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The Education Reform Act of 1993 established the Foundation
Budget Review Commission to “review the way in which foundation
budgets are calculated and to make recommendations to the general
court regarding such changes in the formula as may be appropriate.”
This is the first report of the Commission, which was convened in
February 1995.
This report reviews the early data that exist on how the new funds
have been spent. It is not an analysis of educational outcomes such as
student performance. The Act sets out a separate timeframe and
mechanisms for evaluating such outcomes. Commission members as
well as other observers of the reform effort are eager for measures of
the law’s record in improving the quality of education in the Com-
monwealth, as distinguished from its record in increasing the dollars
spent on schools.

In the course of its first nine months of preparation on the topic of
Education Reform, the Commission has learned first-hand about the
complexity of the law’s finance provisions. Given this level of com-
plexity, we think it is appropriate to recognize the efforts of the
leaders at all levels local schools, city and town government, state
government and the private sector who have worked hard to imple-
ment these changes in the early years of the reform program.

Members of the commission represent many interests: schools,
municipal government, state government, the Legislature, the busi-
ness community and parents. They have brought a variety of view-
points to this analysis of Education Reform. While the observations
and recommendations contained in this report represent in each case a
majority of the commission, they were not all unanimous decisions.
We would like to acknowledge these differences of opinion out of
respect for the members and in appreciation for the open discussion in
which they participated.
Finally, the Commission expresses its thanks to Susanne Tompkins
and to staff from the Department of Education, Executive Office of
Education, Department of Revenue and Executive Office for Admin-
istration and Finance for their assistance in this project.

PREFACE
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This Commission, established as a part of the Education Reform Act
of 1993, is charged with monitoring the performance of the new
system for financing schools. The state is three years into the seven
year effort to ensure that all children attend schools which have
enough money to provide the education envisioned by the reform
plan. The finance system requires the state and its local governments
to make a major new investment in schools: by the year 2000 school
support will be at least 51.9 billion higher than it was in 1993, an
increase of 43 percent.

This first report looks at progress toward the goal of adequate funding
for all schools, defined as the foundation budget; asks if the complex
system established by the finance plan is working effectively; and exam-
ines, for the first time, how schools are allocating their resources. While
the Commission makes a number of recommendations to modify the
system for funding schools, it has been careful to make no recommenda-
tion that would increase the total cost of the finance plan.

Support for schools has increased by $B5B million 20 percent
in the first three years of the Education Reform Act. State assistance
has grown at more than twice the rate of total spending and accounts
for nearly two-thirds of the new resources. Local governments have
increased their support for schools by 11,5 percent, $344 million.
Many cities and towns have contributed more to their schools than the
law requires; in 1996 local governments have exceeded the minimum
spending requirement by five percent or $1 70 million.

Nearly all of the new state funds, 89 percent, have gone to dis-
tricts without adequate resources, those spending less than their
foundation budget. When the school finance plan began in 1994,
11 percent of all students were in schools where funding was less than
80 percent of what the law defines as adequate. Today, fewer than one
percent of children are in such schools. The majority of students are
now enrolled in the 177 districts whose resources are within 10 per-
cent above or below their foundation budget levels; three years ago
137 districts with 41 percent of all children were in this category.

EXECUTIVE SUMMARY

The Record: 1993-1996
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While this progress toward the goal of adequate funding is
encouraging, a less positive observation is that there are fewer
schools and fewer children in districts with better than adequate
funding. In the first year of the finance plan, 125 districts serving 20
percent of all children were spending more than 1 10 percent of their
foundation budget. This year those numbers have fallen to 83 districts
and 15 percent of the state’s students.

By the year 2000, the finance plan expects that all cities and towns will
be spending at levels the law defines as adequate. Current projections
from the Department of Education indicate that the goal will be
reached by most but not all school districts. Spending in some dis-
tricts could fall short of their foundation budgets for two reasons. First,
the law does not guarantee that all school districts will have adequate
resources. In some cases where a municipality sends students to more
than one district for example, to a local elementary school and a
regional high school support for one of the districts may not reach
foundation unless the municipality makes a change in its present patterns
of school support. Second, the finance plan allows local governments to
reduce their support for schools if they have higher than average debt for
school buildings. If local governments take full advantage of this
allowance for excess debt, spending could fall short of foundation by
$29 million.
The projections to the year 2000 raise two questions about the way the
finance plan is working. While the principal objective of the funding
system is to provide all schools with adequate resources, a secondary
aim is to achieve more equal levels of local support for schools. Dis-
tricts whose own support for their schools is below a state-defined
standard of effort are expected to increase their effort. However, the
plan provides help in the form of overburden aid to poorer schools to
subsidize a part of their local contribution. By the final year of the
plan, this subsidy will require more than 60 percent of the new state
aid for the year ($2OB million). Clearly, the objective of more equal
local support for schools will not be attained under the present rules.
The second question concerns minimum aid paid to schools whose
spending exceeds their foundation budgets. The school finance law
sets minimum aid at $25 per pupil. A consequence of this lack of

The Outlook: 1997-2000
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growth in state support for well-funded districts is already observable:
many of them have not maintained their funding edge in the first three
years of the program.

Critics of the state’s school reform plan have suggested that the new
education funds will be consumed by generous pay raises for
teachers. The evidence does not seem to support that view. Three sep-
arate sources of information on this topic report the same findings:
salary increases granted teachers have averaged out at three percent
per year. Negotiators of contracts representing more than 80 districts
report that pay raises granted since Education Reform was adopted
have been very similar to settlements in the years before new aid pay-
ments began in 1994.

The school finance plan defines adequate resources by building a
foundation budget for each school district. That budget makes
assumptions about all aspects of a school program and reflects gener-
ally accepted standards for pupil-teacher ratios, professional staffing,
administration, maintenance and other programs such as athletics,
health services and non-academic activities. The foundation budget
also includes funding for activities and programs its designers
believed merit funding if the goals of Education Reform are to be
achieved. These include training for teachers, expanded services for
children at risk, greater investment in books and equipment and
improved maintenance of the school plant.
Although the finance law defines adequate resources and mandates
levels of spending for schools, it does not dictate how funds are allo-
cated. The Education Reform Act establishes a system of accountability
that focuses on educational outcomes; ultimately schools will be
expected to meet state defined standards for school performance. Never-
theless, by defining the components of a good school budget, the foun-
dation budget invites an examination of how each district’s spending
compares with the model. Now for the first time it is possible to
compare each school district’s performance to its state-defined foun-
dation for 1994 and 1995.

Teachers’ Salaries

Spending and the Foundation Budget
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In all districts except the 10 percent with the least resources,
spending for salaries for teachers assistants, clerical and custodial
employees is consistently above levels recommended by the founda-
tion budget. However, districts generally do not employ the number of
support staff— guidance counselors, librarians, social workers and other
specialists envisioned by their foundation budgets.

In each of the areas identified as priorities for additional invest-
ment professional development, expanded programs, books
and equipment and extraordinary maintenance school budgets
are far below what their model budgets call for. However, modest
increases between 1994 and 1995 have occurred in each category.

Massachusetts has more of its children enrolled in special education pro-
grams than any other state in the nation. The designers of the foundation
budget adopted specific policies concerning staffing for special educa-
tion and tuitions for out-of-district placements that set spending targets
at levels below current spending and more closely paralleling national
norms. The above foundation spending for teachers and assistants where
special education personnel are reported and for special education
tuitions suggests that districts have a long way to go to achieve the lower
targets set by the school finance plan. The Commission urges the
Legislature to reconsider current state law and regulations govern-
ing special education and consider program options.

Foundation budgets and actual spending: The new data on actual
and foundation budgets are a valuable tool for evaluating any dis-
trict’s present patterns of resource allocation. These reports should
be published each year by the Department of Education and made
widely available to local decision makers and to the public. The
Commission believes the information these reports offer can pro-
vide a standard by which to judge local schools’ financial decisions
as they relate to implementing the goals of Education Reform.
Enrollment: High and sustained enrollment growth in a school dis-
trict should be considered as a criteria for a grant of special relief
from any funds available for extraordinary educational circum-
stances. Also, the Department of Education should secure projec-

Recommendations
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tions of foundation enrollments to use in projecting out-year costs
of the finance plan. These projections should be made available
regularly to all school districts.
Extraordinary Maintenance: This category of the foundation
budget is intended to address deferred maintenance needs and
encourage regular budgeting for upkeep of school facilities. The
current $25,000 limit on the cost of projects that fall within this
category excludes nearly all major maintenance and repair projects.
The Department should revise its current regulation and encourage
school districts to develop long range maintenance plans.
Municipal Revenue Growth Factor: This estimate of the rate at
which local revenues from property taxes, state lottery funds and
local receipts will grow is the determining factor in defining each
year’s minimum local contribution for school support. Analysis by
the Division of Local Services has found that the consistent use of
budgeted local receipts is a more accurate predictor of their growth
than the current system which uses actual receipts for the prior year
and budgeted receipts for the current year. This method, relying on
estimates used in budgeting local expenditures, should be substi-
tuted for the present estimate of growth in this source of local rev-
enue to allow the greatest possible confidence in the reliability of
this important calculation.
Excess Debt: The school finance plan allows cities and towns with
high levels of debt for school buildings to deduct some of the cost
of that debt service (net of state school building assistance) from
the amount they must contribute to the operating cost of their
schools. Only about one-third of the 100 districts eligible for this
deduction now take advantage of it to reduce their school spending
by $9 million in 1996. However, capital costs are not included in
the school finance plan and use of the allowance could prevent
some schools from reaching their foundation spending levels. The
Commission proposes three modifications to the excess debt
allowance:

*

To encourage full local understanding of this option, excess debt
should be reported separately to school districts. Its use to
reduce the school operating budget should require affirmative
action by the local appropriating authority.
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2, All calculations of allowable excess debt should be based on net
school debt (deducting state school building assistance for which
the project is eligible) whether or not state payments have begun.
No approved building project has ever, in the 50-year history of
the state aid program, failed to receive state support.

Segregation of School Appropriations: The foundation budget
model excludes several categories of spending for buildings,
transportation and lunch programs which are aided under other
state programs and cannot be uniformly predicted by a model oper-
ating budget. If a municipality appropriates a single amount for all
school programs, it is possible for transfers to occur from the oper-
ating budget to other school related expenses, resulting in non-com-
pliance with the school finance law. Any city or town wishing to
segregate non-operating programs from the school operating budget
to ensure that it complies with the spending mandates of the school
finance law should be free do so.

Health Benefits for Retired Teachers: There is no uniformity
across the Commonwealth in what health benefits are provided for
retired teachers or whether those costs are included in the school or
municipal budget; thus, there is no allowance for these costs in the
foundation budget. Currently, cities and towns are allowed to
include these costs as a part of their required school spending; more
than half the districts do so. The Department of Education plans to
implement its regulation to exclude these costs from the definition
school spending and minimum local contribution to establish uni-
form definitions of spending requirements that are consistent with
the foundation budget. It should do so, particularly since below
foundation districts which increase their local contributions by the
amount of these benefits reduce their foundation gaps and sacrifice
future state aid to improve school programs.

3. For below foundation school districts, the excess debt allowance
should be phased out over the next three years to guarantee that
by the year 2000 no such district is eligible for the allowance.



131996] SENATE No. 2287

Two problems with the workings of the school finance law are not
addressed in this first report. They are regional school assessments
and opportunities for better coordination of state and local administra-
tion and management. These issues will head the Commission’s
agenda in the year ahead.
The Commission will continue to monitor other issues identified here
and consider recommendations for change if circumstances warrant.
These issues include:

The growing reliance of low effort school districts on overburden
aid which suggests that the finance plan’s goal of more equal local
support for schools will not be achieved.

The decline towards average spending levels in schools with a his-
tory of above foundation spending. Minimum aid together with
municipal revenue growth as constrained by the local tax limit is
clearly inadequate to maintain the spending edge once enjoyed by
many of these schools.
Special education policies incorporated in the foundation budget
are unlikely to be achieved unless there are changes in local prac-
tices as well as state law and regulation. The high cost of this pro-
gram will continue to divert funds from the other goals of
Education Reform.

The record to date shows dramatic under-investment in programs
considered essential to the success of the Education Reform plan.
These include professional development, expanded programs,
books and equipment and extraordinary maintenance. If new
investment fails to occur, the Commission will consider a mandate
for allocation of resources to these programs.

The Commission’s Agenda: 1997-2000
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The Education Reform Act of 1993 established a comprehensive plan
to improve the public schools in the Commonwealth. The act requires
the state to establish standards for what children learn and to measure
their achievement. It makes fundamental changes in school gover-
nance and administration to give local systems the flexibility to
implement program changes and meet the new state standards for stu-
dent performance. To ensure that schools have the resources to
accomplish these ambitious goals, the Education Reform Act creates a
system for financing schools that defines the resources needed to pro-
vide an adequate school program in each district and ensures that, by
the year 2000, all districts will have those resources.

The new system for financing schools is complex and comprehensive.
It imposes a major financial obligation on the state as well as on local
governments. By 2000, the Commonwealth will be investing more
than $1.2 billion in additional state revenues and cities and towns will
have increased their support for schools by at least $560 million.
In light of the high cost Education Reform imposes on state and local
tax dollars, the act foresaw the need to look at how its finance plan is
working. This commission is charged with that review. Its mission is
to regularly evaluate progress toward the goal of adequate funding, to
determine if it will be reached on schedule in 2000, and to ask if the
complex system which defines the goal and specifies the method of
reaching it is working effectively.
The Education Reform Act establishes a system of accountability that
focuses on educational outcomes. School districts will be held to state
defined standards for student performance. While the finance plan sets
requirements for the amount of spending for public schools, it does
not dictate how those funds are allocated. Nevertheless, the plan lays
out an elaborate definition of what it takes to provide a good school
program the Foundation Budget and implicitly invites an exami-
nation of how each district’s spending compares with the model estab-
lished by the Foundation Budget.

This report provides the first data that allow such an assessment. It
will be some time before any record of improved student accomplish-

FIRST REPORT OF THE
FOUNDATION BUDGET REVIEW COMMISSION
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ment will be available to permit an evaluation of the Massachusetts
Education Reform effort. In the meantime, while schools are free to
make their own budget choices, state policy makers and many others
are eager to know where investments have been made in these first
years. The Commission believes the comparison of actual spending
and foundation budget in this report begins to answer those questions.
Because salaries are the major component of school budgets more
than 70 percent of school spending the report also looks at changes
in professional staffing and at salary increases granted to teachers
since 1993. This analysis is quantitative only and says nothing about
what skills have been hired or what new responsibilities staff may
have assumed for higher salaries paid by a school district. Research
has begun to identify new contractual provisions that change terms of
employment in ways intended to implement the objectives of the Edu-
cation Reform Act, but as yet there is little data on the type of profes-
sional skills schools have chosen to acquire through new hires. The
Commission anticipates that subsequent reports will explore these
qualitative aspects of spending on compensation.

This first report of the Foundation Budget Review Commission makes
a number of recommendations for changes or adjustment in the school
finance law and regulations which are designed to further the goals of
the plan, improve its equity or resolve controversial issues. In devel-
oping these recommendations, the Commission has avoided any rec-
ommendation which would increase the total cost of the finance plan.
The report also identifies several issues which it expects to address in
future reports.

The system established to accomplish the goal of providing all school
districts with adequate funds by the turn of the century is simple in
concept but extraordinarily complex in its details.
The brief description that follows attempts to describe the intent of
the finance plan and its major components, but omits any discussion
of the many calculations that make up the system laid out in the plan
unless they are specifically the subject of a recommendation of this
report.

Education Reform’s Finance Plan
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Fundamental to the finance plan is the definition of adequate
resources, called the Foundation Budget, for each school district. If
actual spending in that district is less than its foundation budget, the
gap will be filled over a seven-year period. Unlike earlier programs
which simply provided state support for schools, this one defines
required levels of spending for both state and local governments. Like
other school aid plans, this one is equalizing, channeling more state
help to districts with the least local resources and the biggest gap
between present spending and what the foundation budget identifies
as necessary for a good school program.

For those districts who fund their schools at levels above their founda-
tion budget, the finance plan provides “minimum aid” of $25 per
pupil ($75 in fiscal 1996 under a section of the state budget) and
requires that they maintain their own effort to support schools; that is,
they must increase school spending at the rate at which their revenues
increase.'

The school finance plan establishes a state-wide standard for local
support of schools, defined as a tax rate applied to valuations of prop-
erty adjusted by the ratio of the local personal income per capita to the
state average income per capita. This calculation defines a standard
that is, in a sense, doubly equalizing; it accounts for differences in
property tax wealth as well as differences in income levels of resi-
dents. Municipalities whose effort is less than this standard must
increase their school support. The rest (83 districts in 1994) are
required only to maintain support at that level of effort; that is, they
may reduce their local effort so long as they do not fall below the
standard. The underlying idea is that local governments have an oblig-
ation to fund their schools at a uniformly determined level; if that
local effort does not raise sufficient funds to meet the spending
required by the school’s foundation budget, the state will provide aid
to fill the gap. But this straightforward concept runs up against the

Local Districts’ Obligations

1 Above foundation districts whose local effort is above the state set standard need not abide
by the requirement that they maintain their level of support for schools.
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constraints imposed on local governments by the Proposition 2Vi tax
limit. In recognition of these constraints on local ability to raise rev-
enues, the original school finance plan and subsequent amendments
have eased the strict requirement for greater local support for schools
in a number of ways. On the one hand, the state provides two kinds of
financial help: equity aid which goes to below foundation municipali-
ties whose own effort exceeds the standard set by the law, and is
intended to allow them to reduce their own school spending, and
overburden aid which helps poor 2 municipalities meet their required
local contribution.

Other provisions have relaxed the required local contribution for all
school districts, whether or not their school spending is less than their
foundation budget requires. For example, the annual calculation is
based not on actual local support in the prior year but on local
spending for schools in 1993 increased each year by the rate of
increase in local revenues ( the municipal revenue growth factor).
Similarly, until 1996 increases in state lottery distributions have not
been included in calculating this growth factor, by annual provisions
in the state budget. (In 1996, $36 million of the $5O million increase
will be included in the growth calculation to offset the cost of higher
minimum aid at $75 per pupil.) Finally, the required local contribu-
tion is further reduced if a local government has school debt payments
which exceed the state average.

These provisions cumulatively have a significant impact on actual and
projected increases in local support for schools. This impact is illus-
trated in Table 1 on the following page, which shows actual and esti-
mated components of school spending. Most of the progress toward
the goal of the school finance plan is achieved through state funds;
70 cents of every new school dollar comes from the slate treasury.
It bears note, however, that the projections of the plan through the year
2000 report only the required minimum local contribution. In fact,
nearly half of school districts currently spend more on their schools
(totaling $l7O million this year) than required by the finance plan.

9 Poor communities are defined as those whose wealth (equalized lax rale adjusted by relative
per capita income) is less than the state average.



Table 1: Major Components of the School Finance Plan: 1994-2000 (millions of $)

Local Base Aid Over- Equity Founda- Mini- Net Foundation State Aid as %

Actual Contribution* burden Aid Aid tion Aid mum Aid Spending* Budget of spending

1993 ' $2,972.2 $1,288.8 $4,289.8 30.0
1994 3,107.2 1,294.2 $27.0 $14.7 $60.9 $22.7 4,540.0 $4,571.6 31.7
1995 3,237.2 1,391.0 43.0 31.3 124.4 9.5 4,859.9 4,828.2 33.4
1996 3,315.8 1,548.5 67.6 24.5 144.1 29.7 5,147.6 5,093.1 35.6

Projected minimum Required
Contribution Spending

1997 3,224.7 1,742.2 94.5 24.9 167.6 9.2 5,250.3 5,315.9 38,6

1998 3,318.0 1,906.3 130.8 23.6 166.2 9.3 5,560.1 5,535.0 40.3
1999 3,417.3 2,087.7 196.4 24.9 166.8 9.2 5,908.9 5,765.2 42.2
2000 3,530.9 2,270,3 208.0 17.6 106.6 9,5 6,149.7 6,006.1 42.6

% 18.8 670.0 19.7 75.0 43.4
increase

* 1993-1994; actual; 1995: preliminary; 1996: budgeted.
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The simple statement of the school finance plan’s intent is that the
state will make up the difference between the required local support
for schools and the foundation budget’s definition of adequate
resources. The principal component of this program is foundation aid,
the amount of new state money each year that closes the gap between
local spending and adequate resources. The original 1993 law set
annual funding commitments for the state, but not all of those funds
are allocated to foundation aid. An increasingly large share is claimed
by overburden aid which subsidizes a part of poor districts’ local con-
tribution. A small and declining share pays for equity aid which
enables districts whose effort exceeds the state requirement to reduce
that effort if they wish. Finally, school districts whose budgets exceed
their foundation levels receive minimum aid, set in the law at $25 per
pupil. In 1996 the state budget increased the current year’s minimum
aid to $75 per pupil. (A section in that budget declares the Legisla-
ture’s intent to include future increases in lottery distributions in the
municipal revenue growth factor, thereby reducing the foundation gap
to be filled by state aid. State funds made available by the resulting
higher local contribution will be dedicated to increasing minimum aid
to above-foundation schools.) The amount of foundation aid in any
year is the amount available after these obligations are met.
The data in Table 1 invite two questions about the way the finance
plan is working. The first concerns failure to meet one of the goals of
the plan; the second identifies an unintended effect on districts which
provide more than adequate funding for their schools. The most dra-
matic growth in the several components of state aid over the seven-
year period occurs in overburden aid. One intended objective of the
new program was to achieve more equal levels of local support for
schools. But overburden aid is paid to subsidize low effort school dis-
tricts’ local contribution to schools. By the year 2000, this subsidy
represents more than 60 percent ($2OB million) of new state aid.
Clearly, the objective of more equal local support for schools will not
be achieved under the present rules of the finance plan. The second
issue concerns minimum aid payable to schools whose spending
exceeds their foundation budgets. As Table I demonstrates, the pre-
sent school finance law contemplates no increase in state support for
above-foundation districts beyond the $25 per pupil minimum aid.

State Obligation
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Table 2 suggests a consequence of this lack of growth in state support
for well-funded districts: many of these schools have not maintained
their spending levels and have fallen back toward their foundation
budgets during the first three years of the program. This trend seems
certain to continue in future years, particularly in districts with
growing enrollments

i: Progress Toward the Foundation
(All Dollars are In Millions)

The Record:

1994 Actual 1995 Actual 1996 BudgetedFoundation Gap

No. Districts: 32 No. Districts: 9 No. Districts: 19
Less Than 80% % of Enrollment: 10.79%

Total Spending; $396
% of Enrollment; 0.80%
Total Spending: $29

%of Enrollment: 2.32%
Total Spending: $94

% State Aid 64.9%
Fdn Budget: $517

% State Aid 88.3%
Fdn Budget: $124

% State Aid 37.9%
Fdn Budget: $37

No. Districts: 75 No. Districts: 61 No. Districts; 75
80% to 89.99% % of Enrollment: 27.82%

Total Spending; $1,104
% of Enrollment: 30.29%
TotalSpending; $1,430

% of Enrollment; 23.15%
Total Spending: $1,084

% State Aid 54.2% % State Aid 62.4%
Fdn Budget; $1,265

% State Aid 67.1%
Fdn Budget; $1.290 Fdn Budget; $1,652

No. Districts; 75 No. Districts: 96 No. Districts: 117
% of Enrollment: 40.45%
Total Spending; $1,955

90% to 99.99% % of Enrollment: 37.06%
Total Spending; $1,729

%of Enrollment: 19.27%
Total Spending: $BOB

% State Aid 30.8% % State Aid 32.3%% State Aid 32.4%
Fdn Budget: $1,802Fdn Budget; $852 Fdn Budget: $2,054

No. Districts: 62 No. Districts: 59 No. Districts; 60
100% to 109.99% % of Enrollment: 21.66%

Total Spending: $1,055
% of Enrollment; 14.19%
Total Spending: $6Bl

% of Enrollment: 12.59%
Total Spending: $633

% State Aid 18.3%
Fdn Budget; $1,012

% State Aid 20.9%
Fdn Budget: $655

% State Aid 18.0%
Fdn Budget; $609

No. Districts: 38
% of Enrollment: 6.81%
Total Spending; $350

No. Districts: 41
% of Enrollment: 7.00%
Total Spending: $375

No. Districts: 34
% of Enrollment: 7.23%
Total Spending: $4Ol

110% to 119.99%M u /o 10 i i y yy /

120% or more

% State Aid 14.9%
Fdn Budget: $305

% State Aid 20.0%
Fdn Budget: $327

% State Aid 16.5%
Fdn Budget: $348

No, Districts; 87 No. Districts: 86 No. Districts: 49
% of Enrollment: 8.01%
Total Spending: $535

% of Enrollment: 14.27%% of Enrollment: 13.64%
Total Spending: $827 Total Spending; $903

% State Aid 9.5%
Fdn Budget: $655

% State Aid 10.2%
Fdn Budget: $596

% State Aid 9.2%
Fdn Budget: $393

Table 2
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Support for schools has increased by $B5B million 20 percent in
the first three years of the Education Reform Act. State assistance has
grown by 42 percent and accounts for nearly two-thirds of the new
resources $543 million; local spending contributes $344 million,
an 11.5 percent increase over the three years. The 20 percent increase
in school resources contrasts sharply with the record of the three
years preceding adoption of Education Reform. From 1990 through
1993, spending for schools increased at less than half that rate: $368
million or 9.3 percent. The significant hike in aid in 1993 barely
offset the cuts in state support in 199! and 1992: at $1.29 billion in
1993, aid was just $6B million or 5.6 percent above 1990 levels.
(Chart 1) Nearly all the state funds 89 percent have gone to
schools with below-foundation support as the law intends. In school
districts without adequate resources, the gap between spending and
foundation budgets has grown smaller. Table 2 shows progress
towards the foundation since the finance plan was initiated in 1994.
(The data for 1996 report budgeted not actual spending.) In 1996, less
than one percent of the state’s school children will be in schools
whose resources are less than 80 percent of their foundation budgets.
In contrast, schools in this category enrolled 11 percent of all students
in 1994. The majority of children 53 percent are now in 177
school districts which have resources within 10 percent above or
below their foundation levels. In 1994, 137 districts educating 41 per-
cent of all students were in this category. This analysis indicates that
disparities in school spending have been reduced over the past three
years. The reduction in the gap between actual spending and adequate
resources is encouraging. A less positive observation is that there are
fewer schools and fewer children in districts with more than ade-
quate resources. In the first year of the finance plan. 125 school districts
serving 20 percent of all children were spending more than 110 percent
of their foundation budgets; this year those numbers have fallen to 83
districts and 15 percent of the state’s students. In other words, during
the first three years, the school finance plan has seen districts move
closer to their foundation budgets and that movement has occurred as
low spenders move up and high spenders do not maintain prior levels
of school support relative to their foundation budgets.

The Record:l993-1996
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Per pupil spending has increased in all districts, most dramatically in
those furthest from the goal of adequate resources. Chart 2, which shows
spending per pupil in all districts grouped in deciles according to actual
spending in 1994 in relation to foundation budgets, illustrates the
progress in low spending schools (deciles 5-10). It also shows the much
more modest change in per pupil spending in above foundation districts
(deciles 1-5) where increases approximately equal inflation rates and
are achieved by local rather than state resources. (See page 24.)

By the year 2000 the finance plan contemplates that all cities and
towns will be spending at least at their foundation budget levels.
Current projections from the Department of Education indicate that
the goal will be reached by most but not all school districts. Alto-
gether, spending could fall $53 million short of foundation for two
reasons. First, the plan allows nearly all municipalities to reach the
foundation goal, but it does not guarantee that all school districts will
have adequate resources. School spending will exceed foundation
budgets in the final two years, 1999 and 2000, but in some cases
where a municipality sends students to multiple districts (e.g., a local
elementary school and a regional high school), support for one of the
districts may not reach foundation under the law unless the munici-
pality makes a change in present patterns of school support. The gap
between foundation and spending attributable to local allocation of
spending is projected to be $24 million in the year 2000.

The finance plan’s provision that local support for schools can be
reduced by the amount of excess debt is the other principal reason
that some districts may not reach their foundation levels of school
support. Altogether, in the year 2000, the Department estimates that
excess debt could cause a gap of $29 million between foundation and
actual spending.’

The Outlook: 1997-2000

Another $lO million of the projected gap in the year 2000 is explained by what the Depart
ment of Education believes is an error in the school finance law which (hey hope will be cor
reeled by legislative action.
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These projections assume local spending at the minimum level
required by the law and that all districts with excess debt take advan-
tage of the allowance to reduce their support for schools. In fact, in
this school budget year (1996) only a third of eligible districts are
claiming any of their excess debt allowance and approximately half of
all districts are budgeting more of their own funds for schools than
the finance plan requires. Budgeted local support this year exceeds
the requirement by $l7O million. To the extent that this pattern con-
tinues, spending below foundation levels will be less than the Depart-
ment projects and could disappear entirely except where attributable
to allocation of funds among school districts by a municipality.

Salaries

Critics of the Education Reform Act and its major long term commit-
ment of state funds have suggested that the new education dollars will
not buy improvements in schools and in public education but
will instead be consumed by pay raises for teachers. However, what
evidence is available does not seem to support that view.
While total spending for salaries went up, staffing data for 1992-1994
indicate that new funds allowed the hiring of a substantial number of
new teachers. Because of the new hires, average salaries in 1994 showed
little increase. (New teachers entering at starting rates bring down the
average.) The two charts numbers 3 and 4 show the teaching staff
and average salaries with school districts grouped by decile according to
rank above and below foundation levels of spending in 1994. It is clear
that school districts with the least resources and the biggest increases in
state support (deciles 6-10) were able to hire more teachers and increase
average salaries. Schools spending more than their foundation budgets
(deciles 1-3) saw average teachers salaries decline slightly, perhaps as
new staff replaced retiring teachers.

Table 3: Teaching staff and average salaries: State totals

# of Teachers Average Salary % change Avg.
teachers Sal.

1993 53,845 $37,825 j
1993 j 54.299

__

”

$38,681
_

. 1.0 j 2.3
1994 I 57,146

~~

$39,012 f 5.2 I 1.0
‘ . I
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Current statewide data on teacher contract awards have not been
available until this year when the Department of Education began col-
lecting salary schedules as a part of its annual Schedule 19 report for
1995. These returns were not complete in time for the Commission’s

report. However, a quick analysis of data for 204 school districts finds
the median increase in starting salary between 1993 and 1995 was
6.52 percent or 3.26 percent per year. It should be understood that this
average 3.26 percent increase does not represent salary awards for
new contracts negotiated during those two years. Rather it is the
increase in starting salaries in effect in 1993 and in 1995 in all 204
districts.

Mass Insight, a public issues research group, recently interviewed a
group of professional negotiators who represent school committees or
teachers unions. They or their firms negotiate contracts in some 80
districts across Massachusetts. This group reported that settlements
over the last two years have awarded salary increases of 9 to 10 per-
cent over three years, or average annual increases of 2-4 percent.
These, they say, are increases similar to those negotiated in the years
preceding the adoption of school reform.

This summer, the Commission surveyed school superintendents in dis-
tricts whose spending is below foundation, seeking information on
how new education funds had been used to implement the goals of the
reform plan.4 Although the number of responses was disappointing,
the reports of contract awards confirm those cited by the professionals
interviewed by Mass Insight. Salary increases averaged 3 percent a
year. The largest raises were reported by two districts both of which
granted a three year increase of 12 percent, or 4 percent a year.

The evidence of preliminary data from the Department of Education
and these two surveys suggests that teachers’ pay increases granted
since the new finance plan was adopted have not departed from the
patterns characteristic of the period prior to reform, and have not sig-
nificantly exceeded the recent rate of inflation.

4 See Appendix A for a summary of responses to the Commission’s survey
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The school finance plan’s goal is to guarantee every school enough
money to provide an adequate school program. The plan defines that
goal of adequate resources by building a Foundation Budget a
budget that makes assumptions about all aspects of a school program.
The assumptions were developed by state policy makers and educa-
tors and reflect generally accepted standards for pupil-teacher ratios,
professional staffing, administration, maintenance of facilities, and
other programs such as athletics, health services and non-academic
activities. The budget also includes funding allocations for activities
or programs that its designers believed deserved a high priority if the
goals of the school reform plan are to be achieved. These include an
emphasis on professional development, expanded services for chil-
dren at risk (defined as children from poor families), greater invest-
ment in books and equipment for the classroom, and improved
maintenance of the school plant.

The foundation budget is calculated for each school district to reflect
the characteristics of its particular enrollment. The age mix of the stu-
dents, the numbers of children in bilingual classes, numbers of chil-
dren from low income families, and enrollment in vocational
programs all affect the district’s financial needs. 5 Because these calcu-
lations, made each year, are based on the numbers and types of stu-
dents in each district, the foundation budgets vary widely across the
Commonwealth. For example, a district with large numbers of chil-
dren from poor families, with many non-English speaking children,
and with more high school aged children will have a significantly
higher foundation budget than a school system without these charac-
teristics. Thus urban systems, with larger proportions of high cost stu-
dents, will have higher foundation budgets than school systems in
suburban or rural areas: for example, next year’s per pupil foundation
budgets are $7,476 for Holyoke, $7,139 for Boston, $6,100 for
Newton, $5,649 for Wellesley and $5,578 for Shutesbury. Similarly, a
single district’s foundation budget will change over time as its school
population changes either in absolute numbers as enrollments grow

Foundation Budget

Appendix B outlines the many assumptions made by the Foundation budget
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or decline or as the characteristics of the enrollment change. (For
example, a district with a stable school population could see its foun-
dation budget increase as children move from lower cost elementary
grades to high school where costs are higher.)
The foundation budget for each community quantifies the financial
resources that should be available to ensure that its schools are able to
meet the educational goals of the reform plan. Although all districts
are ultimately expected to provide funding at foundation levels, they
are free to budget those dollars as they choose. Nevertheless, the allo-
cations in the foundation plan represent expert views on good bud-
geting; it is appropriate to look at how actual school budgets compare
with the foundation budget in each district.
The Department of Education has revised its school financial reports
to conform more closely to the foundation budget categories. Thus for
the first time it is possible to compare each school district’s perfor-
mance to its state-defined foundation. The commission has looked at
two years of data: for 1994 and preliminary, unaudited spending
reports for 1995. Chart 5 illustrates the variance for the state as a
whole between actual and foundation recommended resource alloca-
tions. The state totals in chart 6, as well as the 18 smaller charts con-
tained in the appendix (Charts 6A-6R) showing spending and
foundation budgets for districts ranked, by decile, in order of
spending in relation to foundation in 19946

, reveal a similar pattern.
In all districts except the 10 percent with the least resources, spending
for salaries for teachers, assistants, clerical and custodial employees
is consistently above levels recommended by the foundation budget.
In only two personnel categories support staff and central office
is the spending pattern reversed. Districts, regardless of their
resources, do not employ the number of support staff guidance
counselors, librarians, social workers and other specialists envi-
sioned by their foundation budgets. However, staffing reports from the
Department of Education show modest growth in the numbers of these
personnel since state aid began to increase in 1994. The architects of

6 Districts in the first decile had the highest spending levels per pupil; those in the tenth were
furthest from their foundation budgets. Note that Boston falls in the fifth decile and explains
the high spending levels in that decile.
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the model budget acknowledge that their calculation for central office
spending does not fit districts of all sizes. Thus the pattern of under-
spending for these costs shown in the chart is probably attributable to
differences in district size and the shortcomings of the foundation
budget spending allocation.

Schools fall far short of the foundation expectations in several of the
categories the architects of educational reform saw as critical to the
success of the plan: expanded programs, professional development,
books and equipment, and extraordinary maintenance.

It is, however, encouraging to see some slight progress in 1995 as
schools invest more money in professional development for their
teachers and in textbooks and classroom equipment such as com-
puters. This record is confirmed by the results of the responses to the
Commission’s survey of superintendents as well as by the Mass
Insight report on collective bargaining. Schools are devoting more
time to training for teachers as they anticipate the new curricula and
other state standards called for by the Education Reform law. Con-
tracts call for more days on the job for training; budgets are reflecting
the costs of workshops and other professional development activities.
The commission’s small survey included a number of instances where
schools have replaced textbooks and made more computers available
in the classroom or in computer labs.

Our analysis of the details of spending and foundation budget cate-
gories highlights several problems with the model budget and
spending reports. The failure of the central office allocation to fit dis-
tricts of varying size has been mentioned above. In another example,
spending for benefits exceeds the foundation allocation in all districts
except, for 1995, those furthest from their spending goal. However,
these reports are distorted to some unknown degree by the inconsis-
tent treatment of retired teachers health insurance. Districts or munici-
palities spend $65 million for these insurance costs (although about a
third of these costs are not included calculations of required school
spending). However, no allowance is made for these benefits in the
foundation allocation for benefits.

It is possible that the spending data may understate actual perfor-
mance in some areas for some districts. The Department’s recent revi-
sions of its Schedule 19 annual report establish new budget categories
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such as expanded programs and extraordinary maintenance. Expanded
programs include those for preschool children, particularly programs
designed for children from low income families, and after school pro-
grams. Some spending for these activities may be reported elsewhere
in salary accounts, for example, or even as miscellaneous expenses.
As schools become more familiar with the new reports, some realloca-
tion may occur.

Massachusetts has more of its children in special education programs
than any other state. In the most recent year for which national data
are available, 11.5 percent of Massachusetts children between the ages
of 3 and 21 were enrolled in these programs, compared with eight per-
cent for the nation as a whole. Massachusetts special education enroll-
ments exceed the US average by 44 percent. The designers of the
foundation budget adopted specific policies concerning staffing for
special education and tuition for out-of-school placements that set
foundation budgets for these programs at levels below current
spending. The idea, of course, is to provide resources for special edu-
cation activities that more closely parallel national norms and to
encourage schools to rethink their special ed programs. The general
pattern of spending well above foundation for teaching and assistant
staff, where special education personnel are reported, as well as for
special education tuition, suggests that districts have a long way to go
toward the lower targets set by the school finance plan.

Recommendation: The Commission has heard from many about the
pressures that special education costs place on school budgets.
A proposal to redesign the program which could have curbed costs
was not accepted by the General Court during the 1995 legislative
session. This resistance to change suggests that the special educa-
tion goals of the foundation budget are unlikely to be reached and
that these costs will continue to consume dollars needed to meet
other foundation budget priorities. The commission urges the Legisla-
ture to continue to review current definitions in place in Massachu-
setts law and to consider program options.

The new data on actual and foundation budgets are a valuable tool for
evaluating any school district’s present patterns of resource allocation.
They should inform all the parties who participate in local budget
decisions and enable them to consider the extent to which they can or
wish to alter their schools’ programs. For example, the school which
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substantially exceeds its foundation budget for custodial and mainte-
nance services has a tool provided by these reports to evaluate those
services and decide if the standards set by the foundation can or
cannot provide for a clean, safe and accessible school plant.

Recommendation: The Department of Education should make their
comparisons of actual spending and foundation budgets available
to a wide audience each year. That audience should include school
budgeting offices, school committees and school councils, parent-
teacher organizations, municipal budget authorities including
financial officers, selectmen and finance committees, mayors and
city councils. Reports should also be available to the public,
directly and through the media. The commission believes the infor-
mation these reports offer can have a positive impact on school
funding decisions. It can provide a standard by which to judge
local schools’ financial decisions as they relate to funding policies
incorporated in the Education Reform plan. The annual report
should be available in December each year in time to affect local
budget deliberations. The commission is pleased that the Depart-
ment has provided school districts with their 1994 spending/foun-
dation data. The full report for 1995 for all schools should be made
available without delay.

The school finance plan provides that the resources available for
schools will account for changes in enrollment. School district enroll-
ments are key to the calculation of each district’s foundation budget.
Under present law, the basis for the calculation is the enrollment in
the school district reported as of October each year. This count of
children resident in the district and attending district schools or
schools for which the district pays the child’s tuition is used to deter-
mine foundation enrollment, which assigns different weights to chil-
dren according to grade level, economic and bilingual status, and
enrollment in vocational programs. The foundation enrollment deter-
mines the foundation budget and the amount of state aid for the next
budget year. Thus each year’s state aid is based on actual enrollments
in the prior year. Patterns of growth in school population vary dramat-
ically within the Commonwealth. In 1994, total enrollment in the

Enrollment
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state increased 1.8 percent, but 75 municipalities saw growth of more
than five percent and 20 had one year increases of more than 10 per-
cent. Representatives of some of these communities experiencing
rapid growth have recommended that projected enrollment be substi-
tuted for the prior year’s actual population so that aid will more
promptly track change. However, the use of an estimate invites a fur-
ther complication in an already complex plan: ifactual students do not
match the estimated number on which aid is based, is a subsequent
adjustment necessary to adjust aid up or down? For below foundation
districts which are experiencing higher than average growth, regular
increases in aid reflecting past enrollment growth as well as aid to
close the foundation gap help to mitigate the impact of a year’s new
students. The more serious problem occurs in high growth communi-
ties whose school support exceeds foundation levels: neither the
normal growth in local support nor minimum aid provide sufficient
funds to maintain spending levels. Nor would the use of a higher
enrollment number substantially address the shortfall in these districts
which are only eligible for minimum aid of $25 per student.

Recommendation: High and sustained enrollment growth, defined
as at least two years in a row of growth in excess of four percent
per year, should be considered among the eligibility criteria for any
special relief funds provided to deal with extraordinary educational
circumstances. For instance, the FY ’96 state budget contains a
reserve of $4.5 million to be administered by the Department of
Education to “meet unanticipated or extraordinary increases in the
minimum required local contribution of a municipality... in con-
junction with unanticipated or extraordinary decreases in cherry
sheet aid...”. The Commission urges the Legislature and the Depart-
ment to consider the effects of extraordinary enrollment growth
among other factors when determining eligibility for special relief
funds provided in the future.

Enrollment projections are important to the reliable projection of the
cost of the school finance plan. These estimates allow policy makers
to know if state funds allocated through the year 2000 are adequate to
ensure that the goal of the Foundation Budget is met, as well as to
identify any excess funds which may be available for adjustments in
some part of the present plan. For some years now, the Department of
Education has not made enrollment projections using the cohort survival
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method, the generally accepted statistical method for projecting
enrollments. Foundation enrollments are projected using historical
averages.

Now, however, the Massachusetts Institute for Social and Economic
Research (MISER) has made detailed school enrollment projections
by city and town. These projections confirm that total enrollments
will increase modestly no more than an average of two percent a
year through the end of the century. The current decline in births will
begin to slow the rate of increase in school population in 1997; by
1999 it will be only 1.6 percent, according to MISER’s estimates, less
than one percent under state-wide estimates using the cohort-survival
method from the Division of Local Services (See Table 4). Both pro-
jections suggest slower growth than current estimates of foundation
enrollments. While no set of projections can promise absolute accu-
racy, a difference of just .001 percent (860 students in 1996) means a
$5 million difference in the foundation budget goal.
The MISER projections cannot be directly substituted for present esti-
mates of foundation enrollments. Enrollments must be allocated to
regional districts and methodology developed to include forecasts of
bilingual and low income students. MISER has indicated that this
additional work could be done at modest cost less than $5OOO to
allow district projections of foundation enrollment. In the alternative,
the Department of Education could develop its own projections using
the data now available at no charge from MISER.

Foundation % increase Total enrollment Est. %

Enrollment* increase:
DLS MISER

1993 809,496 [
1994 820,455 [ 1.4
1995 836,475 2.0 2.3 2.5
1996 860,308 2.8 2.3 2.5
1997 873,667 1.6 1.8 2.0
1998 888,045 1.6 1.4 1.8
1999 902,981 1.7 1.0 I 1.6
2000 918,485 1.7 N.A. N.A.
�1993-1996 used to calculate Foundation Budget; 1997-2000 est, hy Dept, of F.ducation
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Recommendation: The Department of Education should be respon-
sible for securing projections of foundation enrollments and use
those projections in estimating out-year costs of the school finance
plan. The Commission recommends a small one-time cost rather
than a dedication of DOE resources to generate projections in-
house. MISER’s projections of school enrollments, without adjust-
ments to accommodate the foundation budget, should be made
available to all districts until MISER’s data base is readily available
at local sites.

The Foundation Budget establishes a generous allowance for “extraor-
dinary maintenance”, in addition to an allocation for ordinary mainte-
nance of plant. It allocates $2200 per teaching and support staff
member for items such as boiler replacement, new windows, leaky
roofs and other major repairs. The idea, of course, is to provide ade-
quately for school facilities and permit a safe environment that is
friendly to learning. It also acknowledges that this is a kind of expen-
diture that is too easily deferred. That deferral can result in a deterio-
ration of facilities and ultimately higher costs for rehabilitation or
even replacement.
In 1994, this extraordinary maintenance allotment for all school
districts was $141.5 million. In that year schools spent just $10.3
million for these purposes, less than ten percent of what the founda-
tion budget framers determined to be appropriate. There are many rea-
sons for this meager level of spending. Schools, like other local
government activities, underwent severe spending cuts during the
period of the state’s fiscal crisis and when aid began to increase put a
high priority on restoration of staff and programs that had been cur-
tailed. Districts where resources are below foundation levels undoubt-
edly allocate new funds to educational needs before they look to
improvements to or repair of their physical plant. They have con-
tinued to defer maintenance except, presumably, where absolutely
essential to keep school open.
However, in establishing regulations under the new foundation
budget, the Board of Education set a $25,000 limit per project, per

Extraordinary Maintenance
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school on the cost of projects that fall within this category, thereby
excluding nearly all truly “major” maintenance and repairs. So long
as this rule remains in place there can be little on-going repair or
upgrading of school facilities as a part of the regular school budget.
This part of the Education Reform plan, whose cost was included in
the finance provisions, cannot possibly be implemented under these
circumstances. The Board’s action was driven by a concern that
municipalities would force their school departments to pay for capital
costs that would otherwise be bonded and so not included in the
school budget. They foresaw a transfer of a burden to the schools that
had heretofore been funded separately, even outside the local tax limit
through a debt exclusion. If there was no deferred maintenance in the
schools in Massachusetts if local governments preferred to incur
the higher cost of borrowing to finance maintenance of the school
plant and conscientiously did so this regulation might present no
difficulty. In such a situation, the extraordinary maintenance allot-
ment in the Foundation Budget could be reduced to a fraction of its
present level, the foundation gap could be reduced and, of course, the
state’s commitment to fill that gap would be eased.

The Foundation Budget Review Commission prefers a different out-
come, The Commission endorses the goal of the school reform plan
that well maintained facilities are important to school performance and
an integral part of the school system envisioned for the next century.
It is appropriate for schools to plan and budget for maintenance of
their capital plant. Clearly, the resources the state has committed
expect and provide for school-financed facility maintenance.

Recommendation: The Board should revise its rule. The original
recommendation by the Department to the Board set a
$lOO,OOO per project limit on eligible “extraordinary maintenance”
spending. The Commission suggests that, instead of a dollar per
project limit, the Department encourage school districts to develop
long range maintenance plans that allocate funds annually. These
maintenance plans should be coordinated with the municipal cap-
ital planning process. Deferred maintenance is all too common in
many schools. The present regulations discourage any remediation
of the problem.
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The municipal revenue growth factor is an estimate, made by the
Division of Local Services, of the rate at which local revenues in each
city and town will increase each year. It is used to determine the
amount local governments must contribute to support their schools in
the coming year. In the first year of the plan, the school finance plan
calculated a “gross standard of effort” for each municipality. 7 That
“gross standard of effort” sets a limit on the amount a community can
be required to contribute to school support. In each subsequent year it
is adjusted by the community’s municipal revenue growth factor.
Every city or town whose local revenue for schools is less than its
standard of effort must increase its effort by its growth factor.
NOTE: This reliance on effort as measured at a single point in time
using property wealth as it existed in 1992 and personal income in
1989 should be reconsidered at some time in the future. No locality’s
wealth is static; changes in intra-state economic activity, development
and population over time will have substantial impact on intrastate
relationships. The standard of effort should be recalculated at inter-
vals. If new personal income data from the U.S. Census Bureau are
considered crucial to the calculation, then a new determination will be
possible only once in ten years.
The calculation of the growth factor is fairly straightforward and
includes three sources of revenue: property taxes, state general rev-
enue sharing and local receipts (unrestricted own source revenues). In
making these estimates, the Division of Local Services follows the
same practice applied to the setting and approval of local tax rates.
Property taxes are assumed to increase by the 2.5 percent allowed by
the levy limit and by new growth (estimated at an average historical
rate). State revenues change at the rate estimated on the current year’s
cherry sheet according to the finance plan, but annual state budget
sections have suspended this provision; the year’s increase in revenue

Municipal Revenue Growth Factor

The gross standard of effort is an amount calculated by applying a uniform tax rate of $9.40
applied to the equalized valuation of the city or town as adjusted by the ratio of its per capita
personal income to the slate average per capita income. This adjustment for income is made
to account for differences in ability to pay taxes; e.g.. municipalities where wealth as mea-
sured by income is below average are assumed to be unable to make as great contribution to
school support as higher income places.
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sharing aid (the lottery distribution) has not been included in the
growth factor until 1996 when $3B million of the $5O million in new
lottery funds is counted. 8 Finally, the estimate of local receipts is
based on the rate of change between actual receipts two years previ-
ously and the estimated receipts for the prior year (excluding any one-
time increases or decreases). This estimate, used for setting the tax
rate, is deliberately conservative to ensure that estimates of revenue
are adequate to meet approved local expenditures. It tends to under-
state actual collections. Chart 7 compares, for the 144 municipalities
which have set 1996 tax rates, actual collections in the prior year with
the current year’s estimates of local receipts and confirms the conser-
vative bias of budget estimates.
The Division of Local Services has tested two alternative methods for
estimating changes in local receipts to determine if either offers a more
accurate predictor than the present measure. For those municipalities
which have set 1996 tax rates, it has compared the actual change in
local receipts in 1995 with (1) the rate of change used in the 1995
growth factor (actual 1993 receipts to 1994 budgeted receipts), (2) the
rate of change between actual 1992 and 1993 receipts, and (3) the rate
of change between budgeted 1993 and 1994 receipts. The analysis
shows that the present method under-estimated actual 1995 growth in
local revenues by an average of one percent. It further demonstrates
that alternatives (2) and (3) more accurately predict actual experience
than the present practice which mixes actual collections with estimates. 1'
Chart 8 illustrates the results of the Division’s study.

Use of actual or budgeted local revenues rather than mixing actual
and budget in the calculation of local effort would result in municipal
revenue growth factors requiring a modest increase in local support
for schools. However, for the vast majority of municipalities in the
sample (120 of 144 cities and towns when budget estimates are used),
either alternative continues to underestimate actual performance of
local receipts and so continues the conservative bias of the present
calculation.

8 A section of the budget declares the Legislature’s intent to include new lottery funds in the
calculation in future years (1995, c.38, 5,264).

9 See appendix C which compares actual 1995 rate of change in local receipts with the three
methods of estimating change for the 144 municipalities in the DLS analysis.
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For several reasons, the alternative method using two prior years’
budgeted local receipts is preferable to calculations based on actual
collections. First, it uses more current information; calculations based
on actual receipts reach back to a base year three years prior to the
year for which growth is being estimated. Perhaps most persuasive, it
accepts the conservative bias of local revenue estimates and reflects
budgeted spending in each city and town.

Recommendation: The Commission believes the current practice
followed by the Division of Local Services in calculating changes
in local support for schools should be revised. Instead of relying on
actual collections in a prior year and estimated receipts for the most
recent year, budgeted receipts for both years should be substituted
in the calculation of the municipal revenue growth factor. This
change, which the Commission believes requires a change in law,
would make the calculation of the local contribution to schools a
more accurate one. It would however, result in significant changes
in a number of communities' growth factor. The Commission there-
fore recommends that communities be notified of the change in
methodology well in advance of its implementation date so they
have time to adjust their budgets accordingly. Consideration should
be also be given to phasing this change in over time, perhaps
two years.

This change offers the further advantage of relieving one current
source of friction between municipal and school officials. Some
school supporters have charged that local budget makers deliber-
ately manipulate revenue estimates to reduce their obligation for
schools. Municipal officials counter that conservative revenue esti-
mates are an important component of sound budgeting. The com-
mission's recommendation endorses this policy of cautious
forecasting in developing spending plans and also expects that the
use of estimates for both years will eliminate this source of unnec-
essary friction.

The school finance plan allows cities and towns with high levels of
debt for school buildings to deduct some of the annual cost of that
debt service from the amount they are required to contribute to the

Excess Debt
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operating costs of their schools. This provision, not a part of the orig-
inal Education Reform proposal,"’ was added to address concerns in a
few communities whose support for schools was below what their
foundation budgets deemed adequate and whose effort to support
those schools fell short of the standard of effort set by the law even
though their resources were well above average.

These low spending, low effort communities were too resource rich to
qualify for overburden aid to help them meet the higher levels of sup-
port the school finance plan required. But the excess debt allowance,
intended to ease the burden for a handful of towns, now applies to
170 cities and towns whose school spending is below foundation or
who belong to below-foundation regional districts. It is available to
any community regardless of their circumstances or levels of schools
support and effort. (Cities and towns qualifying for overburden aid to
meet a part of their required local effort are also able to further reduce
that effort by their excess debt.) In total, for all qualifying cities and
towns above and below foundation, it reduces required local support
for schools by $35 million in 1996.

Excess debt is defined as the amount by which a municipality’s
school debt per pupil, net of state school building assistance pay-
ments, exceeds the state average per pupil cost (also net of state
school building assistance payments), currently $95 per pupil. The
Department of Education makes the calculations, using school debt
payments reported by schools and state school building aid from
annual Cherry Sheets." In its reports to cities and towns, the total
amount of excess debt is deducted from the city or town’s required
preliminary contribution, but not separately reported. The total avail-
able excess debt - $35 million - seems a modest amount in light of
total school spending of $5 billion. Indeed, the resulting reduction in
required local spending is only about one percent of the $3.14 billion
local governments must spend to support their schools. However, in
some municipalities, excess debt allows a sharp reduction in local
school support. An extreme example is the town of Wellfleet, where

'0 Construction costs are not a part of the foundation budget. Instead, the state provide
specific program of School Building Assistance, reimbursing 50 to 95 percent of appro
project costs.
For the 1996 year, the state average is based on 1995 data; municipal numbers are for 1996
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excess debt allows a reduction in the school budget of more than
20 percent. (In 1996, however, Wellfleet has not claimed the entire
amount of its debt allowance.) School budget reductions of 10 percent
or more because of excess debt are possible in a number of other
towns.

While excess debt allows local governments and school districts to
reduce their school budgets by $35 million, only a third of the 100
districts which qualify for the deduction now take advantage of it. In
1996 these 32 districts have reduced spending by some $9 million.

Currently, the Department of Education calculates excess debt and
deducts the amount, if any, from the preliminary local contribution it
reports to each school district. It is possible, as some argue, that the
minimum contribution as reduced by allowable excess debt is auto-
matically accepted by local budget makers as the maximum level of
school support. Identification of the amount of excess debt would
encourage debate locally about exercising the option of reducing local
spending for the operation of schools to include capital costs.

• Recommendation: The amount of allowable excess debt should be
identified in the data reported to school districts by the Department
of Education. Legislation should be adopted to provide that local
use of the excess debt allowance requires affirmative action by the
appropriating authority.

Some of the extraordinary excess debt allowances occur because
towns are able to deduct the full amount of school debt service if they
are not yet receiving state school building assistance for the project.
Yet when the state begins making payments, none of the state funds
are included in calculating the town’s contribution to school support.
This is the situation that the Mass. Business Alliance for Education
identifies as “double dipping”. Local governments are allowed to
deduct above average debt payments from the school budget but are
not required to credit state payments when received on account of
those costs to schools. There are undoubtedly instances where excess
debt is deducted from school operating expenses where no “excess”
would exist if the debt cost accounted for state assistance.

Recommendation: The Department of Education should calculate
the school building assistance for which the project is eligible and
determine “net school debt” for all municipalities eligible for an
excess debt allowance, whether or not state payments have begun.
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History suggests that there is no risk that state funds will not be
available for the project. The Department notes that no approved
building project has ever failed to receive state support in the
nearly 50-year history of the School Building Assistance program.

The principal goal of the school finance plan is to bring all schools to
adequate funding levels. Nearly all state assistance is directed to that
end. While local governments whose funding is below foundation are
expected to increase their own support of schools (unless their effort
is exceptionally high), the state helps poor districts meet their min-
imum contribution with overburden aid and has modified the original
local spending requirement by basing annual increases on required
spending in 1993. As a result, local spending required by the plan
increases by 18.8 percent over the seven years to the year 2000, just
2.7 percent per year. (In contrast, state school support more than dou-
bles over the same period.) When schools whose resources are inade-
quate reduce their local spending by the allowance for excess debt,
there is no offset to those lost school resources. In such districts the
gap between school budgets and their foundation budgets may not be
closed by the year 2000.

Recommendation: The excess debt allowance should be phased out
over the next three years for school districts whose school spending
is below their foundation budgets. Legislation should be adopted to
guarantee that, by the year 2000, no below-foundation districts
should be eligible for an excess debt allowance.

The school finance plan aims to provide all schools with adequate
resources (the foundation budget) for an adequate school program. In
defining those resources, the plan disregards costs for school trans-
portation services and for capital costs of school facilities. These are
activities aided under separate programs of state assistance and are
also costs which cannot be uniformly predicted by a model operating
budget. Transportation services depend on the geography of the
school district; capital costs are appropriately considered as a part of a
capital budget. Thus, the finance law defines required annual
spending levels for each school district that exclude any expense for
transportation of pupils or interest and principal on debt payments.
Municipalities must meet these state-defined school spending targets.

Segregation of School Appropriations
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Current practice allows a school district which has received an appro-
priation that complies with the state defined spending requirement and
also includes funds for transportation and/or debt to transfer funds
from its operating budget to pay for non-operating costs. Such transfers
can cause the operating budget to fall into non-compliance with the
finance plan. The consequences of such actions are incurred by the
municipality which will face state-imposed penalties on account of a
spending shortfall which it did not intend. The remedy is readily avail-
able; costs that are not included in the state-required operating budget
can be appropriated separately. Shortfalls in accounts such as transporta-
tion services, if they occur, can be resolved by school and municipal
officials according to routine procedures. Separate appropriations for the
school operating budget, transportation and capital outlays conform to
long established practice, endorsed by case law, dating from the days
when schools had fiscal autonomy under state statute, 12

Recommendation: Any city or town wishing to segregate annual
school appropriations for operating from non-operating purposes in
order to ensure that it complies with the spending mandates of the
school finance plan should be free to do so. The Commission
believes that, wherever possible, causes of friction between school
and municipal interests should be eliminated. Segregation of appro-
priations can remove one such cause of friction by avoiding viola-
tions of the school finance law never intended by appropriating
authorities. Disputes over costs for transportation and/or capital
costs should be addressed directly. Schools should not be able to
force higher appropriations for any purpose by transferring funds
intended to meet the state school spending requirement to other
programs or services.

There is no uniform treatment of health benefits for retired teachers.
Some municipalities and school systems pay as much as 90 percent of
health coverage for their retirees; others pay a smaller percentage and
some make no contribution at all. Some municipalities include their
costs for this health insurance in the municipal budget, others as a part

Health Benefits for Retired Teachers

12 This law was repealed by the voters in 1982 as a part of Proposition 2
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of the school budget. When the school finance law established min-
imum requirements for local school spending, local treatment of this
expense became a controversial issue.
The foundation budget does not include an allowance in its estimates
of benefits for retirees’ health coverage. Since the share of these costs
that communities are contractually obligated to pay varies so widely,
no single assumption in the model budget could match actual costs.
Under these circumstances, the Department of Education adopted reg-
ulations which excluded retirees health benefits from the calculation
of net school spending and minimum local contribution. But this reg-
ulation was suspended in the face of protests from municipalities who
customarily assigned these costs to their schools as well as some who
were eager to maximize spending which counted toward their min-
imum contribution to schools.

As a result of the suspension of the DOE regulation, municipalities have
been allowed to include the cost of retirees’ health benefits in school
budgets if they wish. Currently, 192 of the 350 school districts choose to
include these costs; 158 do not. In 1996, municipalities and school dis-
tricts will spend $65.4 million dollars for health coverage for retired
teachers; $44.5 million is included in net school spending; $20.9 million
is not. Expenditures for health benefits counted as school spending
have declined in each of the three years: from $51,5 million in 1994
to $44.5 million this year.

Unless legislation is adopted that directs otherwise, the Department
plans to implement its original regulation next year. Retirees’ health
benefits will not be included in the school spending requirement. For
municipalities which now include these costs in their school budgets,
net school spending and minimum contributions will be recalculated.

Recommendation: The Department of Education should proceed
with its proposed regulation which excludes the cost of retired
teachers health benefits from the definitions of school spending and
minimum local contribution. The foundation budget does not
include these costs and cannot be adjusted to accommodate the
variations in present contractual obligations. Uniform definitions of
spending requirements are important to the integrity of the school
finance plan. Furthermore, decisions to include additional costs in
school spending have perverse outcomes on state assistance and
school spending. Below foundation municipalities which choose to
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increase their local contributions to schools by including these
health benefits sacrifice future state aid to the extent that higher
local contributions reduce their foundation gaps. Above foundation
districts which choose to include these insurance costs increase
their school budgets and so increase the base to which their munic-
ipal revenue growth factor applies.

Over the year since its organization, the Commission has identified
several problems with the workings of the school finance law that are
not addressed in this first report. These are the issues that the commis-
sion expects to turn to in the new year. At the top of the list is the
issue of regional school assessments a topic of study and revision
since the school finance law was adopted. The problem remains unre-
solved and discussions continue to be contentious. No generally
acceptable remedy has been presented to the commission. We will
examine alternative proposals in the next months.

Second, staff from the Department of Education and the Division of
Local Services have identified a number of areas where both state and
local administrative and management improvements should be pos-
sible. Work on these recommendations fell victim to pressures to
develop and then plan for implementation of the statewide reorganiza-
tion plan. The Commission believes there are proposals of real merit
to be considered and looks forward to addressing management and
administrative issues.

This first report identifies potential problems in some elements of the
school finance law for which no remedies are proposed at this time.
First is the growing reliance of low effort school districts on over-
burden aid which suggests that the plan’s goal of more equal local
support for schools will not be achieved. Next is the collapse toward
average spending levels in districts with a record of above foundation
spending. Minimum aid together with municipal revenue growth as
constrained by the local tax limit is clearly inadequate to maintain the
spending edge once enjoyed by many of these schools.
The commission has also identified at least two categories in the founda-
tion budget which do not and may never model actual experience. In one

The Commission’s Agenda: 1996-1997
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case, central office staff, it seems clear that the foundation budget allo-
cation is flawed and does not correctly capture all districts’ circum-
stances. In the other, special education, the policies incorporated into
the foundation budget are unlikely to be achieved unless there are
changes in local practices as well as in state law and regulation. The
commission will continue to monitor these issues and consider
changes in present law if funds already authorized for school reform
are adequate to support such changes.

The record to date shows dramatic under-investment across the Com-
monwealth in programs and services the architects of school reform
identify as essential to the success of their plan: professional develop-
ment, expanded programs, books and equipment and major mainte-
nance of school facilities. The finance law does not mandate
investment in these activities although the model budget provides sig-
nificant funding allocations for each. The Commission will continue
to look for spending increases in these four areas. If these fail to
occur, it will consider legislation mandating local allocation of more
resources.
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The Commission noted concerns, expressed by key legislative staffers,
that the lack of “good news” about progress toward better schools
could jeopardize future state funding. In an effort to identify examples
that could qualify as evidence of improvement, the Commission this
summer asked school superintendents in districts whose spending is
below foundation the target of nearly all of the new aid to tell
us how the new funds had been used to achieve the educational goals
of the school reform plan. We wanted to look more closely at school
systems where changes are underway that are consistent with
those goals.

Questionnaires went to approximately 180 superintendents. Total
response was disappointing: only 19 replies have been received, just
ten percent of our universe. However, the districts represent a reason-
ably good cross section of school districts larger cities, medium
and small towns, as well as two regional vocational districts.
Most have added professional staff. While some superintendents cite
enrollment growth as a reason, a significant number of professional
specialists have been hired: librarians, art and music teachers, guid-
ance counselors, social workers. In a number of replies, superinten-
dents note that new staff have filled vacancies resulting from the years
of spending cuts.

Eleven replies included contract awards for teachers: for the group,
annual pay raises average three percent. The largest increases
occurred in two districts where three year contracts granted a total
increase of 12 percent, averaging four percent per year.

We asked if the most recent contract had included terms that could be
considered to advance the goals of the reform plan. Additional time
on the job was the principal change reported. In four districts (Ames-
bury, Leicester, Taunton and Wareham) there were significant
increases in time for professional development, as many as five days a

Appendix A
Foundation Budget Review Commission

Uses of New Support for Schools:
Responses from School Superintendents
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year. Taunton eliminated eight release days to allow increased instruc-
tional time for students. Uxbridge reported a 13 percent increase in
time on the job for ail school employees to enable schools to stay
open for extended hours as well as extended days. Chelsea increased
the length of the school day and added time for teacher preparation.
Taunton negotiated a performance pay system for all administrators.

All of the schools where time for professional development increased
as a part of new contracts reported new spending for teacher training
as did one other. Several others have higher costs for professional
development, but these are costs for payments to teachers for course
work associated with maintaining their certification.
Five superintendents reported a significant increase in spending for
books and equipment. Textbooks were replaced and computers pur-
chased. Norton’s spending for books and instructional supplies
increased in all schools after years of no new spending. In Taunton,
new curricula have been introduced in six areas of instruction and
have resulted in the acquisition of new texts and teaching supplies;
elementary school libraries have been expanded. Chelsea has new text
books for three grades and additional instructional materials for bilin-
gual and English as a second language classes. Abington equipped
computer labs at both their junior high school and high school and
made major purchases of science texts and equipment. Amesbury
equipped or updated three computer labs.
A number of responding school districts have expanded course offer-
ings, adding language classes, art and music programs, Chelsea has
substantially expanded pre-school programs. Fall River also instituted
new early childhood programs as well as afterschool tutoring and
recreational programs at the high school and one middle school.
Norton created a new early childhood program. Westford has adopted
curriculum changes and established a new health program for elemen-
tary students. Taunton adopted a new approach to early childhood
education, has trained teachers and is implementing the program in its
schools. The preschool program has also been expanded.

Spending for major maintenance, another priority of the foundation
budget, occurred in five of the responding districts. Taunton created
and equipped two new libraries and a computer lab in its schools.
Wareham improved security and fire alarm systems and created a new
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playing field. Westford rebuilt roadways and parking facilities and
replaced roofs in two schools. Norton has replaced old boilers,
removed underground oil tanks and recarpeted and tiled floors.
Abington renovated an unused building to create an early childhood
center, added libraries and multipurpose rooms in elementary schools
and repaved drives and parking areas at four schools.
One superintendent (East Bridgewater) declared that the new aid pro-
gram was, for his district, entirely inadequate and had failed to replace
even half the school aid lost during the period of budget cuts from 1990
to 1992. (New aid for the first two years of the program was $1.5 mil-
lion; 1994 school spending in the district was $lO million.)

More common was the response that new funds had been used to
restore programs or activities cut in earlier years.

The responses to our inquiry suggest of the importance of leadership
in an organization. It seems clear that many schools are embarked on
efforts to improve school programs and services. There are new
expectations for professional staff and a recognition that staff devel-
opment is essential to the success of new programs and curricula.
There is enrichment of course offerings, investment in books and
technology and special staff skills, as well as in boilers and roofs. The
districts reporting progress tend to report activity in a number of
areas. Other districts who replied to our questionnaire are not men-
tioned in the above summary; their responses reported little or no new
investment in any of the areas we identified. In some of them, new
funds have been consumed to replace services cut in earlier years or
simply to maintain existing programs.
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731996] SENATE No. 2287

Not later than July first, nineteen hundred and ninety-four, and every
three years thereafter, the governor shall appoint a foundation budget
review commission to review the way in which foundation budgets
are calculated and to make recommendations to the general eourt
regarding such changes in the formula as may be appropriate. The
commission shall consist of fifteen members and shall be broadly rep-
resentative of the racial and ethnic diversity of the commonwealth.
Members shall receive no compensation for their services but may
receive reimbursement for their reasonable expenses incurred in
carrying out their responsibilities as members of the commission. The
department shall furnish reasonable staff and other support for the
work of the commission.

It shall not constitute a violation of chapter two hundred and sixty-
eight A for any person employed by a school district in the common-
wealth to serve on this commission or to participate in the
commission deliberations that will or may have a financial impact on
the district employing such person or on the rate at which such a
person may be compensated. The commission may establish proce-
dures to ensure that such persons not participate in commission delib-
erations that may either directly affect the school districts employing
such persons or directly affect the rate at which such persons are com-
pensated.

The commission’s recommendations shall be filed with the clerks of
the senate and house of representatives, who, with the approval of the
president of the senate and the speaker of the house of representa-
tives, shall refer such recommendations to appropriate committees of
the general court. Within thirty days after such filing, the said com-
mittee shall hold a public hearing on the recommendations.

Appendix C

Foundation Budget Review Commission
Chapter 70, Section 4
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Appendix D Foundation Budget Calculation

Formula

(b) (full day kindergarten + elementary enrollment)
+ 22; PLUS

(a) .006 X (half-day kindergarten + pre-school
enrollment) PLUS

(b) ,012 X (full day kindergarten + elementary
enrollment + bilingual enrollment) PLUS

(c) .002 X (junior high enrollment) PLUS
(d) 0008 X (high school enrollment + vocational

enrollment) PLUS
fel 0125 X fin-district special education enroilmem

School staffing

Support staff lal 00725 X (half-day kindergarten + pre-school
enrollment); PLUS

Central Office : ( a ! 002 X (total foundation enrollment) PLUS

Professionals : (b ) 015 x f' n-distnct special education enrollment
tuitioned-out enrollment), PLUS

'cl .00025 X [foundation vocational enrollment
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FormulaFactor

Clerical staff 1 (a l 00275 X (half-day kindergarten + pre-school
enrollment) PLUS

(b) 0055 X (full day kindergarten + elementary
enrollment + bilingual enrollment + |umor high
enrollment + high school enrollment + vocational
enrollment) PLUS

(c) .002 X (in-distnct special education enrollment +

tuitioned-out enrollment)

Health care staff ta l °Ol X (half-day kindergarten + pre-school
enrollment) PLUS

[b] .002 X (full day kindergarten + elementary
enrollment + bilingual enrollment) PLUS

(c) .0015 X [junior high enrollment + high school
enrollment + vocational enrollment)

Custodial staff 1 * (# of teaching staff + # of support staff]

School staffing
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Salary # of staff X
Wage AdjustmentFactor X

# of Staff

Teachers

Support staff

Principals

Central Office
Professionals

Aides/
Assistants

Clerical staff

Health care staff

Custodial staff

Staffing Costs
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Formula

(a) $125 X [half-day kindergarten + pre-school
enrollment) PLUS

(b) $250 X [full day kindergarten + elementary
enrollment + bilingual enrollment + |umor high
enrollment) PLUS

[c] $4OO X [high school enrollment] PLUS
(d) $7OO X [vocational enrollment). PLUS

’e) $2OO X fin-district special education enrollment'

(a) $4,320 X [wage adjustment factor) X [# of
teaching staff + # of support staff + # of
assistants + # of principals + # of clerical staff +

# of central office professionals + # of custodial
staff + # of health care staff) PLUS

(b) $460 X (# of teaching staff + # of support staff
+ # of assistants + # of principals + # of clerical
staff + # of central office professionals + # of
custodial staff + # of health care staff) PLUS

fc) $230 X # of vocational staff

Professional 3% X [teacher foundation payroll + support staff
, . foundation payroll)development

After-school ( a ) $25 X [full day kindergarten + elementary
enrollment + bilingual enrollment); PLUS

extracurricular
[b] $35 X [junior high enrollment); PLUS
(d) $45 X [high school enrollment + vocational

enrollment

(a) $5O X (junior high enrollment); PLUSAthletics
(d) $2OO X [high school enrollment + vocational

enrollment

$3BO X (wage adjustment factor) X [low income
elementary students)

Expanded
program

$3,300 X [(# of teaching staff + # of support staff
+ (vocational enrollment + 30])

Utility &

Ordinary
Maintenance

Benefits, Supplies, Activities & Maintenance
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Extraordinary $2,200 X (# of teaching staff + # of support staff)
Maintenance

Miscellaneous ( a) $4OO X (in-distnct special education enrollment)
PLUS

(b) $75 X (total foundation enrollment) PLUS
j fc) $l,lOO X f# of clerical staff)

$13,500 X [tuitioned-out enrollment)Special
Education
Tuition

Benefits, Supplies, Activities & Maintenance
Factor Formula
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