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KIDSHRST

THECOUNCILBa nal ysi s of posea state bydges wad entitipdkeep the Promise. It
reflected the hopeful course the state had embarked on with thebudget it approved the year
beforei in 2007-08 i and asked state leaders to keep on that course.

That budget finally resolved the 14-year long Campaign for Fiscal Equity challenge to the
constitutionality of the st attiaplae asFpundatomAidof educat
formula which promised a $5.5 billion increase in general aid to schools over four years, with the

greatest aid per pupil targeted to needier districts, and with all districts guaranteed increases of at

least 3 percent per year. It also improved the simplicity, flexibility and predictability ofthe st at e 0 s
funding system.

That state budget also launched a series of timely andessential projects 1 to update state learning
standards, improve state accountability systems, and encbw the State Education Department with
the capacity to complete those assignments.

Keep the Promisechallenged state leaders to follow through on the plans they had enacted.
Despite a deteriorating state economic and fiscal climate, by and large the stae budget they
approved this year did that.

Keep the Promisehad a second meaning. Itexplained that school leaderswere being challenged
to deliver on the promise of improving resources i to help all students acquire the knowledge and
skills they will need to thrive in the world they will inherit, and do so at a cost that taxpayers can
bear.

Thi s vy e KidsOgst,alsothds @ dual meaning. Itis a request to state leaders to place the
interests of children first in their decision -making on the budget they must assemble.

Kids First also reflects a principle cited by superintendents who have led schools through past
fiscal storms i always consider first the impact on students weighing local budget options, choose
the option that is best for children.

Keeping Kids First will be a hard challenge for both state and school leaders this year. But it is
one that must be honored. Through politics and public policy, nations, states and communities
express their values and attempt build futures that r eflect their values. There is no more powerful
instrument for shaping the future than education.

The state budget for 2009-10 must keep faith with the values New York holds for its children.
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Executive Summary

School Aid
91 $700 million cut from 2008 -09 level.

1 $2.5 billion cut from level promised under current law .

1 Foundation Aid frozen for two yearsi $1.3 billion cut from promised level this year (included in above
sum).

1 UPK, High Tax Aid, Supplemental Excess Cost (Special Education) Aid also frozen
1 Reimbursement Aids (Building, BOCES, Transportation) formulas funded according to current law.
9 Most other aids also funded at current law.

9 Lump sum cut for each district through a Deficit Reduction Assessment; essentially a $1.1 billion cut in
unrestricted aid. Cuts based on local wealth, student poverty and tax effort; range between 3 and 13
percent.

1 Aid cuts jeopardize progress that districts have been making in holding down property tax increases
and improving services and results for schoolchildren.

1 Freezing Foundation Aid raises threat that a major reform in school finance will be lost.

1 Although wealthier districts would face larger percentage aid reductions, cuts tend to  be larger for poor
districts when measured as cut in total district budget, o r as percentage increase in local taxes needed
to replace state aid.

Other Cuts/Property Taxltems

1 Shift of 15 percent of Preschool Special Education @sts from state and counties to schoolsi $173 million
impact.

1 STAR property tax exemptions permitted to drop 18% 1 $109 million cut.
1 Middle Class STAR rebates eliminatedl.4 billionimpact.

1 These proposals would add to property tax pressures at a time when property tax relief is a front -
burner issue.

1 Eliminating the STAR rebates would preclude the state from redeploying the funds to support a circuit -
breaker credit i the most efficient way to target help to the most over -burdened taxpayers.

Legislation
1 Eliminate Wicks Law requirements for school construction

1 Streamline paperwork; provide more flexibility in purchasing requirements; defer state mandates to start
of next school year

fCreate new pension ATier Vo for new public empl o

1 These proposals are welcome, but more must be done to enable school leaders to manage both reduced
state revenues now, and rising local costs in the future.
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Summary of Aids Financed Through School Aid Appropriations
2008-09 and 2009-10 School Years

AID Category 2008-09 2009-10 Change Percent
I. Formula-Based Aids: (Amounts in Millions)

Foundation Aid $14,87359 51487359 S0 0.00%
Excess Cost - High Cost 412.50 464.51 52.01 12.61
Excess Cost-Private 26209 29993 3784 114.44
Reorganization (Operating Aid) 2.86 2.86 0 0
Textbooks {Incl. Lottery) 184.83 183265 -1.18 064
Computer Hardware 37.50 37.76 0.26 0.69
Computer Software 4553 A5. 77 024 053
Library Materials 190.40 19.29 -0.11 -0.57
BDCES 67279 706.09 3333 495
Special Services 196.78 203.43 6.65 3.38
Transportation {Induding Summer) 1,52555 1,618.49 9294 6.09
High Tax 204.70 204.70 0 0
Universal Prekindergarten 40123 401.23 0 0
Academic Achievement Grant 1.20 1.20 0 0
Supplemental Educational Improvement Grant 1750 17.50 4] 4]
Charter School Transitional Aid 20.28 18.41 -1.87 9.22
Full-Day Kindergarten 5.04 2.85 -255 -47.22
Academic Enhancement Aid 8.32 8.32 0 0
Supplemental Public Excess Gost 431 431 0 0
Formula Based Aids Total 18,896.36  19,113.90 217.54 1.15%
Deficit Reduction Assessment 0.00 -1,097.93 -1,09793 NA
Subtotal 18,896.36  1,8015.97 -880.39 -4.66%
EXCEL Debt Service—New York City 97.00 130.00 33.00 34.02
Building Aid/Reorganization Building 1,992.75 2,204.51 211.76 10.63
Subtotal 2,089.75 2,334.51 244.76 11.71
Total Formula Based Aids $20,986.11 $20,350.48 -$635.63 -3.03%

Il. Grant Programs and Additional Aid Categories:

EXCEL Debt Service—Rest of State $5.00 $35.00 $30.00 600.00%
Building Aid Deferred 70.38 59.05 -11.33 -16.10
Full-Day K and UPK Planning Grants 1.00 0 1 10000
Teachers of Tomorrow 25.00 25.00 0 0
Teacher Centers 40,00 0 40 -100.00
Teacher-Mentor Intern 10.00 0 -10  -100.00
Math and Scence Initiatives 10.00 0 -10  -100.00
Rochester Community Schools 2.00 0 -2 -100.00
School Health Services 13.84 13.84 0 0
Roosevelt 12.00 6.00 -6 -50.00
Urban-Suburban Transfer 255 112 -1042 -55.69
Employment Preparation Education 96.00 96.00 0 0
Homeless Pupils 923 6.48 275 -29.79
Incarcerated Youth 17.50 16.50 -1 -5.71
Bilingual Education 12,50 12.50 0 0
Education of OMH/OMR Pupils 66.00 54.60 -11040 -17.27
Special Act School Districts 270 270 0 0
Chargebacks (46.00) -33.31 12.69 0
BOCES Aid for Special Act Districts 0.68 0.68 0 0
Leaming Technology Grants 3.29 3.29 0 0
Native American Building 11.00 2.50 -85 71.27
Native American Education 36.50 36.50 0 0
Supplemental Valuation Impact Grants 380 380 4] 4]
Bus Driver Safety .40 .40 0 0
Total Grant Programs and Additional Aids $405.37 $342.66 $62.71 -1547%
SCHOOL YEAR TOTAL $21,391.48 $20,693.14 -$698.34 -3.26%

SOURCE: Division of the Budget, Description of 2009-10 New York State Executive Budget
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SCHOOIAID

Overview

Faced with one of the largest projected state budget deficits in memory, Governor David Paterson
has proposed cutting School Aid by $698 million (or 3.3 percent), eliminatin g the Middle Class
STAR property tax rebate program, and shifting $154 million in preschool special education costs
to school districts.

Measured another way, the cuts total $2.5 billion against the aid levels projected i or promised i
under current law f ormulas.

The major el ements of the Governorodés School Aid p

1) Freeze the phasein of the Foundation Aid formula for two years; also freeze Universal
Prekindergarten Aid, High Tax Aid, and a handful of targeted aids;

2) Fund other aids 1 including the major expense based aids (Building, Transportation, BOCES)
I according to current law formulas; and

3y l mpose a fibDeficit Reduction Assessmento against
Aids and UPK. The Deficit Reduction Assessment formula considers student needs, local
wealth, and tax effort. Reductions for each district are capped at a minimum of 3 percent of
the prior yearods aids and a maxi mum of 13 percer
State EducationDepa t ment 6 s criteria for fAhigh needd stat
prior yeards tot al general fund expenditures.

Deficit Reduction Assessments for all districts total $1.1 billion. This amount is partially offset by
the increases and decreases districts receive under the aid formulasiot frozen to result in the net
statewide year-to-year School Aid cut of $1.1 billion.

Foundation Aid

The Governor proposes to freeze Foundation Aid for all districts at 2008 -09 levels for two years.
This is a cut of $1.27 billion from the level promised under current law formulas for 2009 -10.

Freezing Foundation Aid would reduce funding by an average of 7.9 percent. But the impact
varies sharply across districts, especially when the loss in aid is measured in terms of its impact on
the total district budget, or the local tax increase that woul d be needed to replace the revenue.
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For example, the lost aid How freezing Foundation Aid affects different types of district
equates to 5.1 percent of 20%  -10% 0% 10% 20%
total general fund 1
expenditures (TGFE) for New York City 6 1‘1/5_30/1 » m Cutas % of current law
high need rural districts or ™ ' aid
. . =0. 0 . .
17.10ofthércurrent |year B 4.8% _ . Cutas % of district
18.4% expenditures*
local tax levy. In other High Need Small ~-0.9% s m Cutas % of tax levy*
words, they would need to Cities/Suburbs 10.7%
raise taxes by that rate to . -10.0% 8 * 200809 estimated
y High Need Rura $.1% 1719, total general fund
generate the sameamount 7 : expenditures.
-8.7%
A N -2.
of revenue. verage Need 4% 4.2% ** 2008-09 estimated
LowNeed 3% m local tax levy
. . -U. 0
For Iqw need districts, the 1.2% SOURCESouncil
-7.9% i ¢
lost aid amounts to 0.9 NEW YORK STA| o_ﬂ analysis of NYSED d
percent of TGFEor 1.2 4.6%
percent of tax levy.

The Foundation Aid formula was enacted in 2007 as part of a solution to the more than a decade

l ong challenge by the Campaign for Fiscal Equity
school finance. The formula promised districts a $5.5 billion statewide aid increase after being

phased-in over four years. It employs four primary fAmoving pie
approximating the cost of providing a sound basic education, an adjustment for greater pupil

needs,an adjustment for regional cost differences, and an expected local contribution.

REACTIONS:

D The proposal to freeze Foundation Aid for two years is troubling both for its immediate impact on
school districts, and because it jeopardizes a great achievement in public policfhe formula is
providing generous unrestricted aid increases tonost districts, and increases of at least 3
percent per year for all districts. It also increased simplicity, flexibility, and predictability in aid,
giving districts better ability to plan and manage their finances.

Freezing the formula increases thask that the state will ultimately abandon phasing it in
altogether. On the other hand, the Governor did not recommend permanent changes to the
formula, and claims intent to complete its implementation over more extendedeight-year
phase-in.

An increase of the magnitude proposed by the State Board of Regents ($586 million for
Foundation Aid) is necessary to preserve the Foundation formula as a viable reform, and to help
schools avert some of the worsteffectmd r f ¢ qgr _rc %q dgga_| npm j ckq,
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Universal Prekindergarten Aid

Funding for Universal Prekindergarten (UPK) Aid would also be frozen for two years.

Prior to 2007 -08, funding for the program had been inconsistent. Enacted in 1997, it was

scheduled to be phasedin over a four year period and provide access to preschool for all four year

olds by 2001-02. However, funding was unpredictable over the ensuing decade. For example,

Governor Pataki proposed eliminating funding altogether during the 2003 state budget crisis.

Strong increases resumed in2007 and continued in 2008. Perhaps reflecting renewed confidence

in UPKbs futur e, 13 percent more districts el ecte

Some districts do not participate in the program, arguing that the state funding levels are
inadequate, requiring too great a contribution from local taxpayers, or that no state assistance is
available to help pay for pupil transportation. Also, the formu la only funds half-day programs,
while parents commonly need full -day services.

Higher need districts use more of their UPK Aid

Still, it should be recognized that % of aid used
districts serving higher concentrations of 0% 20% 40% 60% 80% 100%
needy children are more likely to make New York City 2%

full use of their UPK funding. Big 4 98%

High Need Small Cities/Suburl %
High Need Rura
Average Neec

Low Need

NEW YORK STA'

SOURCEouncil analysis of NYSED data

REACTIONS:

= ltis disappointing that the Governor would not continue the expansion of the UPK program. But
faced with a comparable budget deficit in 2003, Governor Pataki proposetiminating UPK
altogether.

High Tax Aid

The Executive Budget would also freeze High Tax Aid for two years at the 200809 level ($204.7
million).

For at | east two decades, New Yorkodos state aid fo
district s or regions deemed to be making exceptional local tax effort to support schools. These

formulas have provided an additional source of general purpose aid, beyond that delivered

through operating formulas (such as the current Foundation Aid formula). The most recent

incarnations have measured effort primarilyby a A Ta x Ef T therrésideRtaltpiopendy tax
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levy collected by school districts divided by the adjusted gross incomes of their residents. A ratio
of 4 percent could be interpreted as indicating that resident are devoting 4 percent of their
incomes to pay school property taxes.

When the Foundation Aid formula was enacted, it replaced atotal of 30 formulas. Some districts
receive high amounts of Foundation Aid per pupil, but received only small percentage increases in
aid from the new Foundation formula. This occurred when a district benefited strongly from one
or more of the formulas which were consolidated into Foundation Aid. In some cases, tax effort-
based formulas were the major factor; in others a categorical program such as Small Cities Aid
allowed districts to receive high aid per pupil under the combination of aids which preceded
Foundation Aid.

This begs the questiont Did these districts benefit excessivelyunder the prior formulas, or did
those formulas take into account valid considerations which are neglected in the new Foundation
formula. In any event, the Legislature added a High Tax Aid formula to the School Aid package
proposed by Governor Spitzer in 2007 and increased that aid in 2008.

Historically, the highest tax effort has tended to occur in low wealth districts in high cost regions .
To compete with wealthier neighbors for teachersand to pay high fixed costs, these districts
needed to make exceptional local effort.

However, School Aid formulas often serve
political ends, as well as educationaland fiscal. $3,500 T High Tax Aid- S‘(’e”;j]ZL%?S?L%';SJ)S'MCIS getnoai
Tax effort formulas have not always directed 3 %000 1 st o

. ate median: 3.9%
the most aid to the districts making the T %250 Vs o
strongest effort. That is true of the current § $2,000 =
High Tax Aid formula. & 1500

fi:v $1,000 S e

Nearly one-third of the districts with tax effort $500 N S AR
above the median (3.9 percent) do not receive $0 ,M&{f ‘ ‘ ‘
High Tax Aid, while more than 20 percent of 0% 2% 4% 6% 8%  10% 1%
the districts which do receive ngh Tax Aid are Residential Property Tax Levy as % of Adjusted Gross Inct
making effort below the median. SOURCEZouncil analysis of NYSED data

Eligibility criteria oncetargeted aid to districts in counties where the combined local tax effort for
education was high. This denied aid to districts making a strong effort if their neighbors were not,

while allowing districts making low local effort to benefit if their neighbors drove the countywide

effort above the eligibility threshold. That eligibility criterion has been discontinued, but some

low-effort districts still receive save-harmless aid based upon its past effects. That constrains the
statebs capacity to do even more for high effort

Also, the Tax Effort Ratio overstatestrue effort in some communities i property taxes paid on
expensive second homes are included in the numerator, but owner incomes are excluded from the
denominator , if the owner files income tax returns from another address.
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REACTIONS:

= The current High Tax Aid formula is flawed, bittis positive that the Governor does not propose
eliminating this aid category.

Supplemental Public Excess Cost Aid

The Governor proposes to freeze Supplemental Public Excess Cost Aid at the 20089 level of
$4.3 million .

In the years leading up to the enactment of the Foundation Aid formula, a consensusdeveloped
among education groups that aid for special education should not be folded into a reformed
operating aid formula. A prime consideration was the concern that consolidation might deny
districts additional aid when they found it necessary to serve additional students in special
education. This would occur if their operating aid was capped or if they were on saveharmless
(i.e., receiving aid through some minimum aid guarantee, rather than based upon formula
factors). That consensus was reflected in the School Aid reform proposals advanced by the State
Board of Regents.

Nonetheless, when Governor Spitzer proposed his overhaul of School Aid in 2007, he
recommended folding most special education funding into the new Foundation formula. Each
student receiving special education in a public school setting was countedas 1.41extra pupils in
computing Foundation Aid . The Legislature was unable to extrect this aid element out of the
Foundation formula. Instead, it enacted a SupplementalPublic Excess Cost Aid formula, which
generally provides extra special education aid to districts receiving only the minimum Foundation
Aid increases.

Concernsnow must go beyondtheimpact of the Governords proposal t
formula.

In past periods of austerity, the share of overall school spending devoted to special education has
grown in comparison to general education (Putting Children First: Report of the New York State
Special Commission on Educational Structure, Policies, and Practices, Volume II; December
1993). Special education services are more heavily protected by federal and state mandates.
Further, in such periods, the state has commonly frozen or reduced general purpose aids while
preserving existing formula aid levels for special education. This at least provided additional aid
to most districts if they found it necessary to serve more children in special education.

But now with most special education funded through the Foundation formula, and with that
formula proposed to be frozen, tensions at the district level between funding general and special
education services are likely to rise.
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REACTIONS:

=~ As noted, the greatestconcernisnant cp rfc Emtcpl mp%g npmnmqgchb r p«
category, but over how the overall aid package will affect district efforts to satisfy special
education mandates while preserving general education programs.

Other Aids Proposed to be Frozen

The Governor also proposes to freeze Supplemental Education Improvement Grants, Academic
Enhancement Aid, and the New York City Academic AchievementGrant at 2008 -09 levels. These
are highly targeted programs, distributing a total of roughly $26 million to  six districts.

Reimbursement Aids: Building, Transportation, BOCES, Special Servidéigh
Cost Public Excess Cost Aidnd Private Excess Cost Aid

The Governor proposes to fund mos turrenflawtebels. maj or i
These include Building Aid, Reorganization Incentive Building Aid , EXCEL Aid (for school

construction), Transportation Aid, Board of Cooperative Educational Services Aid, Special

Services Aid (the analog to BOCES Aid to districts which are not BOCES members)High Cost

Public Excess Cost Aid,and Private Excess Cost Aid These aids reimburse districts for costs they

have already incurred by the time the aid is paid. The last two categories reimburse districts for

the Aexcess costo of e dubicaand privgte special ddeaattorsprogramsh i gh ¢
respectively.

These aids would increase by a net total of $434.5 million, or 8.6 percent over 2008-09.

Historically, reimbursement aid formulas
have been less progressive in their

Impact of lost aid if reimbursement aids frozen at
2008-09 level (Building Aids excluded)

distribution than operating aid formulas 1 as % tax

they have tended to have higher state share increase
Need/Resource Capacity as % needed to

percentages(and thus are less targeted to . B _

) N ategory cut in aid replace aid
high need districts), and have often had New York City -4.5% 0.9%
generous saveharmless or minimum aid Big 4 -5.4% 3.3%

. . High Need Small Cities/Suburbs -6.4% 1.9%)
provisions. High Need Rural -5.9% 4.0%)
Average Need -4.8% 1.0%

Still, higher need districts would typically Low Need 6.2% 0.4%

NEW YORK STATE -5.1% 1.0%

find it necessary to raise local taxes more

Steep|y to make up for lost aid if the SOURCE: Council analysis of NYSED data
reimbursement aids were cut or frozen.
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REACTIONS:

CMostschooIdistrictj c_bcpg _I'b cbsa_rgml _btma_rcqg npm _ j
fund the reimbursement aids according to current law. Past proposals to freeze or cut these aids
f tc “~ccl amlbcklcb _gqg ¥ pmicl npmkghge qg*3 qggl ac
presumption that they would be partially reimbursed through state aid. However, a few points
should be considered:

1. If the reimbursement aids had been cut, a smaller Deficit Reduction Assessment could have
been proposedand that would have favored soméistricts.

2. The decision to avoid cutting the reimbursement aids (and major categorical programs such as
UPK) has political advantages for the Governor. Those aids have bimiltonstituencies who
would advocate for restorations. Those constituencies aless directly threatened by the
lump sum Deficit Reduction Assessment or Foundation Aid freeZeeneralaid cuts are less
likely to be fully restored.

3. The Governor avoided recommending formula changes that would generate permanent aid
reductions.

4. Asexplg!l cb gl rfgq pcnmpr %q Aml ajsqgml qcargml * |
help schools manage through what appears likely to be a span of difficult years. One of those
actions should be to change state laws and regulations to enable botlelsools and local
governments to make more aggressive use of BOCES.

Other Aids Continued Under Current Law

The Executive Budget would also continue current law formulas for these aid categories:
Reorganization Incentive Operating Aid

Textbook Aid

Computer Hardware

Computer Software

Library Materials

Charter School Transition

T U ©® U U TV T

Full-Day Kindergarten Conversion

Overall, aid from these categories would decline by a net total of $5.5 million, or 1.7 percent, due
to data changes such as declining enroliment No changes to the formulas are proposed.

Deficit Reduction Assessment

As explained above, the Governor proposes using a
two primary mechanisms to cut School Aid by a total of $2.4 billion from the levels promise d
under current law formulas.
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The Deficit Reduction Assessment(DRA) would be

calculated as a lump sum reduction against total aid due  [The lesser of:
district s according to the formulas described above, but  [(A) 2.85% X 2009-10 Formula Aid (excluding
: S : : : : O Building, Reorganization Incentive Building,
W.Ith Building Ald, Reorggnlzatlon Ingentlve Bundln_g SR ot H )
Aid, EXCEL Aid, and Universal Prekindergarten Aid -
. . (B) -$698 X (1 — 3-year % of K-6 pupils eligible for
excluded. The DRA reduces aid by a statewide total of e R

$l.l billion. Ratio X 2008-09 enrollment. The maximum
reduction is 13%; the minimum is 3%.

or
For districts with a Tax Effort Ratio greater than

The DRA is calculated using a formula which considers

pUpiI needs (measured by the three year average 3.5% (i.e., residential tax levy/resident income)
percentage of K-6 grade pupils eligible for free or and a Combined Wealth Ratio below 4.00:
reduced price lunches), local ability to fund education Formula Aid X [-13%/(Tax Effort Ratio/3.5%)]. The

. e e maximum reduction is 13%; the minimum
(measured by the Combined Wealth Ratioi district reduction is 5%.

property wealth and income per pupil compared to state  |The Deficit Reduction Assessment for High Need
averages), and tax effort (measured by tax levy on :;‘;:‘zglsf‘;”:é"e‘fp‘:’ﬁfj;5% of 2008-09 total
residential property co mpared to resident income). ;

The minimum reduction is 3 percent; the maximum is 13 percent, except that for districts meeting
the State Education Depart me ndautdae cappdad at.b peaentfobr A hi
2008 -09 total general fund expenditures.

iatri Assessing the impact of the Deficit Reduction Assessment (DRA
More affluent districts would face
. .. DRA as % ¢
larger aid losses from the Deficit DRAas%c DRAas%c¢  Local Ta
Reduction Assessment, but the losses  [NEUEESIEENCEIER Y Aid* TGFE* Le
New York Ci -5.0% -2.1% 9%
nonetheless would represent larger Bi‘:’ﬁ ork City - ?10/2 P ggo/‘;
cuts to the total district budget in High Need Small Cities/Suburbs -4.4% 2.2% 5.4%
average and high need districts. The  [High Need Rural -4.2% -24% 8.2%
i . i Average Need -8.0% -2.7% 4.8%
Big 4 Cities and ngh Need Rural Low Need -10.6% -1.4% 1.7%
districts would need to raise local NEW YORK STATE -5.9% -2.2% 3.9%
t b th 8 tt * Total aid, excluding Building, EXCEL, and UPK Aids
axes by more than p_ercen 0 ** Total general fund expenditures
replace the lost state aid. SOURCECouncil analysis of NYSED data

The tax effort calculation saves 180 districts over $72 million. More than 99 percent of the benefit
goes to average othigh need districts. Long Island districts realize 60 percent of the benefit, with
the Lower and Mid -Hudson Valley regions each receiving 15 percent.

A total of 101 districts benefit from the TGFE cap. Yonkers is spared just over $1 million in cuts;
the calculation also saves over $5.5 million for other high need districts, almost entirely upstate.

The Deficit Reduction Assessment is presented as a ondime reduction in state aid; the
Go v e r n o-yeardinafcialyplan assumes that it would not be continued past next year.
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REACTIONS:

D The overall size of the reduction is distressing. School districts would need to raise local taxes
by an average of 3.9 percent, even if they could hold their spending flat. There is no perfect way
to impose solarge a reduction, but the formula does appear to have a severe impact on some
high need districts, especially when measured by the impractically large tax levy increases that
would be required to replace the lost revenue

On the other hand, it is encotaging that the DRA is planned as a orténe reduction. Another
approach to cutting School Aid would have been to propose permandntmula changes to
specific aid categories.

Teacher Professional Development Programs

The Governor proposed eliminating Teacher Centers ($40 million), Mentor -Teacher Internships
($10 million). Funding for the Teachers of Tomorrow recruitment and retention initiatives would
be maintained at $25 million .

REACTIONS:

D Whatever the strengths or weaknesses of programmecommended for elimination, research
shows a stronger payoff for effective professional development than for most other reform
strategies. The state should be providing more support for teacher professional development,
not less.

Other Programs Fundewithin School Aid

The Executive Budget would eliminate all funding for recently enacted Math and Science
Initiatives ($10 million), the RochesteffDaiChi l dr e
Kindergarten and Universal Prekindergarten planning grants ($1 million).

Special supplemental funding for the state-managed Roosevelt School District would be reduced

from $12 millionto $5 milion , Adue to the districtdés i mproved fi
the Office of the State Comptroller.

Funding for other programs would be continued at current year or current law levels.

OTHEREDUCATIONBUDGETTEMS

Preschool Special Education Cost Shift

The Governor proposes to require school districts to assume 15 percent of the cost of Preschool
Special Education. The state share would be reduced by 12.5 percent, and the county share would
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be reduced by 2.5 percent. Changes are also proposedtoitnernt t eacher rei mbur sen
ensure that services are providedinacoste f f i ci ent manner . 0 The Budget
funding shift would increase costs for school districts outside New York City by $100 million, and

for New York City by $73 million .

REACTIONS:

D The proposal to require schools to assume partial responsibility for the cost Bfeschool Special
Education is alarming for at least three reasons:

1. Its immediate fiscal impact« school districts would need to raise local taxes by aaverage of
0.5 percent to accommodate the new cost.

2. ltraises the prospect that schools would face recurring battles in future yeats dissuade the
state from furtherraising their contribution.

3. It would shift a cost from larger tax bases (state and couet) to smaller ones (school
districts). Also, unlike current school funding arrangements, the costharing would not be
adjusted based on local ability to pay. So the impact is apt to be greater on poorer districts.

Miscellaneous Grant Programs

A

TheGower nor 6s Budget proposes to eliminate funding f
($314,900), After School Programs.21st Century Learning Centers ($9.8 million) , Rural Education

Advisory Council ($175,000), Math and Science High Schools ($1.38), andGrants-in-Aid for

Certain School Districts ($32.5 million). Funding for Fiscal Stabilization Grants would be

increased from $28 million to $30 million.

Adult Literacy Training Programs

Funding would be eliminated for Workplace Literacy ($1.9 million) and Apprenticeship Training
($1.7 million). Support for Adult Literacy Education would be cut from $6.9 million to $4.9
million. Employment Preparation Education Aid supports adult literacy instruction provided by
school districts and the New York City Consortium for Worker Education; it would be maintained
at $96 million.

Aid to Nonpublic Schools

The Governor proposes cutting state aid to nonpublic schools by $44.4 million, or more than 35
percent. This aid reimburses the schools for the costs of participating in some state-mandated
activities, including testing and data collection programs. The schools would no longer be
required to comply with state mandates for comprehensive attendance record-keeping.

Prior Year Adjustments

Funding for Prior Year Adjustments to school aid payments would be cut by over 40 percent (from
$25.3 million to $15.05 million).
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REACTIONS:

D When revisions to data used to compute School Aid result in additional aid for districts, they
must usually wait many years to receiveheir money. Cutting the appropriation for Prior Year
Adjustments will drag out their wait even longer. When data revisions require a district to repay
the state, it must make those payments within no more than three years, unless special
legislation is enacted to permit it a longer repayment schedule.

State Education Department Operating Budget

General Fund support for the operating budget of the State Education Department would be cut
by $12.8 million T more than 20 percent. Approximately half the reduction would result from the
annualization of cuts already made; the remainder would need to be achieved through new cuts.

Included within the overall reduction is a cut of $2.8 million from the $15 million appropriation
for accountability initiatives firstenact ed i n Governgear. Spitzerds first

Proportionately |little of SEDOGs operatingibudget
only 9 percent in the current budget. Federal grants fund 58 percent and fees, chargebacks and

other receipts fund the remaining 33 percent. In addition to its responsibilities in elementary,

middle and secondary education, the State Education Department also regulates48 licensed

professions and exercises oversight of colleges, universities, for profit vocationa schools, libraries,
museums and public broadcasting stations. It also operates the State Library, State Museum and

State Archives, two schools for blind and deaf students, and provides vocational rehabilitation

services for adults with disabilities thro ugh 15 regional offices.

SEDwould lose 21 of its General Fundsupported positions, leaving it with a total of 394. Overall
staffing for the agency from all funding sources is how 3,220 positions.

PROPERTYAXRELIEF

Middle Class STAR Rebates

One of the biggest proposed cuts in the entire state budget is the proposed elimination of the
Middle Class STAR (School Tax Relief) Rebate program, saving $1.43 billion for the state.There
would be a corresponding reduction in the New York City Personal Income Tax Credit, saving and
additional $364 million.
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REACTIONS:

D Unlike the STAR program, the rebates never passed through school districts as reversaethis
proposed cut does not directly affect school budgetsHowever, the phasen of the rebates more
than offset increases in local school taxes in many districig their first two years especially in
Upstate New York.

A primary objection to eliminating the rebate program is that it would be preferable to redeploy
the funding to support a prgerty tax circuit breaker credit in the State Personal Income Tax.

Rf c Emtcpl mp%g Amkkgqgqgml mi Npmncprw R_v Pcjgec
for the state to enact a circuit breaker that would target tax relief more efficiently, limitirnthe
share of income paid as property taxes through an efetting income tax credit

Increased STAR Exemption Reductions

The Executive Budget would raise the fAfloor adjus
exemptions. The limit was raised this year from 5 to 10 percent; is scheduled to rise to 11 percen

under existing law. The Governor proposes to raise the limit to 18 percent, achieving a savings for

the state of $109 million.

REACTIONS:

DRfc glapc _gc gl rfc ¥djmmp _bhsqgrkclr3 rfgqg wec_
property taxpayersopened their tax bills this fall. Raising the adjustment has the effect of
increasing property tax obligations at a time when state leaders define property tax relief as one
of their top goals.

LEGISLATION

The Governor proposes a handful of mandate relief or cost control initiatives for schools. Though

welcome, they are disappointing when measured against his rhetoric. He hassaidi We ar e f ac e d
with the greatest economic and fi scadonmdjeats | enge o
deficits in excess of $10 billion in each of the next five years.

Accordingly, more steps should be taken to help schools to manage through thee coming difficult
years. In fairness to the Governor, he did propose his budget more than amonth ahead of the
deadline set by the State Constitution. That compressed schedule gave him and his staff less time
to weigh and evaluate additional proposals.

Perhaps more recommerdations will be advanced in budget amendments or program bills.
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Repeal Wicks law

The Governor proposes to repeal the Wicks Law for school districtsfor five years. Wicks requires
most public entities in New York State to bid and award four separate contracts for most
construction projects. This requirement has been estimated to add at least 10 percent to the cost
of public construction and to result in delays due to problems in coordinating the work of multiple
prime contractors. Private entities typically use a single prime contractor and that practice is
authorized by law for public entities in virtually every other state. Legislation was enacted last
year to raise the Wicks Law threshold from $50,000 to $3 million in New York City, $1.5 million

in downstate suburban counties, and $500,000 upstate. Most New York City school construction
has been exempt since 1988.

REACTIONS:

C Portraying the changes enacted last year as significant for upstate was grossly cynical. They
would enable districts to realize very little savings. Although the $500,00 threshold might
capture asignificant number of projects,most savingswould be achieved from bigger projects.
The Governor deserves praise for promptly-mening thisissue.

New Pension Tier for Future Hires

The Governor proposes to create a new tie fi T i einr staté and New York City public
retirement systems, including the Teachers Retirement System. It would apply to public
employees hired after its enactment. Th e B u d g e t Manyxagbthearequirementgifor Tier V
would remove pension enhancements added inrecent years to Tier IV,0including :

- restoring the minimum retirement age from 55 to 62,

- requiring employees to continue to contribute to the pension fund after their tenth year of
service,

- restoring the minimum years of service required to draw a pension from five to ten, and
others.

Also, new requirements for Tier V would exclude overtime compensation when calculating
pension benefits,topr event fAsal ary spikingo in an employee6.

The Budget estimates that these changes woulgroduce savingsfor the state of $10 million in
2009-10, $30 million in 2010 -11, andfidramatic future savingsoas greater numbers of new
employeescovered byTier V replace current employees.

REACTIONS:

C The Governor has taken on a politically sensitive issue by advancing a new tier of the retirement
system. Pension contribution rateshad stabilized after a period of steep increases. But the
recentdownturn in the stock market, enhancements to pension Inefit levels enacted during the
¥b@mmk =~ s | c appedamp bg afidrdaldep While the proposal would not affect current
employees, itdoesg | t grcq f _x_pbmsqg bggasqqggml md _ amlt c|
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¥Bcdgl cb Aml r psystems. gheilecent downtugngeris likely to drive rates up even
dsprfcp* qglac rfc asppclr amlrpg srgml p_rc md
p_rc?® md [/ O0#, Ugrf rfggqg npmnmqg_j* rfc Ethe cpl mp ¢
need to attract and retain the best workforce possible with what is sustainably affordable.

Procurement Flexibility

School districts and local governments would receive more contracting flexibility under the

Governor 0s ipcreasplacal eompetitivedidding thresholds (e.g., the threshold for

purchase contracts would be raised from $10,000 to $20,000) , allow for contracts to be awarded

by Abest value, 0 and al |l ow Aeg., pracyrdment ¢domntractsd®f on cer t
another state).

REACTIONS:

C These are welcome reforms.

Paperwork Reduction

The Governor proposes to streamline planning and reporting requirements for school districts
and would direct the State Education Department to develop a single consolidated reporting
system that would capture all information required by the state or collected by the state to satisfy
federal requirements.

REACTIONS:

C Streamlining paperwork requirements for schools is overdue. Currentlyghools must compile
over 100 mandated plans and reports. Spread over more than 700 districts and BOCES, this
amounts to over 100,000 such documents. State leaders have a choicéo they want school
district leaders compiling documents no one in state @qvernment ever reads, or devoting their
time to activities that can make a real impact for schoolchildren and taxpay&®Rf ¢ Emt c p| mp %¢c
proposal is welcome, but more analysis is needed to determine if it goes far enough.

Delay Effect of State Mandates

The Governor proposes to require that the implementation of any new state mandate on school
districts not take place until the start of the school year next following its adoption. This would
spare school districts from having to accommodate unanticipated new mandated costs after
having adopted their budgets for the year.

REACTIONS:

C This proposal reflects fairness and common sense.
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Allow Access to Employee Benefit Accrued Liability Reserves

An audit by the State Comptroller concluded that
in Employee Benefits Accrued Liability Reserve (EBALR) Accounts. These accounts may only be

used to set aside funds needed to pay retired employees for unusedeave time. Subsequently,

however, it has been discovered that some districts may not have excess reserves because they
inaccurately reported their unused leave time liabilities based on incorrect accountant advice.

The Governor proposes to allow districts to use excess EBALR funds, as certified by the State
Comptroller, to offset state aid cuts and maintain education programs.

REACTIONS:

C The Council supports this recommendation.

We note, however, thasome districts usedEBALRiccounts to begin saving for retiree health

insurance liabilities, as directed by Governmental Accounting Standards Board Statement 45

& ¥ E ? Q @This 8ise Was not authorized by law, but it was fiscally responsible. State

Comptroller Thomas DiNapoli has warnetthat state and local governments need to begin

nj I lgle rm dslb pcrgpcc fc_ _jrf glgsp_| ac amqrq,
municipalities a legal means to save for GASB 45 requirements should also be enacted.

Modify Contract for Excellenced®iuirements

Thity-ni ne school districts are required to comply w
restricting how they may use increases in Foundation Aid. Districts are designated if they have an

increase in Foundation Aid above specifiedleves and have had one or more s
standingo for more than one year ac clTargeteddisgictss o t he
must use most of each yeards Foundation Aid incre
at raising student achievement. The C4E statute was amended in 2008 to improve the targeting

criteria so that districts with narrow shortcomings would no longer be covered, and to allow most

CA4E district more flexibility to use state aid to cover increases in basic operaing costs.

Under the existing law C4E law, if Foundation Aid were frozen for all districts, no district would
be subject to C4E.

The Governor proposes to require current C4E districts remain in the program, unless all districts

are reportenddiing. goodC4Eaexpenditure requirements
Districts would be required to maintain current year C4E spending, less the percentage reduction

in aid under the Deficit Reduction Assessment.
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REACTIONS:

= The Council devotedonsiderable time and effort to winning changes to the C4E law in 2008
arguing that too many adequately performing districts were targeted, and that the state aid
limitations forced C4E districts to either raise local taxes or cut other programs to a grelaextent
than in demographically similar norC4E districts.

Consultation with affected superintendents is needed to ascertain the practical impact of the

Emt cpl mp%g npmnmqg_j ,

ONEINVESTMENTHATIS PAYINQOFF

Too often, election campaigns ae reported like sporting events, not as an opportunity for citizens
to consider the major issues demanding their attention and to weigh which candidate is most able
to successfullyaddress them. Instead,reporting concentrates on which candidate is ahead, by
how much, and how the trailing candidate might come back.

Coverage of the statebds fiscal problems |l eading wu
the same shortcomings, focusing on the relative fates of the two largest spheres of state spending

health care and education. It was often noted that schools had received strong increases in state

aid in preceding years, with no discussion of the effects of those increases. That silence might

invite the thought that the school aid increases had no impact

In fact, the strong increases in School Aid approved by governors and legislators in recent years
are one investment that is paying off for New Yorkers.

Reduced property tax pressures
First, it can be shown beyond question that SchoolAid increases have reduced property tax pressures
the aid increases have had a powerful, 10% 9.4% _
. . . 81% _m =% Change in
positive fiscal impact. S 9B.3% proposed local
> school tax levy
2 6.9% 7.0%,
o .
They have enabled school leaders to bring | & % Change In state
. o
down local school property tax increases. S gl
i g W SOURCEEouncil
Increases in proposed budgets last may £ \3-7% .
. = 0 \\6-3% analysis of NYSED
averaged 3.3 percenti below the rate of S School Aid &
H H Property Tax
inflation, and down by almost half from 206 ‘ ‘ ‘ ‘ Report Card data;
two years ago. 200405 200506 200607 200708 200809 Big5Cities
excluded

Governor Paterson has ascribed the stateds budget
should be recognized, however, that some of the recent spending increaseg both for School Aid

and Medicaid i have been to raise the state share of costs for both services closer to nationwide
averages.For exampl e, the Governoroés Commi ssion on Proa
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national average state share of school costs is 47 percent, while Nework funds 44 percent, and
only 37 percent if STAR is excluded Einal Report, p. 30).

Improved equity in school funding

The aid increases have also improved equity in school funding.

Analyzing proposed schooldistrict budgets in prior years, it was common to find that the poorest
districts were forced into proposing either the lowest spending increases, or the biggest tax
increases, or both.

That is what happened in 2003 -04, for example, the last time school aid was last cut The poorest
20 percent of districts did propose both the smallest spending increases and largest tax increases.
Even as their tax bills climbed the most, they fell further behind in the resources and

opportunities they could offer to their schoolchildren.

In contrast, over the two yearsthat the Foundation formula has been in place the poorest districts
have been able to combine greater spending increaseand lower tax increases.

A tale of two years« the impact of state aid cuts and increases on school finance equity

2003: State aid cut $207 million« poorest districts 2008: Strong state aid increase« poorest districts
proposed smallest spending, biggest tax increases. proposed bigger spending, smaller tax increases.

m Percent change in spendin Percent change in tax lev
1171% 10.99

12% 0 7% —6.6% —®Percentchange in-spendin—=-Percent change intax-lev-

9.8%

10% 9.3% 5.9% 6%
51% 99
8% | 5% - 4.7%
6% 53%  54% 4% % % —
4.3% 3% - |
4% | ——31% —
2.6% 2% - —
2% - —
i :
0% - : ‘ ‘ : 0% | ‘ ‘ ‘
Poorest20% Next20% Middle20%  Next20%  Wealthiest Poorest20% Next20% Middle 20% Next20% Wealthiest

SOURCE Council analysis oNYSED Property Tax Report Card data; districts sorted by property wealth per pupil.

Improving outcomes for schoolchildren

Across the state, schools have produced broad gains in student test results and improvements in
graduation rates. More students are meeting state standards on grades 3 through 8 tests in
mathematics and English language arts. The gains are especially strong for AfricanrRAmerican and
Hispanic students, especially in math.

New York also ranks well in many comparisons with other states.

Education Week, t he nati onal newspaper of record, perenn
assessments at or near the top of all states. Last year, the publication ranked New York best
overall on a combination of policies and performance measures.
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More students aremeeting standards; achievemengaps are closing
(results on grades 38 state tests)
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New York is home to some of the natformoredttmnoner y bes

third of the national finalists in the Intel Science Talent Search , for example.
New York students also lead the nation in Advanced Placement participation and in attaining high
scores.

New York also outpaces most states in closing aievement gaps. But the gaps are too wide and
are not closing fast enough.

Obviously some of these strengths predated recent state aid increases. Some have been made
possible chiefly through the support of local taxpayers. Nor can recent gains beperfectly ascribed
to state aid increases. But surely they have helped.

Over and over again, superintendents report using state aid increases to hold down local taxesand
improve services to students. Building capacity to help students at all levelsimprove literacy is a
common investment. So is adding extrahelp for struggling students and reducing or holding
down class sizes. Many districts have updated curriculum, improved technology, and targeted
professional development. Several have added conselors and family support servicesto help
children with out of school problems and some have taken steps to improve school safety.

The proposed state budget puts all these gains at risk.
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CONCLUSION

Political Analysis

The budgetisamajort est of Gover nor PHistfistbwlgetwasaddpteda der shi p.
scarcely two weeks after hisascension tothe office; it was essentially closing the deal negotiated

by his predecessor. With this budget proposal, Governor Paterson has signaled his own priorities

as well as possibly his negotiating strategy.

The budget is also a test for Democrats who now control every banch of government. The

protracted effort to affirm the leadership of the Senate suggests that the transition to an all -

Democrat power structure in Albany will not necessarily be a smooth one. Just as this will be the
Governorés first complete budget cycle, it wildl b
in the Senatei leadership and staff alike i which will have to be negotiated under the shadow of a

very narrow 32-30 majority and no Lieutenant Governor to break any potential 31 -31 ties.

At a political level, the change in leadership brings new emphasis to the role of New York City in

state policy and budget makingi allthreefimen i n a r oomo @aheparrdwlyom The Ci
divided majority in the Senate, and the accumulation of upstate Assemblymembers suggests that

both houses will have to remain sensitive to upstate and Long Island concerns, and a bipartisan
AfUpseaCaucusdo has formed, suggesting that members
clout of areas outside New York City has suffered as a result of recent elections.

The education budget in particular i because school aid can be so easily quantified om district -
by-district basis T will experience pressure as a metaphor for these new political dynamics and
because regional implications for cuts are even more strongly felt than those for increases. Even
modest cuts to districts with low fiscal capacity (in all parts of the state) mean huge tax increases
Aid cuts to districts with more apparent fiscal capacity produce little state savings (since these
districts already receive little aid) and concentrate cuts geographically. School aid sensitivities are
notoriously difficult in the best of years. This budget is the worst of circumstances, and of the
three parties to the negotiation, only the Assembly Majority has previous experience developing a
compromise.

Progress in peril
The Foundation Aid formula adopted in 2007 is an under-appreciated accomplishment in public
policy. It put schools in a stronger position in the competition over state budget allocations.

In enacting the Foundation formula, policymakers made themselves more accountable for their
funding decisions. The formula uses aid factors that can be understood, evaluated and debated,
and prescribed predictable year-by-year aid increases for each distict, rather than formulas
invented as abstractions. It represented a single negotiation of school aid intended to survive
geographic landmines for four years, and beyond.
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The Foundation formula promises all districts a predictable and simplified aid for mula to be
phased-in over four years. All districts are to receive annual aid increases of at least 3 percent per
year, andthe greatest aid per pupil levelswould be targeted to districts with a combination of high
student needs and low local ability to fund education.

The proposed budget would retreat from the 2007 School Aid reform and imperil the successes of
recent years.

Freezing the formula for two years, as the Governor recommends, raises the threat that the state
will fall so far behind on the p hase-in that it will abandon the formula altogether. Moreover, the
(sometimes grudging) consensus that led to its adoption is imperiled by the disproportionate
impact of aid cuts on high and low needs districts alike. An exceptional policy achievement would
be lost.

Impact on school programs and taxes

As explained above (One Investment That Is Paying Off), the recent strong state aid increases

driven by the Foundation Formula enabled school districts to hold down property tax increases

and improve opport unities for schoolchildren. The Governor proposes to cut School Aid by nearly

$700 million from | ast year b6s |l evel s, but that fi

Foundation Aid is the major state funding stream that helps districts pay for genera | operating
costs. The freeze means districts would receive no state help paying for increases in ongoing costs
such as teacher salaries, health insurance, heating and electricity.

So-called expensebased aids (for construction, transportation, special education, and shared
services) would be funded according to current formulas and allowed to increase or decrease
depending on changes in district data. But those aids reimburse districts for specific costs they
have already incurred; and if districts do reduce those costs, they pay a future penalty in lost state
aid.

The proposed Deficit Reduction Assessment would then impose lump sum reductions in total aid,
effectively cutting unrestricted aid fandngchool s
level. The move spares the state from provoking various constituencies (preK, special education,

gifted, etc.) by forcing cutback choices on schools instead.

Schools face two other direct hits to their budgetsi a reduction in STAR property tax relief
exemptions estimated to cost $109 million, and a shift in preschool special education costs,
estimated to add $173 million to school budgets.

Combined, the proposed state cuts and cost shifts would force districts to accommodate almost
$1.4 billion in lost state aid or new costs. Even if districts could hold their total spending flat,
local tax increases averaging 5 percent would be required just to offset these state budget
impacts.
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Yet, we know that flat spending cannot happen without major cuts i becausesalaries, health

insurance, and post-employment benefits are all rising steadil y . The Governoro6s bui
a 5.3 percent increase in General Fund expenditures for state agency operations and employee

benefits costs. If schools increagd spending at the same rate, state aid cuts would force most to

seek double-digit percentage increases in local taxes.

Our analysis shows that during previous aid cuts, poor districts suffered most i adopting the

smallest spending increases and biggestax increasesi despite starting with fewer resources at

the outset. Thestate budget proposal would likely repeat this phenomenon. To fund a 5.3 percent

spending increase, the poorest fifth of districts would need to raise taxes by more than 20 percent.

But since many superintendents see the ¢@dacter nor 0s
ceiling of 4 percent on what voters will support. Under such a scenario, most of these districts

could only raise one-fifth of the local revenue needed to offset state budget cuts, forcing them to

cut spending and fall further behind better -off peers. But many affluent districts foresee a need to

lay off staff.

A look at the longerterm

School superintendents must do what state officials are expected to doi develop annual budgets
that balance needs and resources, matching what taxpayers can afford with services that citizens
need. But the proposed budget is profoundly discouraging because it threatens recent successes

achieved by both the state and the schools.

The nationés economic woes and the particular <cha
structure will make assembling budgets for the coming year extraordinarily hard for bot h state

and local leaders. Wall Street accounted for some 20 percent of state tax revenues, driven largely

by taxes on investment bankingods outlandish profi
trick up its sl eeve, t hpermdnenwnmedtructuring. Magon @ity -basgdc | i c al |,
banks have been sold to outof-state interests, and the last two remaining investment banks have
converted to Abank holding compani eso.

The circumstances suggest that a permanent diminution in revenues shouldlead to a wholesale

restructuring of state ygtadtonalaererical @easuies, Gavermou z z |1 i ng
Pat er s on 0isnoptheovprst sdachtion budget in the recent past. Governors Cuomo and
Pataki proposed larger reductions in both dollar and percentage terms. Mor eover , t he GoVe

longer-term financial plan offers some hope. It projects a resumption of state aid increases
averaging over 7 percent starting in 2010-11.

Should deficits persist, the state might need some trimmin g of School Aid. But the outlook is
better the might be expected. Help from a federal government stimulus package could further
mitigate some of the cuts proposed for next year.

But even if the state budget prospects improve, schools face some ominous pessures on their
budget s. State retirement systems have warned pu
in pensio