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Maximizing Resources in School Districts:

What local leaders have been doing, what state leaders can do to help

This past year, school district leaders balanced competing pressures to hold down taxes while using federal
stimulus aid to save jobs. They made difficult choices and districts adopted the lowest average tax increase
in seven years, despite the smallest state aid increase in six years.

For the coming year, budgeting decisions will be even harder. Most districts are reporting no alternative to
eliminating positions — a harsh and emotional reality for school personnel, students and communities.
Districts continue to implement and explore new avenues to reduce or control costs. But state action is also
needed — both to meet immediate budget challenges and to help address longer-term cost pressures.

Where school spending goes

Schools are labor intensive enterprises. In an average school district, 70 percent of total spending is
devoted to salaries and employee benefits. Confronting cuts in state aid and pressures to hold down
property tax increases, schools are limited in the savings they can achieve without affecting personnel or
instruction.

According to data from the State Education Department, 76 percent of school spending goes to instruction.
About 12 percent of school spending is devoted to operations, maintenance, and transportation. Six percent
goes for interest and principal on debt. Only 2.2 percent is spent on central administration. There are also
expenses for building-level administration, but think about a typical elementary school: commonly, there
are dozens of teachers, aides, food service and custodial workers, a librarian, a nurse, and one
administrator — the principal. Schools typically have fewer managers per employer than most other public
or private employers.

Cost pressures on schools

Schools struggle with some of the same cost pressures as every other enterprise in America — health
insurance, pensions, and energy. Employer contributions for pensions are rising: at least a one-third
increase in both the Local Government Employees Retirement System (ERS) and Teachers Retirement
System (TRS) over the prior year. As with the private sector, recurring double-digit increases in health
insurance premiums have been common. Gasoline and diesel prices have steadily been increasing, and
natural gas prices have remained high.

Over a four-year period earlier this decade, increases in employee benefit costs (chiefly pensions and health
insurance) exceeded increases in state funding for schools outside New York City. This meant that all other
cost increases — teacher and administrator salaries, energy and supply costs, debt service, and other
insurance premiums, for example — had to be funded from local tax increases. This explains at least some
of the higher than historically typical tax increases between 2002-03 and 2005-06.
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Special education for students with disabilities is another major cost-driver. The field is heavily governed
by mandates — both state and federal. But New York’s requirements exceed those imposed by the federal
government or adopted by most other states. An analysis of New York’s variations from federal
requirements compiled by the State Education Department runs to 30 pages.

New York’s placement practices and spending patterns are also out of line with other states. For example,
New York ranks second among states in the share of total instructional salaries devoted to special
education. If our share were at the national average, over $1.3 billion would be freed each year for other
school purposes, or to return to the taxpayers.

Regrettably, times of austerity create tensions in trying to preserve both general and special education
services. During three years affected by the last prolonged recession (1989 to 1992), special education
absorbed more than 84 percent of the total increase in spending in districts outside New York City. With
special education more protected by mandates, support for general education suffered.

What local leaders are doing to reduce costs

THE COUNCIL often asks school superintendents two questions: What are you doing locally to reduce or
control costs? What can the state do to help?

For local action, the two top areas of savings are energy conservation and health insurance. Many
districts have acted to cut down on school bus trips, either by consolidating regular daily runs, or by
trimming trips for sports and other activities. Many districts have also sought to cut utility costs, some by
simple steps such as turning down thermostats and turning off lights, but an impressive number have also
made building improvements to improve efficiency. Some have also joined energy purchasing consortia.

In health insurance, many districts have negotiated for higher employee contributions and more are
joining regional consortia.

Another common local cost saving strategy is to make greater use of shared services, either through
Boards of Cooperative Educational Services (BOCES), or directly with other districts and in some cases with
local governments. More districts are pursuing the consolidation of administrative functions
through BOCES centralized business offices, and cooperative bidding and purchasing practices are
becoming more common.

In a survey by the Council’s national counterpart, 76 percent of New York superintendents said their
districts eliminated jobs this year and more - 89 percent - expected to do so next year. The survey was done
in the fall, before the threat of state aid cuts came into focus. Districts always prioritize saving
instructional positions, but as the need for cuts accumulates, it becomes harder to do so, with consequences
for class sizes, extra help for struggling students, and elective courses offering advanced learning
opportunities.

What state leaders can do to help schools reduce or control costs

Asked what state leaders could do to help schools cut costs, superintendents sometimes respond that in
addition to the burdens imposed by individual mandates, it is the cumulative impact of all mandates that
makes them so onerous. So the first step state leaders should take is to stop adding to the pile — pledge to
impose no new mandate unless its cost is fully offset by the state.
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Governor’s Proposals
Governor Paterson has offered several cost-containment proposals:

e 55-25 Retirement Incentive for Certain TRS or ERS Members: The Legislature and the Governor agreed to
this retirement incentive as part of the “Tier V” pension law enacted in 2009. This incentive could make a
huge difference for some districts. But they will need dependable notice from retirees by April, for it to
have maximum benefit.

¢ Pension Amortization: The Governor proposes to allow public employers to amortize costs resulting from
ERS contribution rates greater than 9.5 percent of payroll. The Big 5 City districts want the same option
for TRS costs.

o Streamline paperwork requirements: Compiling over 100 plans and reports required by state or federal
law and regulation wastes time of school leaders producing items no one ever reviews, instead of allowing
them to focus on actions that can better serve schoolchildren and taxpayers.

o Exemption for Schools from Wicks Law Requirements for Multiple Prime Construction: Private entities and
other states choose to use single prime contractors. Schools could avoid costs and disruptive delays.

¢ Increase Flexibility in Procurement Practices: School districts would have greater flexibility to purchase
from existing contracts held by other governmental entities.

¢ Unfunded Mandate Moratorium: A four-year moratorium would provide relief from unfunded statutory
mandates imposed on school districts and local governments.

o SED Regulatory Reform: Requiring the Board of Regents to prepare a fiscal note prior to proposing
legislation or regulations with an unfunded mandate ensures consideration of local fiscal impact.

o SED Review of Regulation Mandates: A review of regulations promulgated by the Board of Regents to
identify possible regulation changes to reduce the impact of existing mandates is a positive first step.

¢ Regional Transportation: Clarification of districts’ authority to enter into regional contracts for
transportation and cooperative school bus maintenance promotes cost effectiveness. A pilot study is likely
to identify barriers to regional transportation and reforms necessary to encourage such collaborations.

¢ Excess Employee Benefit Accrued Liability Reserves to Offset Aid Cuts: A Comptroller’s audit found some
districts had set aside more than needed to fund liabilities for unused leave owed to retiring employees.
Districts should be allowed to use surpluses to offset aid cuts and maintain programs.

¢ Reduce Required Contract for Excellence Expenditures by the Gap Elimination Adjustment: C4E districts are
required to spend most of their Foundation Aid increases on new or expanding programs. Faced with aid
cuts and freezes, these districts should be given at least some relief from required expenditures.

Council Proposals
o Make more aggressive use of BOCES and shared services:

- Reduce prohibitions on BOCES providing some non-instructional services and allow BOCES to
provide some services to municipalities.

- Streamline process for allowing BOCES to provide non-state aided services.

- Raise cap on BOCES aidable expenses.

- Allow longer facility leases.

- Allow BOCES to operate regional high schools in areas with steep enrollment losses.

- Eliminate cap on BOCES superintendent salaries.

- Authorize claims and internal auditing services as a BOCES aidable expense.

- Clarify BOCES’s authority to contract on behalf of component districts for telecommunications.
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¢ Regional Reviews of Consolidation and Sharing Opportunities: As recommended by the Lundine and
Suozzi Commissions, convene committees of school leaders and others in each BOCES region to
recommend options for district consolidation and shared services. Encourage development of regional
administrative operations, transportation, energy procurement, and health insurance programs.

e Temporary State Commission on Special Education: Charge a commission of Executive, Legislative,
Regents, school, and public representatives to evaluate why New York’s special education system is so
expensive and how to provide more effective and efficient service.

 Specific Special Education Mandates: Limit school districts’ burden of proof in special education disputes.
Restore the one-year statute of limitations on challenging special education service decisions. Reduce use
of specific class size and student ratios, and move toward performance based accountability. Authorize
reserves so that schools can set aside funds for expensive, unexpected placements.

o Statewide/Regional Health Insurance Consortia or Plans: Reduce restrictions on school districts joining
health insurance consortia. Pursue development of a statewide health plan or regional plans to
encompass all school employees.

¢ Bulk Purchasing of Prescription Drugs: It should be possible to achieve significant savings by consolidating
prescription drug purchasing for Medicaid, state correctional and higher education institutions, local
governments and school districts. Other states are pursuing this.

o Energy Conservation: Expand promotion of energy conservation services offered by various state agencies,
prioritize assistance to school districts, consistent with the priority on school property tax relief.

¢ Regional Collective-Bargaining: As recommended by the Lundine and Suozzi Commissions, authorize the
creation of regional collective bargaining agreements.

¢ Prudent Fiscal Planning through Reserves: As recommended by the Comptroller, give school districts a
legal means to do what is fiscally responsible by setting aside funds for the following —

- Retiree health insurance and other benefits;

- Retirement contributions for future payments to the Teachers Retirement System,;

- Property tax stabilization to prevent projected tax increases over a specified amount; and
- Principal and interest payments on bonds.

o Charter School Funding: As recommended by the Governor, ensure charter schools share fairly in any
reductions a district is forced to adopt due to state aid cuts or a contingency budget.

¢ Modify Auditing Requirements: As recommended by the Comptroller, authorize school districts with
10,000 or more students to audit samples of claims rather than an audit of every claim, and eliminate
internal audit requirement for school districts with fewer than 1,000 students.

¢ Annual Report on Mandates: Require the State Comptroller to compile an annual report on mandates
adopted and repealed each year, including estimates of their costs.

¢ Streamline the Teacher Discipline (3020-a) Process: Necessary discipline and/or removal of teachers
should not be impeded by the costly, cuambersome, and lengthy section 3020-a hearing process.

Emerging cost challenges

In addition to considering cost-containment to help manage potential reductions in state support, state and

school leaders must also begin to address longer term cost pressures on schools: potential steep increases

in employer costs for pensions due to the stock market downturn, mounting obligations for retiree health

insurance, and declining savings from employee turnover due to a slowing of retirements.
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