equity finance analysis using the 

coefficient of variation, Odden and Picus (1992) stated that 

few state finance plans had "a coefficient of variation for 
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per-pupil revenue below 10 percent" (p. 67). Although this 

standard was not stated in other sources, Odden and Picus 

based their standard on studies conducted by Berne and 

Stiefel. 

As shown by the Baseline/WADA data, the Texas school 

finance plan under SB7 was lower the 10 percent standard 

before any of the local wealth components were recalculated. 

After the recalculation of the local property v;ealth 

classifications, the coefficients of variation for all of 

the computer simulations were below the 10 percent standard. 

2. When horizontal equity was measured, the simulation 

which recalculated all business property wealth exhibited 

less disparity (coefficient of variation of 0.0781) than the 

FY 1993-1994 simulation (0.0957), the commercial/industrial 

simulation (0.0785), the minerals simulation (0.0961), or 

the utilities simulation (0.0945) when local property wealth 

per WADA was measured. 

3. When looking at each sub-classification of business 

property wealth separately (commercial/industrial, mineral, 

or utilities), the horizontal equity analysis of local 

property wealth showed that the commercial/industrial 

simulation exhibited slightly less disparity than the 

minerals simulation or the utilities simulation. The 

horizontal equity effects of redistributing 

commercial/industrial property wealth would create a slight 

increase in the amount of state aid received by property-
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poor districts. The recalculation of mineral property 

wealth or utilities property wealth would also result in 

slight changes in state aid to property-poor districts. The 

smaller percentage of wealth associated with mineral and 

utilities property would not be as effective in off-setting 

the inherent disparity caused by reliance on local ad 

valorem property taxes as a major revenue source for public 

schools. 

4. Based on the mean, standard deviation, and 

coefficient of variation, the minerals simulation created 

the least equitable local property tax base per WADA when 

compared with all of the other simulations. The rise in the 

test scores for mineral property wealth were attributable to 

the concentration of mineral property wealth in a small 

percentage of the 1,045 school districts in Texas. If 

mineral property wealth was transferred to the state for 

taxation, the amount of revenue raised from mineral property 

would be spread out over a large number of districts. The 

amount of revenue per WADA when distributed across the state 

would provide a minimal impact on the districts which 

received the state funds. 

5. The impact of recalculating all business property 

wealth, as suggested by the horizontal equity analysis, on 

school districts would result in the loss of a portion of 

locally derived school funds. Lost local funds would be 

replaced by the state through the school finance formula. 
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The changes in most districts would be small, with local 

losses replaced with corresponding increased state aid. 

Question 3. Based upon fiscal neutrality measures, how does 

the FY 1993-1994 Texas system of school finance as set forth 

in SB7 compare to the FY 1993-1994 school finance system 

with recalculated local wealth components? 

1. Fiscal neutrality analysis showed that the minerals 

simulation accounted for the strongest positive link between 

local property wealth per WADA and combined state and local 

revenue per WADA. Surprisingly, when mineral property 

wealth was recalculated, the Pearson's r; value for local 

wealth per WADA showed that variance in mineral property 

wealth accounted for 18.3 percent of the variance in 

combined state and local revenue per WADA. By contrast, the 

Baseline/WADA simulation showed that local property wealth 

per WADA accounted for 14.4 percent of the variance in 

combined state and local revenue per WADA. Recalculating 

mineral property wealth would mean that the school finance 

plan would exhibit less fiscal neutrality than the SB7 plan. 

2. Fiscal neutrality analysis determined that the 

commercial/industrial simulation exhibited a slight positive 

level of association between the variables of local wealth 

per WADA and total state and local revenue per WADA. 

Variation of the local property tax base per WADA under the 

commercial/industrial simulation accounted for only 4.7% of 

the variation in the value of total state and local revenue 
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per WADA. The recalculation of the commercial/industrial 

property would create a finance plan which resulted in some 

property wealth loss in every school district in the state. 

The funds generated from commercial/industrial property 

would provide for fiscal equalization of most school 

districts. The property-poor districts would experience 

increases in state aid and more of these districts would 

approach the state average for revenues per WADA. The 

wealthy school districts with large percentages of local 

property wealth in the commercial/industrial categories may 

experience a slight drop in revenues per WADA. 

3. The impact of recalculating commercial/industrial 

property wealth, as suggested by the fiscal neutrality 

analysis of the data, would be small for most school 

districts. All school districts in the state have some form 

of commercial or industrial property located in them. 

Subsequently, all districts would experience some loss of 

local property wealth. The redistribution of the revenues 

generated at the state level from commercial and industrial 

property would help to equalize the fiscal disparities 

caused by the taxation of the property wealth which remained 

at the local level. 

Analysis 

The stepwise multiple regression testing of the FY 

1993-1994 local property wealth indicated that residential 

property was responsible for about 91 percent of the 
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variance in total property wealth. Residential property was 

excluded from consideration as a property classification 

which could be shifted due to historical political 

resistance to the state's assumption of local tax revenues. 

Business property, as a whole, accounted for nine percent of 

the variance in total property wealth. Following the 

precedents set by Stark (1992) and Smith (1994), business 

property wealth was the only classification considered for 

recalculation to a state tax. In separate studies. Stark 

and Smith found that recalculating business property wealth 

in Illinois and Indiana helped create more fiscally 

equitable school finance plans. The decision to focus on 

the recalculation of business property wealth categories was 

dictated by political reality and the emphasis on the 

recalculation of business property wealth identified through 

the literature review. 

The statistical analysis of the FY 1993-1994 data used 

in this study did not fully support the theory that 

recalculating business property wealth will help increase 

the horizontal equity or fiscal neutrality of a school 

finance plan. The horizontal equity measures used in this 

study showed that recalculating commercial/industrial 

property wealth, utilities property wealth, or all business 

property wealth did create more horizontal equity than the 

Texas school finance plan exhibited in FY 1993-1994. 

However, the statistical analysis also showed that 
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recalculating mineral property created a less equitable 

school finance plan. 

The geographic limitations of mineral property wealth 

to small areas of the state and the small percentage of 

property wealth attributed to mineral property created a 

situation in which the recalculation of mineral property 

wealth was less fiscally effective than the SB'̂  finance 

plan. For school districts with a large mineral property 

base, the effects of removing the mineral property category 

from local tax bases would be devastating. The resulting 

funds, when distributed through the finance formula, would 

not be effective in increasing the combined state and local 

revenues per WADA in the 900 school districts which would 

receive state aid. 

The fiscal neutrality data analysis also showed mixed 

results and did not completely support the contention that 

recalculating local property wealth would create more equity 

in school finance plans. When compared to FY 1993-1994 

Pearson's r_ score, the recalculation of mineral property 

wealth or utilities property wealth showed a stronger 

positive relationship between combined state and local 

revenues and local property wealth. The recalculation of 

commercial/industrial property or all business property 

showed a weaker positive link between the dependent variable 

and the independent variable. The Pearson's r test showed 

that the recalculation of commercial/industrial property 
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created the most equitable school finance plan in terms of 

fiscal neutrality testing. 

In contrast to the circumstances encountered in the 

Stark (1992) and Smith (1994) studies, the mixed results of 

the Texas data under SB7 were attributed to two elements of 

SB7. The $280,000 cap placed on local property wealth per 

WADA and the $1.50 per $100 tax rate cap helped to create a 

school finance plan in FY 1993-1994 which, by design, 

exhibited an inherently strong degree of horizontal equity 

and fiscal neutrality when compared to other states' school 

finance plans. Due to the influence of these factors and 

the removal of residential property wealth from 

consideration, the recalculation of business property wealth 

in Texas became a matter of making small adjustments to a 

fiscally equitable school finance plan. None of the 

computer simulations of the data indicated that 

recalculating business property wealth resulted in a marked 

increase or decrease in horizontal equity or fiscal 

neutrality. 

Another factor which impacted the statistical results 

of this research was the total revenues generated by the 

local property wealth and the number of school districts 

which receive state aid. The total value of local business 

property wealth in Texas, in 1994, was $320 billion. The 

revenues generated from business property wealth, when the 

business property wealth was shifted to the state for 
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taxation, would be distributed among more than 900 school 

districts, including the largest districts of Dallas, Ft. 

Worth, Houston, and San Antonio. 

Conclusions 

Prior to the recalculation of the local wealth 

component in the Texas school finance plan, the SB7 plan met 

the 10 percent coefficient of variation standard defined by 

Odden and Picus (1992). The combination of the $1.50 limit 

on the tax rate and the $280,000 cap on local wealth per 

WADA created a school finance plan that exhibited more 

horizontal equity than many state finance plans. 

Essentially, the only portion of the Texas school finance 

plan that created any variability in a district's ability to 

I raise local revenue was the Tier 2 funding. In FY 1993-

1994, Tier 2 funds were guaranteed, by the state, to yield 

$26.00 per penny of tax levied. The wealthiest school 

districts were able to raise $600 more per WADA than 

property-poor school districts under Tier 2. The variation 

in the equity level of the Texas school finance plan was 

created by disparity in Tier 2 funds. 

Any attempt to increase equity in the Texas school 

finance plan would have to be directed at compensating for 

the $600 per WADA gap created by Tier 2 funding under SB7. 

In finding SB7 constitutional, the Texas Supreme Court 

declared that the $600 gap which existed in per pupil wealth 

between the wealthiest districts and other districts did not 

156 

I 



mean the property-poor districts had a permanent educational 

disadvantage (Edgewood Indep. Sch. Dist. v. Meno (1995) at 

465) . The Court found that all school districts could 

provide "a general diffusion of knowledge" with a tax rate 

between $1.22 and $1.31 per $100, which was below the $1.50 

cap set by the legislature (at 465) . Thus, by allowing the 

$600 gap to withstand state constitutional scrutiny, the 

Court sanctioned a school finance plan which demonstrated 

some degree of disparity. 

Policy Implications 

The Texas Constitution prohibits the establishment of a 

statewide property tax (Article VIII, Sec 1-e). Before any 

local property taxes may be defined as state property taxes 

the Texas Constitution would need to be amended. The 

difficulty of passing such an amendment must not be 

underestimated. Swanson and King (1991), Thompson, Wood, 

and Honeyman (1994) and Smith (1994) alluded to the taxpayer 

resistance that was encountered when states attempted to 

assume control of local property taxes. Taxpayers view the 

revenue from local property taxes as local money and expect 

it to be spent in local jurisdictions. When Texas first 

attempted to recapture local property wealth under SB351, 

the state was met with legal action from property-poor 

school districts, property-wealthy school districts, and 

various taxpayer groups. It is not likely that the 
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recalculation of local business property wealth as state 

property wealth would meet with any less resistance. 

In January 1996, a committee appointed by Governor Bush 

to study methods of easing the tax burden on local property 

owners announced its findings. The committee proposed three 

possible alternatives to the ad valorem property tax. 

First, a gross receipts tax could be levied on the revenue 

generated by businesses within Texas. Second, a value-added 

tax could be levied on the difference between the cost of 

purchases of a business and the sales of the business. The 

third alternative was an increase in the state sales tax or 

a broadening of the goods and services which were subjected 

to sales tax. The draft report from the panel stated that 

none of these alternatives was "without warts of one kind or 

another" ("Panel," January 31, 1996, p. B5). According to 

the committee, in order to generate replacement revenue, a 1 

percent gross receipt tax and a 2.5 percent value-added tax 

would have to be levied. A 6 percent increase in the 

state's already high sales tax would also generate enough 

revenue to replace the amount of revenue generated by ad 

valorem property taxes under SB7. A system based on 

recalculated local property wealth was not addressed by the 

Governor's committee. 

The issue of how much equity is enough must be raised. 

The Texas Supreme Court denounced the state's strong 

reliance on local property wealth, but, nonetheless. 
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declared SB7 constitutional. If the SB7 system exhibited 

enough equity to be constitutional, then how much more 

equity must be created to make the system just? 

Green (1991) wrote of the relationship between 

inequality and injustice. In an attempt to define injustice 

Green stated, "there is a threshold of magnitude below which 

inequality, by itself, provides no grounds for claims of 

injustice" (p. 234). The taxpayers, parents, educators, 

legislators, and judiciary of Texas must determine where the 

"threshold of magnitude" lies in Texas. 

The definition of such a threshold would be a political 

process. Brown and Elmore (1982) stated that "the actual 

content of reform measures was determined by bargaining 

among political interests with a stake in school finance" 

(p. 109). The political battle to recalculate local 

property wealth as state wealth would be intense. The 

question, will recalculating local business property wealth 

result in a large enough fiscal equity increase to justify 

the political effort, must be answered by the taxpayers, 

voters, educators, and legislators of Texas. 

Another political factor which would enter into the 

political debate over financing school reform would be the 

lack of a state income tax in Texas. When establishing the 

committee to study property tax reform in Texas, Governor 

Bush instructed "the committee not to consider an income 

tax, which he believes may be the only levy more hated than 
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the property tax" ("Panel," 1996, p. B5) . After removing a 

state income tax from consideration, and facing three 

alternative tax plans with disadvantages, a recalculated 

local property wealth plan may be the most acceptable 

solution to the fiscal equity problem. 

The redistribution of local property wealth from 

wealthy districts to poorer districts has been a feature of 

the Texas' school finance plan since 1991. This study has 

shown that the shifting of some classifications of local 

property wealth created a more equitable finance system in 

terms of horizontal equity and fiscal neutrality. If the 

state begins to shift portions of the local tax base from 

local to state tax rolls, the state approaches a full state 

funding plan. The resistance to full state funding may have 

been weakened enough in Texas, that when faced with the 

choice of full state funding or a state income tax, the 

voters of Texas may prefer full state funding. If the state 

moves to full state funding, the state will have to 

determine what the funding source will be. In all 

likelihood, the source of funds for a full state funding 

system would be ad valorem property taxes. 

Recommendations 

The issue of acceptance of recalculated local wealth 

components by the state's political actors and the public 

cannot be ignored. Brown and Elmore (1982) described the 

school finance reform process as the interaction between 
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"multiple objectives, multiple trade-offs, and constraints, 

rather than the simple maximization model implicit in 

evaluations based solely on equity criteria" (p. 113). They 

described constraints on the political process as: 

existing law, the amount of money available to 
finance reform, the organized political interest 
groups whose preferences must be taken into 
account, the array of revenue sources that can be 
used for educational purposes, and existing 
disparities in tax effort, wealth, and 
expenditures, (p. 117) 

Recapture plans have proven to be unpopular with school 

boards, educators, taxpayers, and voters. The question of 

whether the alternative of recalculating business property 

wealth to the state level would be any more palatable to 

these and other special interest groups must be raised. 

If the goal of the state finance plan would be to 

create nearly equal combined state and local revenues for 

each school district, then the horizontal analysis of the 

data indicated that the simulation which shifted all 

business property wealth to the state was the most 

effective. The Pearson's r; analysis of the data indicated 

that, following the implementation of the school finance 

formula, the most fiscally neutral school finance plan would 

result from a recalculation of commercial/industrial 

property wealth. However, the fact must be stressed that 

the differences between the coefficients of variation and 

the coefficients of determination are exceedingly small. In 

this regard, the political fight to implement a recalculated 
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local property wealth program would probably be hard fought 

and would yield very slight results. 

If the Texas legislature decided to pursue a school 

finance plan which transferred the taxation of specified 

classifications of local property wealth to the state level, 

it would appear that the best alternative would be to shift 

commercial and industrial property wealth to the state. The 

shifting of commercial and industrial property wealth from 

local tax rolls created the most fiscally neutral finance 

plan and involved less intrusion by the state than the 

recalculation of all business property wealth. A 

recalculation of one portion of business property wealth may 

be the most politically palatable. 

The time may have come in Texas for the state to truly 

fulfill its constitutional responsibility to the children of 

the state. The exclusion of residential property from 

consideration for recalculation was based on the political 

climate of the state. Perhaps, the guiding principles of 

school equity finance should be moved from the political 

arena. Perhaps, it is time for the state to adopt a school 

finance plan based on the principles of justice for the 

children of Texas. 
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