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Implementation of the Budget Caps

The budget cap walver process has served to some extent as a
stab1l1zing device to permit a steady, though modest, annual
increase 1n school budgets. (pp. 11-18)

N

Performancé of the Budget Caps
With a few possible exceptions, actual annual increases 1in current
expense budgets seem relatively modest. Although cap waivers have
compensated for tighter caps, the budget caps appear to have been
successful in preventing annual increases 1n budget which would be
so large as to invite inefficiency in operation. (pp. 19-29)

The budget caps have playgd the role intended in limiting State
fiscal liability. (pp. 30-34)

The budget caps, together w1£h other features of Chapter 212, have
been effective 1in providing a steadily-increasing measure of relief
from school property taxes. (pp. 34-40)

(a) The budget caps have not been effective in raising the relative
spending level of low net-current-expense-budget school
districts; and

(b) the modest relative equalization of per-pupil total budgeted
expendltures among districts, which has been observed, 1s
probably due to programs outside of the budget caps, such as
State aid for special education, compensatory education, and
bilingual education, which have resulted in increased school
budgets per pupll i1n the lowest-spending districts. (pp. 40-45)

Budget cap waivers, as adminlstered by the Commissioner of Education,
strengthen the equalizing aspects of the budget cap formulas.
(pp. 49-53)

Because of varying rates of enrollment decline, the budget caps have
become a major obstacle to equalization of per-pupil expenditures.
(ppo 53_57)

In 1979~-80, the failure of low-pudget districts to utilize their
caps fully 1s only a minor cause for their failure to 1ncrease
their relative expenditure level. (p. 61)

The main reason for the failure of the budget caps to raise the
relative spending level of low budget school districts 1s the
varying degree of enrollment decline among school districts at
different expenditure levels. (p. 64)

The Impact of Budget Caps on School Program

An 1ncreasing share of the school budget 1s being taken by adminis-
tration, transportation, plant operation, maintenance, fixed charges,
net tuition, and special projects. (pp. 74-75)
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Debt service and instruction are becoming smaller percentages of
the school budget, although instructional costs per pupil have
increased steadily on the constant-dollar basis. The budget caps
have stimulated a sharp increase in'budgeted capital outlay.

(pp. 75-77)

On a statewide basis, the budget caps appear to have reduced the
rate by which the fiscal resources for school program are growing,
but they have not resulted 1n an overall reduction in those
resources. (p. 81)

In the last three years of the study period, the budget caps, 1in
particular, appear to have had a negative effect on the fiscal
resources for instructional program in about one-sixth of the
school districts of the state each year. (pp. 81-86) '

In about 9% of the school districts, the budget caps appear to
have had the long-term effect (1975-76 to 1979-80) of reducing the
fiscal resources for school program. (pp. 81-86)

A larger proportion of high-spending districts have had to cut back
on instructional expenditures than low-spending districts.
(pp. 87-89)

Budget cap impact is not confined to high-spending school districts,
but 1s felt on the instructional program resources of districts at
all spending levels. (pp. 87-89)

The budget caps appear to have had a wider impact on the instructional
program resources 1in small school districts having fewer than 500
pupils than in larger districts. (p. 89)

The budget caps have had an above-average impact on instructional
program expenditures in regional high school districts, in
elementary districts not in regionals and, probably, 1n county
vocational school districts. (pp. 91-93)

Unanticlpated enrollment increase appears to have been a "contributing
factor"™ in about half of the districts where the budget caps caused a
decrease 1n the fiscal resources allocated for instructional programs;
1t was "of major significance" 1in about one-sixth of those school
districts. (pp. 93-96)

If some of the "technical impacts" of the budget cap formula could

be corrected, the apparent impact on school program resources would

be reduced substantially, particularly in the low-budget school
districts. (pp. 93-99)

Problems and Recommendations

It 1s recommended:

(a) that the budget cap formulas be modified to include squaring
the equalization factor portion of the formula, and
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(b) that the 3/4 multiplier of equalized valuation growth
percentages in the budget cap formulas be eliminated.
(pp. 100-111)

It 1s recommended that the State aid formula be shifted to a
current year basis, using the budget cap formula to determine
the maximum budget in which the State would share. (p. 110}

It 1s recommended that Senate Bi1ll 208 be enacted to provide for
separate budget cap calculations for 9-12 and 7-12 regional
school districts, county vocational school districts, and all
other school districts. (p. 112)

It 1s recommended that Senate B1ll 788 be enacted, redefining
the base budget for the budget cap formulas to include surplus
and miscellaneous funds. (pp. 112-113)
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I - INTRODUCTION

The Joint Committee on the Public Schools has a responsibility for
monitoring the implementation of the Public School Education Act of 1975
(Chapter 212, Laws of 1975), and for recommending changes in the law or
1ts admlnlstratlon.l This report 1s a continuation of the monitoring
efforts of the Joint Committee 1in the area of school budget caps which have

’

resulted in four earlier reports:

(1) A Methods Report on Budget Caps, which posed certain research questions

and suggested methods by which they might be answered; the report was
completed in August, 1976.

(2) A Baseline Report on Budget Caps, which examined the factors which ‘the

budget caps were 1ntended to control as they stood prior to implementation

of the caps; the report was completed in September, 1976.

(3) a First Periodic Report on budget caps, Budget Cap Administration for

1976-77, which examined the 1initial implementation of the budget caps
"for the school year 1976-77; the report was completed 1n October, 1976;
and

(4) a Second Periodic Report on budget caps, The Fiscal Impact of Budget

Caps_1n 1976-77, which analyzed the.impact of the caps on school budgets

in the first year of use; the report was completed 1n August, 1977.

No comprehensive studies of New Jersey's school budget caps have been
prepared for the Joint Committee on the Public Schools since the first year
of their implementation in 1976-~77. This report basically covers the first

four school years of cap experience, from 1976-77 through‘l979—80, although

\

lThe Act hereafter will be referred to as "Chapter 212" for the sake
of brevity.

——] —-—
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1n some cases complete data are not yet available. Comparable data for

1975~-76 and for 1980-81 are provided where available and pertinent.

o3
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II - BACKGROUND

Section 25 of Chapter 212 places statutory limits on expenditure
increases 1n local school budgets. An unprecedented move for New Jersey,
the statutory budggt "caps", as they are called, extend State control
over local decision-making. The caps themselves are calculated by formula
in an attempt to limit expenditures in an objective manner. There are, ih
addition, two clauses in Section 25 stating guidelines under which the
Commissioner of Education may exercise discretion to waive the budget (:}0
cap for an individual school diﬁfrlct and allow expenditures above the cap.
These clauses were meant to bring flexibility to the statutory limits.

The budget caps were designed to serve four major purposes:

(L) to prevent large and inefficient budget increases, partic-

ularly 1in school districts where the flow of new State aid
was increased suddenly;

(2) to limit State liability for future filnancial aid;

(3) to assure that a substantial portion of new State aid funds

was passed along to taxpayers as property tax relief

(4) to encourage and permit the low-budget school districts of

the state to move toward more nearly equal expénditures on

each pupil.

The Budget Cap Formulas

Section 25 of Chapter 212, as amended, contains two statutory formulas,
one applying to districts which have been spending at a level below the
state average per pupil, and the other applying to districts which have
been spending at_or above the state average per pupil. Each formula may

be broken into three parts which might be called:



(1) the basic growth rate,

(2) the equalization factor, and

(3) the base budget.
The formulas are shown 1n Table 1 with the three parts labeled. In each
case, the formula gives the amount by which the net current expense
budget (NCEB) can be increased 1in dollars.l This can be trénslated

5

into a percentage 1ncrease by dividing 1t by the district's NCEB for the

i

prior year.

’The Baslc Growth Rate

Common to both formulas 1s the use o% the growth rate 1in state-
wlde equalized valuation, a measure of the true value of taxable property,
to calculate the basic growth rate allowed in a district budget. Three-
fo:rths of either the annual percentage change in equalized valuation or
the average of the last three years' annual percentage changes, whichever
1s larger, 1s to be used. Since equalized valuation is used 1in the law
as a means of estimating community fiscal resources for calculating State
equalization support, 1t was adopted also as the basis for calculating
permissible budget increases. The 3/4 multiplier applied to the growth
of statewide equalized valuation in each formula reflects legislative

concern caused by the high growth rate of equalized valuation at the time

when the law was written.

lThe Net Current Expense Budget of the district 1s the distract's
total current expense budget, minus funds received for State categorical =
ald programs for pupils with special handicaps, most costs of transportation,
and all other special sources of revenue, such as Federal aid, tuition
revenues anticipated, free balance reappropriated, and other miscellaneous
revenues. It 1s essentially the portion of the budget which 1s financed by
State equalization aid and local property taxes.

i



Table 1. New Jersey School Budget Cap Formulas, According to Section 25, Chapter 212, Laws of 1975, as amended.

- Basic Growth Rate Equalization Factor Base Budget

The larger of:

For districts The prior year's state The prior year's state
spendingd in the The latest annual average NCEB* per pupil average NCEB* per pupil,
prior year 3/4 x percentage change X x times the prior year's
below the state 1n statewide The prior year's district resident enrollment of
average NCEB* equalized valuation NCEB* per resident pupil the dastrict

per pupil: or

the average of the

3/4 x last three years'
annual percentage
changes

—G -

The larger of:
For districts The prior year's state The prior year's district
spending in the 3/4 x The latest annual average NCEB* per pupil NCEB* per pupil, times
prior year percentage change X x the prior year's resident
above the state in statewide The prior year's district enrollment of the district
average NCER¥* equalized valuation NCEB* per pupil
per pupil: or

the average of the

3/4 x last three years'
annual percentage
changes

*NCEB 1s the Net Current Expense Budget; see footnote, p. 4 for a description.
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The Equalization Factor

Also the same in both formulas 1s the equalization factor, which 1s
a fraction in which the state average NCEB per pupil 1s divided by the
school district's NCEB per pupil. The use of the fraction as a multiplier
1s 1ntended to help equalize school expenditures per pupil over a period
of years by permitting a faster rate of budget growth for low-spending

districts.

The Base Budget

Where the two formulas differ 1s i1n the base budget. For districts

spending below the average level, the base budget 1s the state average NCERB

per pupil, times the district's prior-year enrollment. For districts

spending at or above the average, the base NCEB 1s the district's own NCEB

per pupil, times the district's prior-year enrocllment. For these higher-
spending districts, the use of the district's own budget figures does two
things: (1) 1t provides more room for spending increases than otherwise
would be the case 1f the formula used the State average as the base budget,

and (2) it results in the permissible increase 1n budgeted dollars per pupil

being the same for all districts spending above the state average level.

Wailiver Provisions

Budget caps are calculated for individual districts on the basis of
the formulas, which are weigkted in favor of those at the lower end of the
spendir.g scale. To 1insure flexibility in budget limitations, two clauses
were added to Section 25 setting guidelines under which the caps might be
walved for individual districts. One guideline, or reason, to make an
exception and waive the cap for a district i1s on the basis of i1ncreased

enrollment. The cap formula, 1n 1tself, takes nc account of year-to-year

F/
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enrollment 1ncreases when determining the allowable margin for expenditure
growth. The Commissioner, therefore, may grant an exception to the budget
caps for increased enrollment that "may be reasonably anthlpated’in the
district".

The other guideline under which the caps may be waived lacks clear
statutory definition. It allows the Commissioner to grant exception to
the caps "having judged that a reallocation of resources or any other
action taken within thé permissible level cf spending would be insufficient
to meet the goals, objectives and standards established pursuant to this
act".

In 1979, the State Board of Education asserted 1ts right to hear
appeals from decisions by the Commissioner of Education on requests for
budget car waivers, thus making the granting of cap waivers a two-tier

process .



IIT - IMPLEMENTATION OF THE BUDGET CAPS

School budget caps were first implemented in New Jersey during the
Fall and Winter of 1975-76 in connection with the preparation of local

budgets for the 1976-77 school year.

The Basic Growth Rate

The basic growth rate used in the budget cap formulas 1s the higher

of:

3/4 of the latest annual percentage change 1n statewide
equalized valuation,

or
3/4 of the average of the last three years' annual

percentage changes 1in statewide equalized valuation.

Bgual 1zed Valuation

Equalized valuation is calculated every year for State school aid
purposes by the New Jersey Division of Taxation, and 1is reported on
Oc*ober 1 in a Table of Equalized Valuations. The equalized valuation of
a taxing district (municipality) i1s the sum of three elements:

(1) the estimated true value of real property. This figure 1is

developed by dividing the assessed value of all real property
by the average ratio of assessed to true value, which is

found through a comparison of the sales prices and assessments
of all properties which have been sold in transactions that
are considered to be valid indicators of market value.

(2) the assessed value of Class II railroad property.

(3) the assessed value of all personal property.

Calculation of equalized valuation relies heavily on the assumption that
the properties sold are representative of all properties in the taxing

district in terms of the relationship between assessments and true value.

The process of calculating equalized valuation builds 1n a stabilizing
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factor 1in that the sales data for the most recent 12-month period (July 1 -
June 30) are averaged with data used 1in the prior year's Table of Equalized
Valuations. Thus, the sales data for any single 1l2-month period continue
to have an impact in future years, but with a steadily declining weight.
Local taxing districts have the right to appeal the table if they

believe that 1t 1s 1naccurate and, 1f upheld, they may force a change in
their equalized valuation. However, because the appeal process may take
many months, the budget cap formula 1s based on the Table as it 1s 1issued
on October 1, regardless of subsequent appeals. In recent years, appeals
have had almost no effect on the statewide totals, although they may be

of importance in individual communities.

Growth of Equalized Valuation

When the budget caps were first implemented, statewide equalized
valuation was near the end of a period of very rapid annual growth. The
growth rate dropped sharply during the mid-1970's and then began to revive
toward the end of the decade (See Table 2). The basic growth rate
calculated for the budget cap formula (marked by an asterisk 1in Table 2),
thus, was relatively liberal at first, became steadily more restrictive,

and then reversed direction:

School Year Basic Growth Rate
1976-77 8.7858%
1977-78 7.1766
1978-79 5.3585
1979-80 5.7962
1980-81 9.2290

Part of the growth i1n equalized valuation during the last three years
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Table 2. Change 1n Statewide Equalized Valuation, 1972 to 1979, and Basic Growth

Rate for School Budget Caps, 1976-77 to 1980-81

3/4 of 3/4 of
Statewide Most Recent Most Recent Most Recent Most Recent
Equalized Annual Annual 3-Year Average 3-Year Average
Year Valuation % Increase % Increase % _Increase % _Increase
1972 $ 68,955,320,816
1973 77,735,288,527 + 12.7328 + 9.5496
1974 87,949,697,088 + 13.1400 + 9.8550
1975 96,103,084,575 + 9,2705 + 6.9529 + 11.7144 + 8.7858*%*
1976 102,153,754,152 + 6.2960 + 4.7220 + 9.5688 + 7.1766%*
1277 108,147,542,906 + 5.8@74 + 4.4006 + 7.1446 + 5.3585*
1978 116,505,558,501 + 7.7283 + 5.7962%* + 6.6306 + 4,9730
1979 130,841,944,057 + 12.3053 + 9,2290%* + 8.6337 + 6.4753

*Bas1c Growth Rate for budget caps shown by asterisk.
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1s due to a subgtantlal increase in property values in Atlantic County as

a result of casino developments there. The statewide impact of the

casinos can be overestimated, however. The most recent four years of
experience 1s shown in Table 3, Although the percentage growth of property
valuations 1n Atlantic County has been spectacular, the county still

constitutes only about 3% of total statewide equalized valuations, making

1ts impact on the statewide total growth relatively minor.

The Budget Cap Waiver Process

The combination of budget increases permitted by the statutory formula
and the administration of the budget cap walver process has been different
1n every year. Statewlde figures showing the financial impact of these

combinations are shown in Table 4.

1976-77

The first implementation of the budget caps took place during the
winter of 1975-76, as school budgets for 1976-77 were being prepared.
The basic growth rate for the first year -- 8.7858% -- was relatively
liberal, reflecting substantial increases 1n property values during the
early 1970's. Application of the budget cap formulas to all of the
state's s1x hundred school districts yielded a total permissible increase
in net current expense budgets of slightly over $200 million, or 9.5744%.’
This figure exceeds the basic growth rate because, 1in general, the larger
school districts were spending at a lower level per pupil and, thus,
received more liberal budget caps, while the more restrictive budget caps
in most cases applied to smaller school districts,

Although the budget cap for 1976-77 appeared relatively high, other

factors suggested a cautious budgeting approach. At this time, Chapter
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Table 3. Impact of Growth in Atlantic County Equalized Valuation on Statewide
Growth Rate, 1976 to 1979

Impact of Atlantic

Statewide Percentage Growth of Equalized Valuation County on Basic
With Without Impact of Growth Rate for
Year Atlantic County Atlantic County Atlantic County School Budget Caps
1976 + 6.,2960% + 6.2610% + .0350% + .0087
1977 + 5.8674 + 5.8037 + .0637 + .0247
1978 + 7.7283 + 7.5712 + 1571 + .1178

1979 + 12,3053 + 11.6772 + .6281 + .4711



Table 4. State Total Net Current Expense Budgets and Increases Under Budget Caps, 1975-76 to 1980-81
Actual
Increase as a
Basic Maximum Percentage:
Growth Permissible Permissible Actual of
State Total of Rate Increase Under{Budget Cap Waivers Granted]Increase Including Increase 1n of Max1imum
School Net Current in Budget Cap by by Budget Cap Net Current Formulaj Permis-
Year [Expense BudgetsiFormulas Formulas commissioner State Board Waivers Expense Budgets{ Amount sible
1975-764$2,089,805,917%*
$200,086,935 $14,115,301 - $214,202,236 $ 67,175,417 33.6% 31.4%
8.7858% (9.5744%) (0.6754%) (10.2499%) (3.2144%) i
1976-77} 2,156,981,334
168,644,716 10,047,466 - 178,692,182 138,575,000 82.2 77.5
7.1766% (7.8186%) (0.4658%) (8.2844%) (6.4245%)
1977-78} 2,295,556,334
134,940,274 42,005,379 - 176,945,653 164,371,041 121.8 92.9
5.3585% (5.8783%) (1.8299%) (7.7082%) (7.1604%) :
{
1978-79 2,459,927,375
156,263,487 15,488,041 $2,023,619 173,775,147 136,220,155 87.2 78.4
5.7962% (6.3524%) (0.6296%) (0.0823%) (7.0642%) (5.5376%)
1979-80} 2,596,147,530
263,408,682 23,206,929 769,432 287,385,043
9.2290% (10.1461%) (0.8939%) (0.0296%) (11.0697%)
1980~-81 i
Source: All data from Department of Education printouts of budget caps and summaries of cap waivers granted.

*The Department of Education used a questionable method of calculating the 1975-76 NCEB for all school districts;
1f calculated according to statutory definitions, the total figure would have been about $34,000,000 less thar

shown

above.

Legislature, August 12, 1977,
1975-76 NCEB figures, they have been used in this table despite questions about their validity.

pp.

10-16.

See The Fiscal Impact of Budget Caps in 1976-77, Joint Committee on the Public School, New Jersey
Since the 1976-77 budget caps were calculated using the Department's

et 3 G



14—

212 had been enacted and was about to be sustained by the New Jersey
Supreme Court, but no source of funding had been authorized, leaving local
school boards 1in doubt as to the amount of- State financial aid they could
reasonably anticipate. Moreover, in the midst of the local budget process
the Governor recommended a State budget which would not only keep State
aid for schools at previous levels, but would require local school districts
to pay ;5% of the employer contributions to the Teachers' Pension and
Annuity Fund (TPAF), a cost which for many years had been paid by the
State government., While receiving conflicting advice from various sources,
most school boards adopted very conservative budgets for 1976-77. 1In
addition, 1976 was a bad year for budget referenda, with over half of the
lgcal budgets being rejected by the voters with further reductions required.
Although the local budgets 1n most cases anticipated only small
increases 1n normal expenditures, the addition of the TPAF requirement
to the local budget led a substantial number of school districts to apply
to the Commissioner of Education for budget cap waivers. Thlis was an
entirely new task for the Department of Education. Pressed by other
responsibilities, the Commissioner responded by delegating most of the
responsibility for budget cap waiver administration to the 21 county
superintendents of schools. Somewhat vague guidelines were provided, with
the result that administration of the budget caps in this first year varied
considerably from county to county, depending on the attitude of the county
superlntendent.l Over $23 million in waivers were granted 1initially.
Eventually, after the local budgets had been adopted, the Legislature
provided sufficient funds through enactment of the state's first income

tax, so that Chapter 212 was fully funded and the proposed 25% local TPAF

lBudget Cap Waiver Administration for 1976-77, pp. 21-30.
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contribution was wiped out. This latter development eliminated the need
for about $9 million of cap waivers which had been authorized, thus reducing
the total granted to the $14,115,301 figure shown in Table 4.

Legislation enacted halfway through the 1976-77 school year permltted
local school boards to reopen their budget process. However; with so much
time elapsed, few major changes were made, and the conservative spending
plans adopted(earller generally were continued. Although the permissible
increase under the budget cap formulas, plus the remaining non-TPAF cap
waivers, allowed an increase of $214 million in NCEB, in fact, only $67

million, or 31.4% of this total, was utilized.

1977-78
The basic growth rate for the second year, 1977-78, dropped to 7.1766%,
as the slower 1increase 1in property values felt in the mid-1970's began to
have more of an effect. Inserted in the budget cap formulas, this basic
growth rate generated a total permlssible increase in NCEB's of about
$169 million, or 7.8186% (See Table 4), Tightening of the budget cap
resulted in a substantial number of requests for cap waivers. However,
criticism of the Department of Education for slack administration of the
cap waiver process 1n the previous year brought about a much more stringent
application of them for 1977-78, characterized by the Commissioner's state-
ment that "the cap...will be a hard cap -- unless 1t can be overwhelmingly
demonstrated that a district will not be able to comply with the T&E law“.l
Of the $23 million 1nlrequests submitted by local districts, only $10

million were approved, boosting the maximum permissible increase in NCEB's

1

Adminlstration of the Budget Cap Review: 1977-78 School District
Budgets, Division of Administration and Finance, New Jersey Department
of Education, April, 1977, p. 3.
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to $179 million. Most of this potential growth was actually used, however,

making the overall increase in NCEB's more than double the growth of 1976-77.

1978-79

In 1978-79, the basic growth rate continued to decline, reaching
the lowest point yet observed, 5.3585%, which translated to a permissible
NCEB 1ncrease of only $135 million (See Table 4). In many of the higher-
spending districts, the budget caps dropped to 3% or 4%, touching off a
large number of requests for cap waivers., Now, the administrative
pendulum swung back, changing the strict enforcement approach of 1977-78
1nto a much more liberal attitude for 1978~79. Of $54 million in cap
walver requests, about three-quarters were approved, totaling more than
$42 million. When added to the NCEB 1increases authorized under the cap
formulas, the maximum permissible growth came close to matching the prior
year. And, in 1978-79, far more of the permissible growth -- 92,9% --
was used. Ironically, the total 1increase i1n NCEB's 1in 1978-79 represented
the largest annual growth since the enactment of Chapter 212 -- 1in the

year when the basic growth rate was at 1its lowest!

1979-80

The downward trend of the basic growth rate finally reversed in 1979-80,

rising modestly to 5,7962% as New Jersey began to recover from a period
of slow property value increase. Again, however, the administrative
pendulum had reversed, with the Commissioner of Education indicating that
requests for budget cap walvers from districts spending above the State
support limit (the 65th percentile) would not be considered. This ehange
in attitude may well have been motivated by the appearance of various

research studies indicating that the gap 1in spending level between high-

V)

&

»
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and low-spending districts had changed very llttle.l As pointed out 1in
these reports, the restrictive impact of the budget caps on high-spending
districts frequently was negated by their relatively rapid decline 1in
enrollment. Even though increases in the dollar amount of the budgets could
be limited, when divided by a substantially smaller number of pupils, a
limited budget still grew on a per-pup:il basis. Of $28 million 1n cap
waiver requests, only $15.5 million was approved by the Commissioner for
1979-80.

However, a new factor was introduced. The State Board of Education
declared its intention to hear appeals from negative determinations of
cap walver requests by the Commissioner. Ultimately, of the $7 million
in appeals heard by the State Board, $2 million were granted, bringing the
total of cap walvers for 1979-80 to about $17.5 million, still far less
than 1n the previous year. Of the maximum perm1551blé increase in NCEB's,
about three-quarters or $136 million actually materialized, the second

lowest figure since Chapter 212 was first implemented.

1980~-81

Property value trends changed drastically with the 1979 Table of
Equalized Valuations. Substantial growth over the year resulted in a
basic growth rate for budget cap purposes of 9.,2290%, the highest yet

observed, and a potential total increase in NCEB of more than 10%.

lSee Margaret E. Goertz, Where Did the 400 Million Dollars Go? The
Impact of the New Jersey Public School Education Act of 1975, Educational
Policy Research Institute, Educational Testing Service, Princeton, New
Jersey, March, 1978, and The Impact of State School Ai1d on Property Taxes
in 1977, Bureau of Government Research, Rutgers University, New Brunswick,
New Jersey, August 15, 1978,
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Although the Commissioner again indicated that districts spending over
the 65th percentile would encounter a stringent review of their requests
for waivers, a total of $23 million 1in waivers was granted, representing
the second largest annual expansion of the caps through waivers since

their implementation. One factor influencing declsions on the caps

undoubtedly was the very high rate of inflation during late 1979 and early

1980, which stirred fears of 1inadequate school budgets in 1980-81 under
the statutory caps. A more liberal administration of waivers by the
Commissioner for 1980-81 permitted more conservative State Board action,

with less than a million dollars of budget cap capacity being approved.

Summary

One intriguing aspect of the data shown in Table 4 is that, aside
from the first and last years, which may be unusual, the maximum
permissible increase in net current expense bddgets has remained rather
stable, regardless of fluctuations in the basic growth rate inserted 1in

the budget cap formulas. It would appear that the budget cap walver

process has served to some extent as a stabilizing device to permit a

steady, though modest, annual increase in school budgets. This pattern

w1ll change in 1980-81, with a larger basic growth rate due to 1ncreases

in property value and slightly more cap waivers. The apparent liberality

of that budget cap will be tempered, however, by a more rapid rate of

inflation, which 1s not reflected in Table 4.
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IV - PERFORMANCE OF THE BUDGET CAPS

The four major purposes of the school budget caps have been
identified as:
* (1) prevention of large and inefficient budget increases;
- (2) limitation of State liability for future financial aid;

(3) assurance that a substantial portion of new State aid funds 1s
passed along to taxpayers as property tax relief; and

(4) encouragement for the low~budget school districts of the state
to move toward more nearly equal expenditures on each pupil.

Prevention of Large and Inefficient Budget Increases

One of the most obvious purposes of budget caps is to prevent large
and potentially inefficient budget increases. A difficulty arises 1n
establishing the means for measuring increases 1in budgets. If measured
by the percentage increase 1in the budget, some very large budget increases
in small districts may really represent only a relatively few dollars.

If measured by the absolute dollar increase in the budget, some very large
budget increases in large districts may represent only a modest growth
rate. The difficulties are compounded by the lack of any standard of

what constitutes a budget increase which is so large that it is potentially
inefficient. In this report, as in an earlier report,l we suggest that
both the percentage budget increase and the dollar increase should be

observed., Furthermore, we suggest a method for identifying those school

(&Y

districts where the highest combination of these two measures exists.

Percentage Increases in Budgets

Large and potentially inefficient budget increases could be prevented

lThe Fiscal Impact of Budget Caps in 1976-77.




-—20--

by imposing a flat, or fixed-rate, budget cap on all districts, as is
done with countles and municipalities. This, however, would never
permit low—spendlgg districts to catch up with those already spending
at higher levels. A variation would be a stepped series of flat rates
on districts spending at different levels, and thls was the approach
used 1n the original version of the legislation now known as Chapter
212:

20% for districts spending 1n the previous year below the
twentieth percentile;

12% for districts spending in the previous year between the
twentieth and the fortieth percentiles;

10% for distracts spending in the previous year between the
fortieth and the sixty-fifth percentiles;

8% for districts spending in the previous year above the
sixty-fifth percentile.l

This approach was abandoned as the legislation progressed, because
of "boundary line" problems: a district near the bottom of one range
might be permitted a larger budget increase than a district near the
top of the next-higher range. The stepped, flat-rate approach was
replaced with the present statutory budget cap formulas, which provide
for a smooth progression of decrease in budget cap as the prior year's
spending level 1ncreases. The use of these formulas, however, has the
theoretical potential for permitting large budget increases. If a
district budgeted very little in the prior year, 1its percentage increase
could be very large. In practical terms, the permitted increases have
been moderate. Table 5 shows the distribution of school districts

according to the actual percentage increases in total current expense

lSenate Bi1ll 1256 and Assembly Bill 1863, introduced June 13, 1974.
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Table 5. Distribution of Annual Percentage Increases in School District
Current Expense Budgets, 1975-76 to 1979-80
Annual
Percentage 1975-76 to 1976-77 to 1977-78 to 1978-79 to
Increase 1976-77 1977-78 1978-79 1979-80
in Current Number of{CumulativeffNumber of}CumulativefiNumber ofjCumulativel|Number offCumulative
Expense Budget |{DistrictsjPercentagefiDistricts| PercentagefiDistricts] PercentageliDistricts|Percentage
Over 24.99% 14 ( 2.4%) 7 ( 1.2%) 3 ( 0.5%) 9 ( 1.5%)
20.00 to 24.99% 13 ( 4.6%) 7 ( 2.4%) 9 ( 2.0%) 3 ( 2.0%)
15.00 to 19,99% 28 ( 9.3%) 25 ( 6.6%) 13 ( 4.2%) 19 ( 5.2%)
10.00 to 14,99% 122 ( 30.0%) 136 ( 29.7%) 79 (17.7%) 57 ( 14.7%)
5.00 to 9.99% 215 ( 66.4%) 316 ( 83.2%) 309 ( 70.1%) 297 ( 64.3%)
0.00 to 4.99% 151 ( 92.0%) 79 ( 96.6%) 162 ( 97.6%) 183 ( 94.8%)
Decrease 47 (100.0%) 20 (100.0%) 14 (100.0%) 31 (100.0%)
Total 590 590 589 599
Notes: 1. Federal aid deducted.
2., The following districts are omitted for the reasons
indicated:
No pupils -- Pine Valley and Pahaquarry in all four years.

Teterboro in the third and fourth years.
Tavistock in the first three years.

New Reglonals formed --

Bridgeton, Deerfield, Fairfield,

Greenwich, Hopewell,

Shiloh, Stow Creek, Upper Deerfield and Cumberland
Regional 1in the first two years.
Bass River, Eagleswood, Little Egg Harbor, Tuckerton
in the third year.
Pinelands Regional 1in the first three years.

De-Reg1onalizations --

)

Egg Harbor Township, Mt. Olive, Lacey, and West
Morris Regional in the third year.
Greater Egg Harbor Regional in the third and

fourth y

ears.
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budgetl 1n each of the first four years under the budget caps.

In the first year (1976-77), local school budgets were prepared at
a time when funding of Chapter 212 was uncertain. Most budgets were on
the conservative side, with only modest i1ncreases proposed. Even though
school boards later were permitted to reopen the budget process, the
changes made generally were small. In that year, only 30.0% of the budgets
grew by 10% or more.

Although the uncertainty on State aid was removed 1in subsequent years,

the budget caps became progressively tlghter,2 with the result that ewven

fewer large percentage 1ncreases were noted for those years. The proportion

of districts adopting budget increases of more than 10% fell to 29.7% 1n
the second year, to 17.7% in the third year, and to 14.7% 1in the fourth
year.

Table 6 lists those districts having actual budget 1increases of more
than 20%. Three specific observations appear to be in order, based on
this table. First, the dollar impact of the largest percentage increases
in current expense budget appear modest 1n most cases, since the largest
percentages generally occur in the smallest districts. The only obvious

exceptions are Camden City, Passaic Vocational, and Hoboken in 1976-77,

Burlington and Middlesex Vocational in 1977-78, and Hudson Vocational

lIn The Fiscal Impact of Budget Caps in 1976-77, budget increases were
measured by the Net Current Expense Budget (NCEB), that portion of the
total budget to which the cap is applied. The potential for inefficiency
caused by a large increase 1n expenditures can be better measured by using
the total Current Expense Budget. One modification has been necessary:
federal aid has been deducted because 1t was largely omitted from local
budgets 1in 1975-76 and 1976-~77, was partially included in 1977-78, and was
largely included 1in 1978-79 and 1979-80.

2Although the basic growth rate in 1978-79 was lower than in 1979-80,
the smaller amount of waivers granted in the latter year made the 1979-80
budget caps more restrictive.

-



Table 6. School Districts Having Annual Percentage Increase 1n Current Expense Budget Exceeding 20%

1975-76 to 1976-77 1976-77 to 1977-78 1977-78 to 1978-79 1978-79 to 1979-80
Percent Dollar Percent Dollar Percent Dollar Percent Dollar
Increase Increase | Increase Increase |[Increase Increase | Increase Increase

100.00% Tavistock ¥ $ 2,500
67.08% Burlington $1,699,016
voc.* \
51.99 Corbin City 482,086 52.65 Cape May 548,680
voc.*
45.30% Manchester* §$ 876,334] 44.51 Middlesex 2,849,331 43.67 Cape May 19,785
43.07 Pittsgrove* 778,391 Voc.* Point*
42,04 Hudson Voc.* 1,146,361
41.34 Tabernacle* 437,714
41.28 Logan* 343,509]
35.58 Millstone 74,547} 35.89 West 26,814} 33.69% Barnegat $ 757,469} 35.95 Shamong* 341,236
Bor.* Wildwood* Twp. * 34.27 Longport 313,538
35.26 Passaic Voc. 1,258,135} 35.65 Milltown* 549,993
33.01 Roosevelt* 108,917 31.72 Shamong 186,949
31.73 Downe 216,257
31.62 South Belmar* 136,905
30.92 Chesilhurst* 79,132
29.47 Lakehurst 231,162 29,42 Cumberland 775,533} 29.35 Allamuchy?* 206,056} 29.76 Guttenberg 315,537
27.80 West 16,255 Reg.* 28.69 Upper Twp.* 568,756
Wildwood* 28.73 Bay Head* 123,688
27.54 Avalon* 143,569
26.69 Tabernacle 152,236
26.54 Eastampton 161,601
25.27 Commercial* 394,961
24.73 Pemberton Bor. 76,013} 23.04 Secaucus 840,391} 24.58 Allenhurst* 36,695 23,95 West 26,166
24.69 Morris Voc. 218,898] 22.38 Barnegat Twp.* 411,129} 22.70 Port Republic* 44,008 Wildwood *
24,23 Somerset Voc.* 624,211} 21.90 Mantoloking¥* 27,363 22.28 Shamong* 172,952| 23.86 Waterford* 245,304
23,44 Spotswood* 586,173] 21.69 Manchester* 609,702 21.88 Peapack- 151,105] 21.48 New Hanover* 99,552
23.15 Brooklawn* 124,931] 21.64 Tabernacle 156,354 Gladstone*
22,57 New Hanover 76,560] 21.02 South Amboy* 377,582) 21.79 Oldmans* 164,355
22.23 Waterford 149,667} 20.24 Hampton Twp. 134,698} 20.91 Mullica* 230,917
22.21 Hardyston* 275,151 20.78 Warren Voc,* 243,246
21.71 Camden City 6,271,070 20.47 Tabernacle 179,892 -
21.63 Marlboro* 933,681 20.39 Lindenwold 316,104 i
20.88 Island 48,238 bt
Helghts¥* {
20,31 Lawnside®* 184,137
20.26 Hoboken* 1,962,682 |
Notes: 1., Federal aid deducted.
2. For districts omitted, see footnote to Table 5.
3. Asterisk (*) 1indicates districts where actual NCEB exceeded allowable NCEB by budget cap formula.
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in 1979-80. Second, as the budget caps became tighter over the first
four years, the number of districts having large percentage increases

1n current expense budget became progressively smaller: from 27 districts
with a total increase of $16,159,814 in the first year; to 15 districts
with an increase of $9,250,629 1n the second year; to 12 districts with
an lncrease of $4,071,555 in the third year; to 12 districts with an
increase of $3,839,802 in the fourth yéar. Third, most districts which
have made a large percentage 1increase in thelir annual current expense
budget have done this by exceeding the limits set by the statutory
formulas. Presumably, thls has occurred through the waiver process.

In the first year, 17 of the 27 districts having more than a 20% increase
exceeded their formula budget cap; in 1977-78, 1t was 10 of 15 districts;

and in both 1978~79 and 1979-80 1t was 10 of 12.

Absolute Increases 1in Budgets

Table 7 shows the school districts having increases in current
expense budgets of more than $1,000,000. While a million dollars of
budget 1increase 1in one year sounds large, 1n most cases it amounts to
a relatively modest percentage increase, since these districts generally
are among the largest in the state. A second observation from Table 7
is that the number of districts having an annual budget increase exceeding
one million dollars\has remained fairly constant -- ranging from 31 1in
1979-80 to 38 in 1977—78: While the tightened budget caps over this
period mfght have been expected to reduce this number, the impact of
inflation, among other things, appears to counterbalance such a trend.
One of the other factors tending to maintain a relatively congtant
number of districts above the $1,000,000-increase level has been budget

cap waivers, In 1976-77, only 5 of the 33 school districts in Table 7



Table 7.

School Districts Having Annual Current Expense Budget Increase Exceeding $1,000,000

1975-76 to 1976-77

1976-77 to 1977-78

1977-78 to _1978-79

o

1978-79 to 1979-80

Dollar
Increase

$6,271,070

3,054,183

2,637,583
2,464,233

2,421,310
2,161,663

1,981,342
1,962,682

1,846,600

1,752,898

1,652,675

Percent Dollar
Increase} Increase
$7,152,090
Camden City 21.71%
5,382,316
5,273,709
Elizabeth 13.13 3,933,008
Hamilton 13.87 2,968,883
(Mercer) 2,952,615
Willingboro* 12,29 2,884,632
Trenton 9.49 2,849,331
East Orange 12.06
2,591,552
2,502,495
2,346,978
2,090,270
Middletown 11.60
Hoboken* 20.26
Wayne 11.53
Vineland 12.02
Toms River 7.19 1,699,016
1,683,937
1,642,809
1,636,329

1,620,626

Percent Dollar
Increase}] Increase
$8,872,128
Newark 6.26% 7,079,291
Paterson 16.38
Jersey City 9.33
4,414,626
Toms River* 15.96 3,418,949
3,321,462
3,195,941
Elizabeth* 11.28 2,670,809
Trenton* 10.57 2,167,692
Woodbridge 9.58
Middlesex 44.51
voc.*
Cherry Hill 8.66
East Orange* 12,42
Hamilton 10.84
(Mercer)
0ld Braidge 9.54
1,973,471
1,950,662
1,940,705
1,862,163
1,856,286
1,834,922
1,829,746
1,765,292
1,744,903
Burlington 67.08 1,648,886
voc. ¥ 1,601,790
Freehold 11.95
Reg. *
Clifton 11.39
Wayne 9.16
Edison 6.19

Newark *
Paterson*

Jersey City

Elizabeth*
Trenton*
East Orange?®*
Camden City
Passaic
City*

Plainfield*
Toms River*
Vineland*
Hamilton
(Mercer)*
Woodbridge *
Edison*
Brick*
Hoboken*
Lakewood*
Middletown*
Cherry Hill

Percent Dollar
Increase| Increase
7.31%
18.51
$5,673,978
5,594,853
7.15
4,040,261
11.67
10.76
14.11
7.48 2,412,726
16.22 2,355,416
12,40
6,83 1,952,100
10.92 1,947,134
7.76 1,827,228
5.62
6.60
11.01
14.19
17.75
7.98 1,639,991
4,93

Percent

Increase
Jersey City 8.57%
Newark 4.30

Toms River* 1

Elizabeth
Paterson

Woodbridge*

Cherry Hill*

Hamilton*
(Mer cer)

Middletown

3.23

5.60
5.71
7.07

7.35

——SZ—-—




Table 7.

(Continued)

1975-76 to 1976-77

1976-77 to 1977-78

1977~78 to 1978-79

1978-79 to 1979-80

Dollar
Increase

$1,491,330
1,444,912
1,416,837
1,413,767

1,329,136
1,309,400

1,280,676
1,258,135
1,227,442
1,214,225

1,196,645
1,181,045

1,137,549
1,127,438
1,115,876
1,105,075

Percent Dollar
Increase]l Increase
$1,597,507
1,595,834
1,571,782
1,533,914
1,512,438
Plainfield 10.91% 1,499,277
Brick 10.53 1,498,012
0l1d Bridge 6.91
Lenape 18.42 1,483,777
Reg.*
1,438,922
Lower Camden 18.83 1,322,466
Regq. 1,307,671
Atlantic 13.72
City
Paterson 4,05 1,299,562
Passaic Voc., 35.26 1,266,353
North Bergen 11.82 1,225,498
Orange* 16.49
Edison 4.79 1,197,498
New Bruns- 12.53 1,142,390
wick
Hazlet 14.62 1,137,457
Irvington 10.15 1,120,854
West Orange 8,77

East Windsor 14.26

East Bruns-
wick
Middletown
Passaic City
Bridgewater-
Raritan®*
So, Orange-
Maplewood
Brick
Pember ton
Twp.
Par-Troy
Hills
Vineland
Hackensack
Willingboro

Neptune Twp.
Piscataway
Teaneck

Bloomfield
Union
(Un1ion)
Union City
Bayonne¥*

Percent Dollar
Increase]l Increase
9.82% }51,514,303
8.37 1,513,707
13.33
8.47
11.78
9.91 1,451,972
19.19 1,434,054
1,430,476
7.95
8.81
10.30 1,330,299
5.88
12.45 1,274,795
8.35 1,239,305
8.07 1,229,078
1,218,910
10.02 1,191,834
9.21
7.69
8.28

Percent Dollar
Increase} Increase
Franklan 13.12% }{$1,558,025
(Somerset) * 1,515,943
Freehold 9.60
Reg.*
Irvington* 10.97
Willingboro* 6,09
Jackson* 13.35 1,427,328
Montclair* 8.85 1,387,367
1,387,030
1,350,727
014 Bridge* 5.31 1,281,387
Perth Amboy 11.21 1,278,552
Atlantic 10.39
City
Wayne¥* 6.25 1,277,548
1,257,473
1,256,451
1,230,623
1,224,171
1,212,992
East Bruns- 6.67 1,146,361
wick * 1,140,290
1,138,958

Percent
Increase
Brick 8.44%
0ld Bridge 6.00
Willingboro 5.72
Bayonne*/\ 8.84
Union* 9.50
(Union)
Vineland 6.85
Lakewood* 11.07
Scotch 9.98
Plains-
Fanwood*
Trenton 3.74
Edison 4,24
Lenape Reg.* 11.65
Atlantic 9.42
City*
Union City* 7.41
Washington* 12,28
(Glouc.)

Hudson Voc.* 42,04

East Bruns~ 5.98
wick
West New 10.70
Yor&*
)
1
N
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Table 7. (Continued)

1975-76 to 1976-77 1976-77 to 1977-78 1977-78 to 1978-79-— 1978~79 to 1979-80
Dollar Percent Dollar Percent Dollar Percent Dollar Percent
Increase Increase] Increase Increase]l Increase Increase] Increase Increase

$1,094,237 Cherry Hill 3.80% §$1,065,929 Nutley 13.25% }$1,064,317 Gloucester 12.36% }$1,086,147 East 10.47%
1,089,071 Par-~Troy 6.20 1,050,090 Scotch 8.54 Twp.* - Windsor*
Hills Plains- 1,051,750 Union 7.76 1,069,816 Freehold 6.19
1,057,842 Perth Amboy 11.41 Fanwood* (Union) * Reg.*
1,053,756 Matawan Reg., 11.83 1,034,702 Union County 8.32 1,037,479 Bayonne 7.08 1,068,551 Wayne 5.16
1,028,370 Pemberton 15.17 Reg. #1 1,030,356 Bridgeton* 12.73 1,060,285 Franklin* 8.12
TwWpP. (Somerset)
1,016,900 Union City* 7.28 1,009,825 Westfield 7.22
Notes: 1. Federal aid deducted.
2. For districts omitted, see footnote to Table 5. )
3. Asterisk (*) indicates districts where actual NCEB exceeded allowable NCEB by budget cap formula.

il
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exceeded their formula budget caps, presumably on waivers. In 1977-78,

the number was 10 out of 38 distrlcts, in 1978-79, 28 out of the 34, and
i

1n 1979-80 17 out of 31 districts with an over-$1,000,000 current budget

increase did so with net current expense budgets which exceeded their

permissible NCEB, as calculated by the budget cap formulas. Clearly,

the waiver process has been used to compensate for tighter caps as the

years have gone. by.

A Budget Increase Index .

Neither the percentage increase in the budget nor the absolute dollar
increase gives the full picture of the potential for inefficiency due to
sudden large increases 1n the budget. An index number. has been developed
for this purpose. This Has been done by multiplying the dollar increase
1n the current expense budget by the percentage increase in that budget.
The result, in 1tself, has no specific budgetary meaning, except as an
index number which combines the two measures and i1dentifies those school
districts which should take particular care that their budget increases
are used efficiently. Table 8 shows the districts having the largest
index numbers. While no standard has been proposed to say that above a
cértaln index number the 1ncrease 1is too great, a ranking of the districts
by index number may serve to spotlight those districts which made 1ncre$ses
in their budgets which combine both large doilar amounts and large

percentage increases. The fact that a districts appears on thig list
should not be -.taken as an indication that inefficiency exists in that
district, but merely that the district stands out as having, to a greater

degree than other school districts, a combination of characteristics which

the budget caps were intended to limit.
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The school districts having an index of budget increase of more than
200,000 are shown in Table 8.l In general, large percentage increases
have been combined with small dollar increases, and substantial dollar
increases have been matched with small percentage growtﬁ, sO th;t few
school districts show up in Table 8 with large budget increase index
numbers. Camden City in 1976-77, the Middlesex and Burlington Vocational
School Districts, Paterson, and Toms River in 1977-78, and Paterson and
Newark 1in 1978-79, are the districts which appear most vulnerable to
potential 1nefficiencies caused by large budget increases. In some of
these cases, the change 1n budget was the reéult of the opening of a new
school, with substantially increased enrollment in the distraict.

Some of the patterns observed previously are reflected here. The
number of school districts having budget increase 1index numbers over
200,000 has gradually declined -- from 16 the first year, to 15 in 1977-78,
12 in 1978-79, and only 5 in 1979-80. Conversely, as the budget caps have
become tighter, tﬁe role of cap waivers has grown. In 1976-77, only 6 of
the lé high-increase districts exceeded their formula caps; in 1977-78,
the number was 7 of 15 districts; in 1978-79, 11 of the 12 districts, and
in 1979-80, 3 out of 5 districts with an index number over 200,000 exceeded
their budget caps, as calculated by the statutory formulas.

With a few possible exceptions, actual annual increases_in current

expense budgets seem relatively modest. Although cap waivers have

compensated for tighter caps, the budget caps appear to have been

successful in preventing annual increases 1n budget which would be so

large as to invite inefficiency 1n operation.

1
A cutoff point of 200,000 was used because 1t coincides with the
r cutoffs used in Tables 6 and 7: 20% of $1,000,000.



Table 8. School Districts Having Annual Current Expense Budget Increase Exceeding an Index of 200,000
1976-77 1977-78 1978-79 1979-80
Index Index Index Index
Number Number Number Number
1,361,449 Camden City 1,310,377 Paterson*
1,268,237 Middlesex Voc.*
1,139,700 Burlington Voc.¥
881,623 Paterson
627,708 Toms River¥* 648,553 Newark*
534,527 Toms River¥
443,618 Passalc Voc. 492,037 Jersey City 450,947 East Orange* 486,260 Jersey City
401,014 Elizabeth 447,721 Newark 481,930 Hudson Voc,*
397,639 Hoboken* ’ 334,890 Elizabeth* 398,991 Elizabeth*
396,979 Manchester¥® 312,091 Trenton* 357,389 Trenton¥*
365,833 Hamilton (Mercer) 310,810 East Orange* 351,600 Passaic City*
302,854 Willingboro* 315,646 Jersey City
309,720 Lakewood¥*
288,880 Cape May Voc,*
260,697 East Orange 287,469 Pemberton Twp. 250,495 Hoboken*
260,416 Lenape Regional* 276,348 wWoodbridge 244,710 Plainfield* 240,579 Newark
250,276 Lower Camden Reg. 254,412 Hamilton (Mercer) 211,925 Vineland*
229,836 Middletown 224,428 Cherry Hill 201,455 Brick*
229,787 Trenton 209,519 Passaic City
212,913 Wayne 201,230 Freehold Reg.*
210,698 Vineland
201,955 Marlboro¥*
200,226 Orange*
Notes: 1, Federal aid deducted.

2. For districts omitted,
3. Index number 1s calculated by multiplying annual dollar increase by annual percentage 1increase.

see footnote to Table 5.

——.OE_-.
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Limitation of State Fiscal Liability

A major purpose of the school budget caps 1s to control the growth
of the State's liability for future State aid funding. Chapter 212 provides
for a system of State support in which costs are shared between the State
and the local communities, with budgetary declsions being made by the
local boards of education. The share of the current expense budget
provided by the State government varlies 1n i1nverse proportion to the
wealth of the community, as measured by the equalized valuation of property
per pupil. The budget caps, thus, are a means of keeping local school
districts from increasing their budgets unreasonably 1n the knowledge that
the State will pay a portion which, in some cases, runs to more than 70%.
It 1s primarily for this reason that the budget caps have been applied to
the same element of the total budget -- the net current expense budget --
which 1s used as the basis for calculating the State's dollar input to
the school district's current expense budget.

Growth of the NCEB has a secondary impact on State fiscal liability,
because categorical aid for children with specified handicaps 1s
calculated by multiplying the additional cost factor for the handicap
by the number of children in that category, and by the prior year's
state average NCEB per pupil. Unlimited growth of the state average NCEB,
without adjustment of cost factors, could lead to unlimited growth of the
State liability for categorical aid.

In the Fall of 1975, following enactment of Chapter 212, but prior
to passage of the funding legislation, a Senate Commission on Financing
State School Aid was established to explore the various alternatives
avallable for meeting the costs of the new law. The cost projections made

by that Commission in 1ts final report provide the best guide to the
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expectations of the Legislature at the time with regard to the probable
future fiscal liability of the State for aid to public educatlon.l The
effectiveness of the budget caps in limiting that liability can be
measured by comparing actual subsequent appropriations and expenditures
against the projections made by the Commission.

Table 9 shows the projections made by the Senate Commission 1in 1975,
the appropriations made by the Legislature for the first four years under
Chapter 212, and the actual expenditures in each aid category for the
first three years. In the area primarily affected by the budget caps --
current expense equalization aid -- State appropriations and expenditures
have gradually fallen further and further behind the 1975 projections.
The effectiveness of the budget caps in limiting growth in this area
seems apparent. For the latest year 1in the table, 1979-80, the relation-
ship 1s partially obscured by statutory changes which cut back somewhat
the State's commitment to current expense equalization aid. However, even
1f this had not taken place, 1t appears that the budget caps would have
kept this financial obligation substantially below the level anticipated
when Chapter 212 was enacted. ’

In categorical aid, which 1s affected indirectly by the budget caps,
the picture 1s different. Here, appropriations and actual expenditures
have exceeded the projections made in 1975. This 1is largely due to aid
for compensatory education, the calculation of which was not defined
clearly by Chapter 212, The gap here has begun to narrow, however, with
the growth of firmer administrative determination of,c0mpensatory education

funding procedures. Taking the two cap-related State aid categories

1Report of the Senate Commission on Financlng State School Aid,
Legislature of the State of New Jersey, November 10, 1975.
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Table 9., State Aid for New Jersey Public Schools: As Projected, As Appropriated, and
As Actually Expended; 1975-76 to 1979-80
1975-76 ]{ 1976-77 1977-78 1978-79 1979-8Y
Current Projected 624,000,000 714,000,000 778,000,000 848,000,000
Expense Appropriated 627,837,991 677,750,000 732,824,597 789,381,08]
Equalization | Expended 430,759,800 628,717,187 679,955,217 732,645,910
Axd Difference + 4,717,187 -34,044,783 -45,354,090 -58,618,919
Debt Service | Projected 48,000,000 55,000,000 60,000,000 65,000,000
and Capital | Appropriated 48,304,123 53,300,000 54,587,933 60,001,342
Equalization | Expended 22,324,213I 46,126,743 53,373,102 54,286,345 i
Aid Difference -1,873,257 - 1,626,898 - 5,713,655 - 4,998,658
Transpor - Projected 78,000,000 85,000,000 93,000,000 101,000,00
tation Appropriated 77,914,193 86,615,877 89,851,257 94,420,779’
Aid Expended 44,850,788 69,395,962 80,401,071 90,572,022 i
Difference ' - 8,604,038 ~ 4,598,929 - 2,427,978 - 6,579,227
Categorical Projected 115,000,000 125,000,000 136,000,000 l48,000,000¥
Axd Appropriated 115,616,494 141,100,000 168,001,315 175,825,789
Expended 62,604,818 112,505,587 140,504,874 168,204,811
Difference - 2,494,413 +15,504,874 +32,204,811 +27,925,789
Special Projected 1,000,000 2,000,000 2,000,000 2,000, 0r I
Costs Appropriated 1,480,000 2,210,000 1,600,000 700,070
Expended 200,000 1,149,245 2,210,000 1,590,532
Difference JL47+ 149,245 + 210,000 - 409,468 ~ 1,300,000
Sub-Total: Projected (866,000,000) (981,000,000)(1,069,000,000)§(1,164,000,000)
Chapter 212 Appropriated (871,152,801)f (960,975,877){(1,046,865,102)§(1,120,428,991)
Expended (560,739,619) (857,894,724) (956,444,264)}(1,047,299,620) ‘
Difference i (- 8,105,276) (—24,555,73§LL (-21,700,380)} (-43,571,009)}
Teachers Projected 221,000,000 240,000,000 263,000,000 285,00C,0CH
Pension and Appropriated | 217,157,007 250,358,574 279,028,115 311,396 852{
Annulty Fund | Expended 196,358,709§ 208,867,170 242,704,663 268,818,366
Difference i -12,132,830 + 2,704,663 + 5,818,366 +26,396,852
Other Projected 44,000,000 49,000,000 55,000,000 62,000,000
Grants-in- Appropriated i 41,118,450 45,351,510 54,174,412 58,287,449
Aid Expended 39,332,248 § 39,924,301 46,492,515 51,943,158
L Difference | - 4,075,699 - 2,507,485 - 3,056,842 - 3,712,551
Total Projected |1,131,000,000}1,270,000,000}1,387,000,000§1,511,000,000
Appropriated It1,129,428,258 1 1,256,685,961 }{ 1,380,067,629 |1,490,113,292
Expended 796,430,576 }1,106,686,195 | 1,245,641,442 | 1,368,061,144
Difference \ —24,313,805 -24,358,558 -18,938,856 -20,886,708
Notes: 1. Projected figqures are from report of Senate Commission on Financing State
School Aid, November 10, 1975.
2. Appropriations figures are from annual budget message of Governor for
subsequent year.
3. Expenditure figures are from annual budget message of Governor for second
subsequent year.
4. Difference figure 1s difference between projected figure and expended figure or

between projected figure and appropriations 1f expenditures are not availlable.



Y

together -- current expense equalization aid and categorical aid -- the
State's fiscal liability has remalned well below the level projected in
1975.

Several other aid categories have lagged behind the éenate Commission's
projections. Debt service and capital outlay equalization aid, transpor-
tation aid (accentuated by a cut in the statutory formula for 1979-80),
specilal costs for research and emergencies, and miscellaneous other grants-
in-aid all are costlng the State less than was anticipated.

The one other area which has exceeded expectations 1s the State's
contribution to the Teachers' Pension and Annuity Fund. However, 1t should
be noted that there appears to be a pattern here in which actual expendi-
tures generally fall significantly below appropriations. If this continues
in 1979-80, the difference between projected costs and actual expenditures
may be less than appears in Table 9.

Even with rapid growth of the TPAF and unexpected costs for categorical
aid, the overall cost to the State Treasury of aid for public education
remalns below the projections of four years ago. The apparent gap -- about
$21 million -- approximates the impact of statutory changes made for the
1979-80 fiscal year. If these modifications had not been enacted,
appropriations for 1979-80 would have been almost exactly as projected by

the Senate Commission. Clearly, the budget caps have played the role

intended 1n limiting State fiscal liability.

Property Tax Relief

A third purpose for the school budget caps 1s to insure that some
of the additional State aid funds made available under Chapter 212 are

passed on by the school district to the local property taxpayers in order

to reduce the property tax burden. Thlis was a particularly applicable
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purpose 1n the first year under a new and cxpanded State aid law, but
also has applicability 1in subsequent years.,

| Separate and more detailed reports have been prepared, dealing with
the impact of the additional aid under Chapter 212 on local property
taxes.l Data from these reports, updated where possible, can be used
to test the effectiveness of the school budget caps, 1n combination with

other factors, 1n providing property tax relief.

Property Tax Levles

The total amount of property taxes levied for local school purposes
rose at close to 15% per year during the late 1960's and early 1970's
(See Table 10). Two factors preceding the enactment of Chapter 212
comblned to reverse this trend. In 1971-72, public school enrollment in
New Jersey reached 1its all-time peak and then began a steady decline.
Slmultaneousiy, the Bateman Act revised the basis of State aid to local
school districts and increased the State's participat:ion in financ1ng
elementary and secondary education. Because of limited funds, i1mplementation
of the Bateman Act was phased in over a four-year period, having 1ts major
impact in the tax years from 1972 through 1975. Following full implementation
of the Bateman Act, there ensued a period of uncertainty and limited change
in school budgets, State aird, and tax levies, as the Legislature debated
the steps necessary to comply with the Court decisions in Robinson v. Cahill,

which had declared the Bateman Act unconstitutional.

lSee The Impact of State Aid on Property Taxes in 1976, accepted by
the Joint Committee on the Public Schools on March 20, 1978; The Impact
of State School Aid on Property Taxes in 1977, Bureau of Government
Research, Rutgers Unaversity, August 15, 1978; and School Budgets and
Property Taxes 1in 1978, Bureau of Government Research, Rutgers University,
April 2, 1979,
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Table 10. Statewide Total School Property Tax Levy and Annual
Percentage Change, 1967 to 1979
Percentage
Tax Year School Tax Levy __Change
1967 $ 742,918,942
+ 13.0%
1968 839,145,343
+ 12.3
1969 956,672,342
+ 16.2
1970 1,111,248,145
+ 15.9
1971 1,288,150,619
Q + 9.0
1972 1,404,171,925
+ 8.2 Phase-1n
1973 1,518,783,129 of
+ 4.7 Bateman Act
1974 1,589,947,109
+ 6.5
1975 1,692,772,040
- 0.2
1976 1,688,584,428
+ 1.4
1977 1,711,454,034 Chapter\
+ 5.3 212
1978 1,802,673,030
+ 5.9
1979 1,908,786,461
Notes: 1. Source 1is County Abstracts of Ratables. Includes
Local Taxes to be Ralsed for District School Purposes
as Required by District School Budget; Regional,
Consolidated and Joint School Budgets; and as
Required by the Local Municipal Budget. For 1976
and 1977, the amount of unappropriated State school
aild refunded directly to taxpayers has been deducted
from the taxes levied according to the Abstracts.
2. Tax levies for county vocational school districts

not included.
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Finally, Chapter 212 was enacted and funded, with its first impact
for tax purposes being felt in 1976 with a net decline of 0.2% in the
school tax levy and in 1977 with an increase of only 1.4%. Since then,
under more normal circumstances, the school property tax levy has

1ncreased 5.3% 1in 1978 and 5.9% in 1979,

Equalized Property Tax Rates

Tax levy figures can be converted to equalized tax rates by dividing
them by a measure of the true value of the property taxes. In reports
for the Joint Committee, this has been done by dividing the tax levy by
the modified equalized valuation of taxable property.l Table 11 shows
the average state equalized school property tax rate over the 1967-1979
period. Where the tax rate had been rising steadily during the late 1960's,
1t peaked in 1971, and began a decline which has continued steadily now
for eight years, the last four coming under the provisions of Chapter 212,
Not only has the state average equallzéd school property tax rate
continued 1ts decline under Chapter 212, but tax rates in most communitles
have mirrored this decline, as shown in Table 12. The number of communities
having school tax rates of $2.00 or more has declined from 210 in 1975 to

127 in 1976, 72 1in 1977, 47 1in 1978, and only 23 in 1979.2

lThe equalized valuation is a measure of the true value of taxable property
in a taxing district, or municipality. It 1s calculated each year by the
Division of Taxation by adding the estimated true value of taxable real
property, the assessed value of all locally-taxable personal property, and the
assessed value of Class II railroad property. For the purpose of calculating
equalized property tax rates, the Class II railroad property has been
eliminated from the Division's figures for the years after 1966, since such
property 1s no longer taxable locally.

2School tax rates described here are the equalized tax rates for all local

school purposes (local, regional and consolidated, and levies for school
purposes in the municipal budget) calculated for each taxing district, with the
municipality constituting the taxing district. Property taxes for county
vocational schools are not included.
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Table 11. Statewide Average Equalized School Property Tax Rate

and Annual Change, 1967 to 1979

Tax Year

1967

1968

1969

1970

1971

1972

1973

1974

1975

1976

1977

1978

1979

State Average
Equalized
School Tax Rate

$1.64

1.80

1.93

Change

+

.16

.13

.08

.09

.06

.08

.15

.05

.10

.08

.03

.09

Phase=-1in
of
Bateman Act

Chapter
212

Note: Equalized school tax rate calculated by dividing the tax levy
by the equalized valuation less Class II railroad property.
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Table 12. Changes in Equalized School Property Tax Rates in 1976,
1977, 1978 and 1979; by Taxing Districtl

1976 1977 1978 1979
Increase 123 188 197 121
Decrease 374 365 442
444
No Change 5 5 __4
Total 567 567 567 567

4

lSchool tax rates described here are the equalized tax rates for
all local school purposes (local, regional and consolidated, and
levies for school purposes 1n the municipal budget) calculated
for each taxing district, with the municipality constituting the
taxing district, Property taxes for county vocational schools
are not included.
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The budget caps, together with other features of Chapter 212, have

been effective 1n providing a steadily-increasing measure of relief from

school property taxes.

Equalization of Expenditures per Pupil

A fourth purpose of the budget caps may be stated as an attempt to
‘encourage and permit the low-budget school districts of the state to move in
the direction of more nearly equal expenditures for each pupil, in order to
achieve equal educational opportunity. To a considerable degree, the New
Jersey Supreme Court found the prior system of funding the public schools
to be deficient on the grounds that expenditures varied greatly. In the

majority opinion in Robinson v. Cahill, the court said:
"The trial court found the constitutional demand had not been
met and did so on the basis of discrepancies 1n dollar 1input
per pupil. We agree. We deal with the problem 1n those terms
because dollar input 1s plainly relevant....The constitutional
mandate could not be said to be satisfied unless we were to
suppose the unlikely proposition that the lowest level of
dollar performance happens to coincide with the constitutional
mandate and that all efforts beyond the lowest level are

attributable to local decisions to do more than the State was
obliged to do."

However, the court also said in the same opinion:

"...nor do we say that if the State assumes the cost of providing

the constitutionally mandated education, it may not authorize

local government to go further and to tax to that further end,

provided that such authorization does not become a device for

diluting the State's mandated responsibility."

Taken together, these two statements would seem tO require a system
which encourages low-spending school districts to use the fiscal resources
made avallable to them under the law by increasing their budgets. High-
spending school districts would have to be limited, so that the others

could catch up, but there 1s no indication that they would have to

reduce their spending levels. Thus, an earlier staff report to the Joint
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Committee suggested setting as goals:
(a) that by 1982-83, all districts should be budgeting at least
85% of the State average net current expense budget per pupil;
and

(b) that not more than 20% of the school pupils should be 1n

school districts spending above 115% of the State average

net current expense budget per pupll.l
While the report was accepted by the Joint Committee, no formal action
was taken to adopt these goals.

In enacting the financial aspects of Chapter 212, the Legislature
introduced some inconsistencles which influence the way in which the
impact of the budget caps may be evaluated. The Joint Education Committee,
in preparing the original draft legislation, considered the question of
welghting the State support formula for cost differentials at different
grade levels, an approach that had been a feature of the earlier Bateman
Act formula. Aware of thinking 1in some portions of the educational
community that expenditures in elementary grades should be at least as
high as those 1in secondary classes, but unwilling to mandate such an

approach, the J.E.C. recommended:

...that all pupils be counted and weighted equally on a grade
level basis for State aid purposes, 2

The J.E.C. reasoned that this approach would permit local boards of
education to determine the most desirable allocation of funds within
each district, and equal weighting by grades was 1ncorporated in the

original legislative bills.

lThe Fiscal Impact of Budget Caps 1in 1976~77; pp. 80-82.

2
Report of the Joint Education Committee to the New Jersey Leglislature,
June 13, 1974, p. 30,
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This approach, however, did not take into account the existing
differences 1n spending by grade levels, which were particularly evident
in comparisons of the expenditures per pupil in regional high school
districts and 1in their constituent K-6 and K-8 districts. Moreover,
the fragmentation of school district organization into separate elementary
districts and secondary districts introduced a rigidity which conflicted
Iw1th the theory of the J.E.C. that local boards of education could make
the final decisions on use of funds by grade level. No regional high
school board of education could shift i1ts funds to elementary grades, no
matter how much 1t wished to do so. Nevertheless, significant differences
1n spending level did exist and were recognized. The result was that the
legislative bills were modified as they proceeded to enactment. The cut-
off on State funding per pupil, originally set at the 65th percentile
spending level of all school districts, was modified so that a separate
65th percentile was calculated for K-6, K-8, 7-12, 9-12, and all other
(K=12) districts. Sim%larly, when a minimum aid provision was added by
amendment, 1t was structured separately for each of the different grade
pattern types of districts.

On the other hand, while the budget caps were revised to provide
separate formulas for high- and low-spending distrilcts, the approach
otherwise remained uniform. Both budget cap formulas use the state
average NCEB per pupil, calculated for all districts in the state. No
provision is made for spending-level differences based on the grade
pattern financed. Thus, an inconsistency arises. State funds are
distributed on a basis which recognizes higher ccsts in regional high
school districts, while the budgets of the regional high school districts

are limited by caps which do not recognize those higher costs.
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The problem, then, 1s whether equalization of expenditures should
be analyzed for all school districts as a single group or for groubs
of distr1ct§ separately by grade level. The choice has been made to use
a single standard for all school districts, since this remains the way in

which the budget caps are calculated.

Total School Budget

An earlier report to the Joint Committee found that there was a
continuing movement of low-budget districts toward the State average
spending level when total school budgets were analyzed in relative terms
on a community-by-community basis. Other studies have found similar results
when total current expense budgets per pupil were analyzed among school
districts on a relative basis.l In both cases, the data include expenditures

for special education, compensatory education, and bilingual programs.

Net Current Expense Budget

However, the performance of the budget caps in bringing about

equalization of expenditures probably should not be judged by total budgets,

but by the equalization which has taken place in the net current expense

budget per pupil, since this is the budget item which 1s limited by the

budget caps. Here, the results are not encouraging. As shown in Table 13,

lSchool Budgets and Property Taxes in 1978, pp. 22-23, The term "com-
munity" 1s used here because the data for this analysis were tabulated so
that a composite average budget figure per pupil was produced for all pupils
residing in each community, regardless of whether they attended local
elementary schools, regional secondary schools, or a K-12 system., See also
Margaret E. Goertz, Money and Education; How Far Have We Come?; Financing New
Jersey Education in 1979, Education Policy Research Institute, Educational
Testing Service, Princeton, New Jersey, March, 1979, Table 1, p. 12, and
Lawrence Rubin, An _Evaluation of the New Jersey Public School Education Act of
1975, unpublished doctoral dissertation, Rutgers University Graduate School of
Education, October, 1978, p. 208, None of these studies found any reduction
of disparities in expenditure per pupil when budgets were analyzed in terms of
absolute dollar differences over a period of time. )

~
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Table 13. bistrlbution of School Districts by Level of Net Cutrent
Expense Budget per Resident Pupil, 1975-76 to 1979-80

Net Current Expense Budget Percentage of School Districts
Per Resident Pupil 1975-76 1976-77 1977-78 1978-79 1979-80
More than 115%
of State Average 21.0% 22.7% 22.0% 22,5% 24.2%
85% to 115%
of State Average 54,0 56.5 56.9 57.0 53.7

Less than 85%
of State Average 25.0 20.8 21.1 20.6 22.1

Total Number of .
School Districts 572 573 573 574 574

Note: Omitted are 20 county vocational districts, four districts
which receive large amounts of Federal impacted area aid
under P.L. 874, the "special education" districts of Corbin
City and Longport, and three districts each year which have
no resident pupils. Increase 1in total is caused by activation
of Cumberland Regional and Pinelands Regional.
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the proportion of school districts having net current expense budgets

)

per pupil less than 85%‘of the State average declined sharply in 1976-77,
but there has been no improvement since then. The proportion of districts
budgeting at high NCEB-per pupil levels (over 115% of the state average)
has increased over the past five years, despite the limits presumably
imposed on them by the budget caps.

Moreover, 1f public school pupils are tabulated, rather than school
districts, there 1s even less cause for satisfaction. As shown 1in Table
14, following a slight initial increase in 1976-77, the percentage of
public school pupils receiving the benefits of dollar inputs within 15%
of the state average has declined steadily, while the proportion of pupils
at the high and low ends of the scale has increased substantially.

When the divergent trends of equalization for total school budget
and net current expense budget are compared, they lead to the following
conclusions:

(a) the budget caps have not been effective 1n ralsing the relative

spending level of low-net-current-expense-budget school districts; and

(b) the modest relative equalization of per-pupil total budgeted expenditures

among districts, which has been observed, 1s probably due tO programs

outside of the budget caps, such as State aid for special education,

compensatory education, and bilingual education, which have resulted

in increased total school budgets per pupil in the lowest-spending

districts.

Reasons for Failure of the Budget Caps
to Ralise the Relative Spending Level of Low-Budget Districts

If the budget caps are to be continued, 1t 1s desirable to examilne why

they have failed to produce some equalization of per-pupil net current



Table 14. Distribution of Public School Pupils by Level of Net Current

——f G

Expense Budget per Resident Pupil, 1975-76 to 1979-80

Net Current Expense Budget

Percentage of Resident Pupills

Per Resident Pupil 1975-76 1976-77 1977-78 1978-79 1979-80
More than 115%
of State Average 16.7% 19.6% .18.3% 18.3% 21.2%
85% to 115%
of State Average 64.7 65.2 63.6 61.9 58.6
Less than 85%
of State Average 18.5 15.2 18.1 19.8 20.2
Total Number
of Pupils 1,420,856 1,390,360 1,347,060.5 1,307,762.5 1,262,771

Note: See Table 13 for school

districts omitted.
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expense budgets, particularly at the lower end of the scale. Four aspects
of the budget caps which could offset the equalizing effect of the caps on
NCEB have been examined:

(1) the budget cap formulas;

(2) budget cap waivers; ;

(3) the i1mpact of enrollment decline; and

(4) a failure to utilize fully the budget increases permitted by the caps.l
In order to 1illustrate the impact of each aspect in 1979-80, the state's
school districts have 5een divided 1nto seven groups based on their 1978-79
NCEB per pupil. Data for each group have been averaged and treated as

though they represent a single school district,

The Budget Cap Formulas

As originally suggested to the Legislature, there would have been only
a single budget cap formula =-- the formula now applied to school districts
having a net current expense budget per pupil below the State average.
Because of a fear that this would have imposed too severe a limit on the
higher-spending school districts, a second formula was devised for those
districts. The two budget cap formulas do provide some pressure for
equalization of per pupil expenditure levels on a relative basis, with the
high-budget districts 1in Group A having an average budget cap of only 4.23%,
compared with an average cap of }2.10% for the low~budget districts 1in
Group G (See Table 15A). In absolute dollar terms, there is opportunity
for equalization among the lower-budget districts. As shown in Table 15B,

the districts in Group G could raise their budgets by $153.16 per pupil,

lA fifth factor, the appropriation of surplus funds, sometlmes is
1dentified as a factor offsetting the budget caps. However, since surplus
i1s outside the NCEB, 1ts use cannot be a reason why the NCEB per pupil has
not been equalized.
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Table 15A. Permlssible Percentage Increases in 1979-80 Net Current
Expense Budgets According to Statutory Budget Cap Formulas;
School Districts Grouped by Budget Level

Expenditure Group Number 1978-79 Increase Permitted

and Relation to of Average by
State Average NCEB Per Pupil Districts NCEB /Pup1l Budget Cap Formulas
A - Over 125% of Average 70 $2,503.94 + 4.23%
B - 115% to 125% of Average 59 \2,190.48 + 4,84
C - 105% to 115% of Average 98 2,004.58 + 5.29
D - 95% to 105% of Average 118 1,829,.34 + 5.79
E - 85% to 95% of Average 111 . 1,646.74 + 7.15
F - 75% to 85% of Average 82 1,465.73 + 9,02
G - Below 75% of Average 36 1,266.22 +12.10

—
Table 15B. Permissible Dollar Increases Per Pupil in 1979-80 Net
Current Expense Budgets According to Statutory Budget Cap
Formulas; School Districts Grouped by Budget Level

\

Expenditure Group Number 1978-79 Increase Permitted

and Relation to of Average by
State Average NCEB Per Pupil Districts NCEB /Pupil Budget Cap Formulas
A ~ Over 125% of Average 70 $2,503.94 $+106.01
B - 115% to 125% of Average 59 2,190.48 +106.01
C -~ 105% to 115% of Average 98 2,004,58 +106.01
D - 95% to 105% of Average 118 1,829.34 +106.01
E - 85% to 95% of Average 111 1,646.74 +117.73
F - 75% to 85% of Average 82 1,465.73 +132.26
G - Below 75% of Average 36 1,266.22 +153.16

T

Note: See Table 13 for school districts omitted.

L AN
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compared with only $106.01 for Groups A, B, C, and D. However, 1in terms

of absolute dollar increases per pupll, there is no way in which school
districts spending somewhat above the State average can overtake their

even higher-spending neighbors, because the formula which applies to them
provides for an equal per-pupil 1increase for all such districts. This 1is
the so-called "catch-up" problem, which has been 1dentified in earlier
reports.l The impact of the budget cap formulas 1s 1llustrated graphically

in Charts A~l1 and A-2 for the school year 1979-80.

Budget Cap Waivers

There has always been concern that the granting of a disproportionate
number of budget cap waivers to high-spending school districts could
destroy the equalizing impact of the budget cap formulas. Table 16 shows
the percentage of school districts receiving a cap waiver of some sort in
each group when the school districts are arranged by budget level. Table
17 shows the dollar value of the waivers as a percentage of the prior-year
net current expense budgets for the same groups of school districts. As
shown in Table 16, with the exception of 1978-79 and 1979-80, the budget
cap walivers have been spread fairly evenly among districts at all spending
levels., Table 17 shows, however, that the waivers granted to high-budget
districts have almost always been smaller in magnitude than those permitted
to low-budget places, In recent years the balance has been heavily 1n
favor of the low-budget school districts.

In 1979-80, the pattern of waivers to low-budget districts would have
been even clearer 1f the waiver process had stopped with the Commissioner of

Education, since waivers approved subsequently on appeal to the State Board

lBudget CaELAdminlstgatlon for 1976-77, p. 35.
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Table 16, Distribution of Budget Cap Waivers by Budget Level of
School District, 1976-~77 to 1980-81

Expenditure Group and
Relation to State Average

Net Current Expense Percentage of School Districts in Each Group
Budget Per Pupil in Receiving Budget Cap Waiver
Prior Year 1976=77 -~ 1977-78 1978-79 1979-80 1980-81
Over 115% of State Average 17.5% 7.7% 21.4% 15.5% 17.3%
85% to 1l15% of State Average 18.8 8.0 26.1 19.6 13.3
Below 85% of State Average 9.8 5.9 37.2 23.7 14.2

Note: See Table 13 for school districts omitted.

!
/
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Table 17. Budget Cap Waivers as Percentage of Prior Year Net Current
Expense Budgets When School Districts are Grouped by Prior
Year Budget Level, 1976-77 to 1980-81l

Expenditure Group and
Relation to State Average

Net Current Expense Budget Cap Waivers as Percentage of Prior Year
Budget Per Pupil 1in Net Current Expense Budgets .
Prior Year 1976-77 1977-78 1978-79 1979-80 1980-81
Over 115% of State Average 0.53% 0.21% 0.61% 0.19% 0.40%
85% to 115% of State Average 0.70 0.34 1.99 0.54 1.00
Below 85% of State Average 0.79 0.22 2.18 1.47 1.43

Note: See Table 13 for school districts omitted.
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of Education were oriented largely toward the high-budget school districts
(See Table 18).

Tables 19A and 19B shéw the impact on average permissible budget
increases for the seven budget level groups of school districts when the
1979-80 waivers are added to the increases permitted by the budget cap
formulas. Both in percentage terms and in absolute dollar-per-pupil terms
the waivers strengthen the egqualizing effect of the budget cap formulas.

It seems clear, then, that budget cap waivers, as administered by the

Commissioner of Education, strengthen the equalizing aspects of the budget

cap formulas. The net impact in 1979-80 of the cap formulas, as modified

by the increases authorized by approved waivers, 1s shown graphically in

Charts B~1 and B-2.

Enrollment Decline

An earlier report to the Joint Committee on the Public Schools dealt
in a limited way with the impact of enrollment decline on budget caps,
showing that, despite the design of the caps, which placed more restrictive
limits on higher-spending districts, 37 high-wealth cégmunltles were able
to increase their already high expenditure level in 1977-78 by $7é more
per pupil than the state average; of this amount, $43 was due to their
more rapid decline 1in enrOllment.l Another report indicated that low-
wealth, low-spending districts, in general, had a less rapid decline of

2

enrollment than average in 1978-79, Other researchers have drawn similar

conclusions.,

lThe Impact of State School Aid on Property Taxes in 1977, pp. 42-47,.

2School Budgets and Property Taxes in 1978, pp. 99-102.

3Goertz, Financing New Jersey Education in 1979, pp. 29-41,
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Table 18. 1979-80 Budget Cap Waivers Approved by Commissioner of
Education and by State Board of Education as Percentage
of Prior Year Net Current Expense Budgets, When School
Districts are Grouped by Budget Level

Expenditure Group and
Relation to State Average
Net Current Expense
Budget Per Pupil in
Prior Year

Over 115% of State Average
85% to 115% of State Average

Below 85% of State Average

1979-80 Budget Cap Waivers as Percentage of
Prior Year Net Current Expense Budgets

Approved by Approved by
Commissioner State Board Total
.05% .14% .19%
.47 .07 .54
1.43 .04 1.47

Note: See Table 13 for school districts omitted.
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Table 19A. Percentage Increases in 1979-80 Net Current Expense
Budgets Permitted by Statutory Formulas and Budget Cap
Walvers; School Districts Grouped by Budget Level

Increase
Permitted
. by
Expenditure Group Number 1978-79 Budget Addition
and Relation to of Average Cap Due to
State Average NCEB Per Pupil Districts NCEB/Pupil Formulas Waivers Sub-Total
A - Over 125% of Average 70 $2,503,94 + 4,.23% +0.20% 4,43%
B - 115% to 125% of Average 59 2,190.48 + 4,84 +0.19 5.03
C - 105% to 115% of Average 98 2,004.58 + 5.29 +0.40 5.69
D - 95% to 105% of Average 118 1,829,34 + 5,79 +0.85 6.64
E - 85% to 95% of Average 111 1,646.74 + 7.15 +0,45 7.60
F - 75% to 85% of Average 82 1,465.73 + 9.02 +1.39 10.41
G - Below 75% of Average 36 1,266,22 +12.10 +1.82 13.92

Table 19B. Dollar Increases Per Pupil in 1979-80 Net Current Expense
Budgets Permitted by Statutory Formulas and Budget Cap
Waivers; School Districts Grouped by Budget Level

Increase
Permitted
by -
Expenditure Group Number 1978-79 Budget Addition
and Relation to of Average Cap Due to
State Average NCEB Per Pupil Districts NCEB/Pupil Formulas Waivers Sub-Total
A - Over 125% of Average 70 $2,503.94 $+106.01 S+ 5.02 $111.03
B - 115% to 125% of Average 59 2,190.48 +106.01 + 4.16 110.17
C - 105% to 115% of Average ) 98 2,004.58 +106.01 + 8.00 114.01
D -~ 95% to 105% of Average 118 1,829.34 +106.01 +15.51 121.52
E - 85% to 95% of Average 111 1,646.74 +117.73 + 7.46 125.19
F - 75% to 85% of Average 82 1,465.73 +132.26 +20.41 152,67
G - Below 75% of Average 36! 1,266.22 +153.16 +23.02 176.18 '

Note: See Table 13 for school districts omitted.
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A new analysis of enrollment decline and spending lecvels in 1979-80
has been prepared for this report with school districts classified into
seven groups according to their NCEB-per-pupil level. The average change
in resident enrollment from September, 1978 to September, 1979 1s shown in
Table 20 for each budget-level group. Almost without exception, the greater
the NCEB level, the greater the average enrollment decline. The highest-
NCEB places 1n Group A had a 4.32% decline in enrollment; the lowest-NCEB
places had a 0.24% 1increase 1n enrollment.

Any enrollment decline results in an expanded budget cap, since the
limited amount of dollar increase permitted in the budget may be spread
over a smaller number of pupils. With the enrollment decline being far
greater among the high-spending school dlsﬁrlcts, 1t may be expected that
the expansion of their budget caps will be greater. The actual impact,
1in terms of budget cap percentages, 1s shown in Table 21A, while the impact
in terms of permissible per-pupil increases 1s shown 1n Table 21B. The
changes 1n budget caps because of enrollment change are shown graphically
by Charts C-1 and C-2.

In percentage terms, the caps now have become almost a flat-percentage
cap, ranging only from 13.64% for the lowest-budget group to 9.15% for
those budgeting more than 125% of the State average per pupil. 1In absolute
dollar terms, the changes are even more striking. The lowest-budget school
districts -- spending at less than 75% of the state average -- could
increase their budgets by only $172.73 per pupil in 1979-80, while those
in the highest category -- already spending over 125% of the average --

could increase by $229.10 per pupil. Because of varying rates of enrollment

decline, the budget caps have become a major obstacle to equalization of

per-pupil expenditures.
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Table 20. Average Enrollment Change 1in New Jersey School Districts,
1978 to 1979; School Districts Grouped by 1978-79 Net
Current Expense Budgets per Pupil

Expenditure Group and

Relation to State Average Number Average Enrollment Change,

Net Current Expense of September, 1978 to

Budget per Pupil in 1978-79 Districts September, 1979

A - Over 125% of Average 70 - 4,32%

B - 115% to 125% of Average 59 - 4,88

Cc - 105%1to 115% of Average 98 - 4,35

D - 95% to 105% of Average 118 - 3.71

E - 85% to 95% of Average 111 - 3.61

F - 75% to 85% of Average 82 -1.33

G - Below 75% of Average 36 + 0.24
Total 574 - 3.44%

Note: See Table 13 for school districts omitted.

»
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Table 21A. Percentage Increases 1in 1979-80 Net Current Expense Budgets
Permitted by Statutory Formulas, Budget Cap Waivers, and
Enrollment Change; School Districts Grouped by Budget Level
Increase
Expenditure Permitted
Group and by Addition
Relation to Number 1978-79 Budget Addition Due to Total
State Average of Average Cap Due to Enrollment Permissible
NCEB Per Pupil Districts NCEB/Pupil Formulas Walivers Change Increase
A - Over 125%
of Average 70 $2,503.94 + 4.23% +0.20% +4.72% + 9.15%
"B - 115% to 125%
of Average 59 2,190.48 + 4.84 +0.19 +5.39 +10.42
C - 105% to 115%
of Average 98 2,004.58 + 5.29 +0.40 +4,81 +10.49
D - 95% to 105%
of Average 118 1,829.34 + 5.79 +0.85 +4.,11 +10.75
E - 85% to 95%
of Average 111 1,646.74 + 7.15 +0.45 +4.03 +11.63
F - 75% to 85%
of Average 82 1,465.73 + 9.02 +1.39 +1.49 +11.90
G - Below 75% ‘
of Average 36 1,266.22 +12.10 +1.82 -0.27 +13.64

Table 21B. Dollar Increases Per Pupil 1n 1979-80 Net Current Expense
Budgets Permitted by Statutory Formulas, Budget Cap Waivers, and
Enrollment Change; School Districts Grouped by Budget Level
Increase
Expenditure Permitted
Group and by Addition
Relation to Number 1978-79 Budget Addition Due to Total
State Average of Average Cap Due to Enrollment Permissible
NCEB Per Pupil Districts NCEB/Pupil Formulas Waivers Change Increase
A - Over 125%
of Average 70 $2,503.94 $+106.01 $+ 5.02 $+118.07 $+229.10
B - 115% to 125% )
of Average 59 2,190.48 +106.01 + 4.16 +118.03 +228.20
C - 105% to 115%
of Average 98 2,004.58 +106.01 + 8.00 + 96,35 +210.36
D - 95% to 105%
of Average 118 1,829.34 +106.01 +15.51 + 75.17 +196.69
E - 85% to 95%
of Average i11 1,646.74 +117.73 + 7.46 + 66.36 +191.55
F - 75% to 95%
of Average 82 1,465.73 +132.26 +20.41 + 21.87 +174.54
G - Below 75%
of Average 36 1,266.22 +153.16 +23.02 - 3.45 +172.73

Note:

See Table 13 for school districts omitted.
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Fallure to Utilize Budget Caps Fully

A fourth reason why school budget caps may not be effective in raising
the relative spending level of low-budget districts would occur 1f the
districts with large percentage caps according to the formulas failed to
budget to the full extent of the permissible limit. To some extent, this
does appear to be happening, although the variation 1s relatively small.
Table 22A brings together on a percentage basis the budget cap data for
1979-80 already discussed and shown in charts and other tables =~- the
formula cap, the additions due to cap waivers, and the'additions due to
enrollment decline -- and compares this maximum permissible increase 1n
NCEB with the actual increase which took place for the year. So far as
group averages are concerned, the performance of the school districts 1is
remarkably uniform, with Groups A through E varying only between 87%
and 94% 1in their use of their maximum permissible budget cap increases.
Only in the two lowest-budget groups of districts 1s there a minor
deviation, with the use of the caps falling to 68% in Group F and 79%
in Group G, Table 22B shows the same data in dollar-per-pupil terms.

So far as 1individual school districts are concerned, about half in
1979-80 budgeted less than 95% of the increase permitted 5y the statutory
budget cap formula, about one-third budgeted from 95% to 105% of the
formula amount, and about one-fifth exceeded the formula budget cap through
the use of waivers. The breakdown by budget level 1s shown in Table 23.

While a possible explanation 1n earlier years, in 1979-80 the

failure of low-budget districts to utilize their caps fully 1s only a

minor cause for their failure to increase their relative expenditure

level,
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Table 22A. Permissible and Actual éercentage Increases 1n 1979-80
Net Current Expense Budgets; School Districts Grouped by
Budget Level
Increase
Expenditure Permitted
Group and by Addition Total Actual
Relation to Number 1978-79 Budget Addition Due to Permis- Change
State Average of Average Cap Due to Enrollment sible 1in Average

Actual as a
Percentage
of

NCEB Per Pupil Districts NCEB/Pupil Formulas Waivers Change Increase NCEB/Pupil Permissible
A - Over 125%
of Average 70 $2,503.94 + 4.23% +0.20% +4.72% + 9.15% + 8,31% 91%
B - 115% to 125%
of Average 59 2,190.48 + 4.84 +0.19 +5.39 +10.42 + 9.31 89
C - 105% to 115%
of Average 98 2,004.58 + 5.29 +0.,40 +4.,81 +10.49 + 9,87 94
D - 95% to 105% |
of Average 118 1,829.34 + 5.79 +0.85 +4.11 +10.75 + 9.32 87
E - 85% to 95%
of Average 111 1,646.74 + 7.15 +0.45 +4.03 +11,.63 +10.11 87
F - 75% to 85%
of Average 82 1,465.73 + 9.02 +1.39 +1,49 +11.90 + 8.14 68
G - Below 75%
of Average 36 1,266.22 +12,10 +1.82 -0.27 +13.64 +10.75 79
Table 22B. Permissible and Actual Dollar Increases Per Pupil 1n 1979-80
Net Current Expense Budgets; School Districts Grouped by
Budget Level
Increase
Expenditure Permitted
Group and by ¢ Addition Total Actual Actual as a
Relation to Number 1978-79 Budget Addition Due to Permis- Change Percentage
State Average of Average Cap Due to Enrollment sible 1n Average of
NCEB Per Pupil Distraicts NCEB/Pupil Formulas Waivers Change Increase NCEB/Pupil Permissible
A - Over 125%
of Average 70 $2,503.94 $+106.01 $+ 5.02 $+118.07 $+229.10 $+208.20 91%
B - 115% to 125%
of Average 59 2,190.48 +106.01 + 4.16 +118.03 +228.20 +203.95 89
C - 105% to 115%
of Average 98 2,004.58 +106.01 + 8.00 + 96,35 +210.36 +197.91 94
D - 95% to 105%
of Average 118 1,829.34 +106.01 +15.51 + 75.17 +196.69 +170.46 87
E - 85% to 95% :
of Average 111 1,646.74 +117.73 + 7.46 + 66.36 +191.55 +166.47 87
F - 75% to 85%
of Average 82 1,465.73 +132.20 +20.41 + 21,87 +174.48 +119.29 68
G - Below 75% ,
of Average 36 1,266.22 +153.16 +23.02 - 3.45 +172.73 +136.10 79

Note: See Table 13 for school districts omitted.
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Table 23. Use of Budget Cap Capacity by New Jersey School Districts
in 1979-80; School Districts Grouped by Budget Level '

Percentage of

Expenditure Group and i s School Districts Budgeting:

Relation to State Average Less Than 95% to 105% of More Than
Net Current Expense Number 95% of Amount of Amount 105% of Amount
Budget Per Pupil 1in of Permissible by Permissible by Permissible by

Prior Year Districts Formula Formula Formula
A - Over 125% of Average 70 46% 33% 21%
B - 115% to 125% of Average 59 47 32 20
C - 105% to 115% of Average 98 42 33 26
D - 95% to 105% of Average 118 51 32 17
E - 85% to 95% of Average 111 51 32 17
F - 75% to 85% of Average 82 51 24 24
-
G - Below 75% of Average 36 56 25 19

Total 574 49% 31% 21%
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The 1mpact of the various factors explaining the failure of the
budget caps to produce more equalization of per—pﬁpll net current expense
budgets\has been presented for 1979-80 in Tables 22A and 22B. These data
are now also summarized in Charts D-1 and D-2. Average net current -
expense budgets per pupil increased by just about the same percentage 1in
all budget-level groups, ranging only between 8.31% for the highest-budget
places to 10.75% for the lowest-spending group. In dollar-per-pupil terms,

the gap between low and high-budget places widened considerably, with the

average per-pupil lncrease ranging from $119 in Group F and $136 in Group G

B R | & et

to $204 1n Group B and $208 in Group A. Clearly, the main reason for the

failure of the budget caps to ralige the relative spending level of low budget

o BRI g

school districts 1s the varying degree of enrollment decline among school '

districts at different expenditure levels. Unless some action 1s taken

to correct this aspect of the budget cap formula, more equal expenditures

per pupil for these districts will be i1mpossible to achieve i1n New Jersey. 5

Summary :

The budget caps have been very successful in achieving three of the &
purposes for which they were created. They have prevented large and, %
presumably, 1inefficient annual increases in school budgets. They have
provided substantial protection of the State treasury against the
unanticipated liabilities possible within a cost-sharing State aid system.
They have contributed to the achievement of a considerable measure of
property tax relief in New Jersey.

In terms of their fourth purpose -- to permit low-budget communities
to use an expanded State aid program to catch up in spending level with

those places which had higher spending status because of greater amounts
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of property tax resourses -- the budget caps have failled to achieve very
much. When measured 1n relative terms, using total budget fiqures, there

has been some slow egualization. When measured in terms of the absolute
dollar difference between high- and low-spenders, there has been a loss of
ground., The major reason has been the differing rates of enrollment decline:
high-budget places have lost enrollment rapidly; low-budget places have lost
slowly or have gained enrollment. Budget cap waivers and under-utilization
of budget cap capacity 1in recent years have played only small roles. If the

budget caps are to perform this function for which they were establishecd,

some adjustment must be made to account for enrollment change.
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V - THE IMPACT OF BUDGET CAPS ON SCHOOL PROGRAM

Although school budget caps appear to have achieved some of the
purposes for which they were developed and to have failed i1n other
areas, there 1s the possibility that they may have had unintended
consequences in their impact on the educational programs of the public

schools. This chapter will attempt to evaluate that impact.

Statewide Expenditure Trends

Before examinlng the impact of the budget caps on school program,
1t may be useful to identify longer-term trends in New Jersey public
school finance, since there always 1s a danger of attributing to some
recent i1nnovation' effects which really are reflective of factors

operating over a longer period of time.

Data Considerations

Final audited expenditure and enrollment data for each school
district have been published for twenty-five years by the Commissioner
of Education in the so-called "blue book", using a standard chart of
accounts.l Unfortunately, the latest "blue book" to be published 1s
for 1976-77. In order to carry the expenditure analysis beyond this
year, the Department of Education has made available worksheets for
1977-78 providing data comparable to published data for earlier years.
Expenditure and enrollment information taken from the worksheets, while
st1ll subject to correction as errors are found, 1s considered almost

as accurate as the published data for earlier years. 1In all tables,

lFlnanc1al Statistics of School Districts, Annual Report of the
Commissioner of Education, Department of Education, State of New Jersey,
Trenton, New Jersey.
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however, such data have been labeled as "preliminary".

Inflation Factor

Budget or expenditure information gathered over a period of years
can be misleading 1f the effect of inflation 1s not taken 1into account.
For this reason, all finance data i1in this chapter have been reduced to
a constant-dollar value. At least 65% of all school district expenses
are for salaries, with the salaries of teachers making up over 42% of
all expenditures. For this reason, the average teacher salary in New
Jersey appears to be a convenlent and relevant gauge of chanylng school
costs. All current expenditure data, therefore, have been converced to
constant 1975 dollar values through use of an 1index bas?d on the average

teacher salary in the state. For most years, this 1index 1s very close tr

the Consumers Price Index (See Table 24).

Total Expenditures

Table 25 shows the state total of constant-dollar expenditurcs per
pupil, by major expenditure category, from 1970-~71 through 1977-78. Table
26 converts the data in Table 25 to a percentage of total school district
expenditures, 1in order to show changing patterns over time. Tables 1.
Appendix A of this report provide a more detailed breakdown of some of
the major budget categories shown 1n Tables 25 and 26.

In general during the 1970's, school budgets per pupil rose faster
than the inflation index, with the result that expenditures per pupil
increased i1n constant dollars. However, general economic conditions and
other speclal factors caused variations of the growth rate. 1In 1975-76,
an 1mpasse 1n State budgeting, which produced a "freeze" of State aid to

schools, brought a reduction of the average constant-dollar expenditure
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Table 24. Comparison of Trend of Average New Jersey Teachers' Salary
With Trend of Consumer Price Index, 1970-71 to 1979-80

Average New Je;sey N
Teachers' Salary Consumer Price Index
Average Index to Index to

_Year Salary 1975-76 Year 1975
1970-71 $ 10,050 . 740 1970 . 715
1971-72 10,725 .789 1971 .756
1972-73 11,300 .832 1972 .779
1973-74 11,920 .877 1973 . 827
1974-75 12,618 .929 1974 .925
1975-76 13,588 1.000 1975 1,000
1976-77 14,537 1.070 1976 1.054
1977-78 15,370 1.131 1977 1.119
1978-79 16,070 1.183 1978 1.185
1979-80 17,200 est, 1.266 1979 1.297

Notes:

1. Average New Jersey teachers' salary supplied by Research Department
of New Jersey Education Association.

2. Consumer Price Index is the July average for the New York-Northeastern
New Jersey and the Philadelphia areas, converted to a 1975 base.



Table 25. State Total Expenditures Per Pupil by Local School Districts, by Major Expenditure Category,
in 1975-76 Dollars; 1970-71 to 1977-78 Preliminary
1970~71 _1971-72 1972-73 1973-74 1974-75 1975-76 1976-77 197778
Administration $ 46.98 $ 48.64 $ 51.05 $ 54,50 $ 59.17 $ 59.90 $ 62.07 $ 66,54
Instruction 905.42 938,31 971.55 i,OlO.lQ 1,048.06 1,050.41 1,056.83 1,081.11
Attendance 3.85 4.15 3.50 2,98 3.41 3.73 3.76 3.87
Health~SerVices 20.21 20,91 22,23 21.96 23,25 23.18 23.63 24,44
Transportation 47,00 48,37 50.81 55.97 62.18 63.04 65.64 71.08
Plant Operation 109.14 113.95 118.86 132.17 149,80 148.48 l§3.83 160.50
Maintenance 40.98 43,78 49.49 60.27 67.20 59.58 64,53 65.63
Fixed Charges 58.14 64.91 69.56 75.14 78.42 85.85 100.17 114.42
Net Tuition 4.14 5.76 7.88 9,32 11.49 13.48 15.03 16.22
Food Service 7.74 8.18 10.16 11.68 12.67 1l.61 9.75 11.04 é
Student Activities 13.46 14.32 15.92 16.77 19.04 19.74 18,37 21.35 :
Community Service 3.31 3.75 3.77 1.78 3.91 4,82 4,46 6.32
Special Projects 4.32 2.89 7.73 5.33 7.33 6.09 19.79 39.88
Federal Programs 54.07 62,91 58.11 61.26 68.04 64,35 64.73 68.34
Special Schools 10.31 10.35 11.16 13.61 14.20 12.92 11.85 13.61
Sub-Total: Curr. Exp. 1,329.06 1,391.20 1,451.78 1,532,92 1,628.17 1,627.19 1,674.43 1,764.35
Budgeted Capital Outlay 20,75 21,15 20.63 13.60 11.21 9.05 8.01 16.15
Debt Service 122,44 120.48 123.88 126.34 124.54 124.54 121.24 125,47
Add. Bldg. Aid - 1.02 1.90 3.63 4.03 4,4¢ 4.38 9,81
TOTAL 1,472.25 1,533.87 1,598.19 1,676,419 1,766.62 1,765.16 1,808.05 1,915.81

ooz
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Table 25.
Notes:

l.

Data for 1970-71 through 1976-77 are audited expenditure figures as published in the Annual
2.

Reports of the Commissioner of Education, Financlal Statistics of School Districts.

3.

Data for 1977-78 are audited expenditure figures from worksheets 1in the Department of Education.
Net Tuition 1s the total paid minus the total tuition received by school districts, and represents
the net payments made outside the New Jersey public school system.

40

school districts,

Debt Service includes payments made by school districts and by municipal governments on behalf of
5.

Omitted are Improvement Authorizations.
6.

salary in New Jersey.

All data are expressed in 1975-76 dollars through use of an index based on the average teachers'
7.

Individual figures may not add to totals because of rounding.

8. See Appendix Table A-1 for further detail.

...—'[L__



Table 26. State Total Expenditures by Local School Districts, by Major Expenditure Category, as Percentage of Total

Expenditure, 1970-71 to 1977-78
Preliminary
1970-71 1971-72 1972-73 1973-74 1974-75 1975-76 1976-77 1977-78
Admlnlstration 3.19% 3.17% 3.19% 3.25% 3.35% 3.39% 3.43% 3.47%
Instruction 61.50 61.17 60.79 60.26 59.33 59.51 58.45 56.43
Attendance .26 .27 .22 .18 .19 .21 .21 .20
Health Services 1.37 1.36 1.39 1.31 1.32 1.31 1.31 1.28
Transportation 3.19 3.15 3.18 3.34 3.52 3.57 3.63 3.71
Plant Operation 7.41 7.43 7.44 7.88 8.48 8.41 8.51 8.38
‘Ma1ntenance 2.78 2,85 3.10 3.59 3.80 3.38 3.57 3.43
Fixed Charges 3.95 4.23 4.35 4.48 4,44 4.86 5.54 5.97
Net Tuition .28 .38 .49 .56 . «65 .76 .83 .85 !
\

Food Service .53 .53 .64 .70 .72 .66 .54 .58 ?
Student Activitiles .91 .93 1.00 1.00 1.08 1.12 1.02 1.11
Community Service .22 .24 .24 .11 .22 .27 .25 .33
Special Projects .29 .19 .48 .32 .41 .34 1.09 2.08
Federal—Programs 3767 4710 3.04 3.65 3.85 3.65 3.58 3.57
Special Schools .70 .67 .70 .81 .80 .73 .66 .71
Sub-Total: Curr. Exp. 90,27 90.70 90.84 91.44 92.16 92.18 92,61 92.09
Budgeted Capital Outlay 1.41 1.38 1.29 .81 .63 .51 .44 .84
Debt Service 8.32 7.85 7.75 7.53 6.98 7.05 6.71 6.55
Add. Bldg. Aid - .07 .12 .22 .23 .25 .24 .51



Table 26.

Notes:

l.

Percentages for 1970-71 through 1976-77 based on audited expenditure figures as published 1in the
Annual Reports of the Commissioner of Education, Financial Statistics of School Districts.

Percentages for 1977-78 based on audited expenditure figures from worksheets in the Departnent
of Education.

Net Tuition 1s the total paid minus the total tuition received by school districts, and represents
the net payments made outside the New Jersey public school system.

Debt Service 1includes payments made by school districts and by municipal governments on behalf of
school districts.

Omitted are Improvement Authorizations.
Individual figures may not add to totals because of rounding.

See Appendix Table A-2 for further detail.

_..EL_.-
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level. Budget caps were first implemented 1in 1976-7

restrictive in 1977-78. A further element, which ma
the observable
enrollments in 1971-72, with an accelerating enrollme

year .

Increasing Expenditure Categories

Several of the smaller expenditure categories st
and 26 have grown both 1in their share of the school i

constant-dollar value. School district administratid

steady increase from 3.19% of expenditures 1in 1970-71

Transportation, which had been relatively stable 1in f{

jumped from 3.18% of the total in 1973-74 to 3.71% by

price 1increases 1n motor fuels undoubtedly will brlng

the latter part of the decade.
early 1970's as a proportion of school expenditures,
off as a percentage of this total.

pattern.

during the 1970's, with 1ncreased costs for insurance

a major factor.

Plant operation costg

Maintenance costsg

Fixed charges 1s a budget category which hs

Net tuition -- the difference betweé

V, and became more

vy have 1influenced

trends, was the peaking of state total public school

>nt drop after that

nown 1n Tables 25
pudget and 1in actual
bn shows a slow,

to 3.47% 1in 1977-78.
the early 1970's,

y 1977-78, and recent
j a further rise 1n

5 grew during the

but then leveled

3 followed a similar
s grown rapidly

and judgments being

:n tultion paid by the

public schools and tuition received -- while still small, has more than

tripled 1ts share of the school budget since 1970-71,

substantial effort to provide special educational prg

reflecting a

grams for handicapped

puplls i1n private or other public facilities beyond the\local school

system.

Finally, special projects, a relatively mindr category during

the early part of the decade, has grown to major significance under Chapter

212, since State compensatory education and bilingual| programs are accounted




for under this heading. In summary, an increasing share of the school

budget 1s belng taken by,admlnistratLOQ, transportation, plant operation,

malntenance, fixed charges, net tuition, and special projects.

Declining Expenditure Categories

If some budget categories have taken a larger share of the total,
others must have contracted. Instruction expenditures, the largest
single budget area, became a smaller and smaller portion of the total
during the 1970's, declining from 61.50% at the beginning of the period
to 56.43% 1n 1977-78, and probably even lower 1n later years. Included
here are:

Salaries of Principals

Salaries of Supervisors of Instruction

Salaries of Teachers

. Salaries of Other Instructional Staff (including school librarians,

guidance personnel, child study team, audio-visual personnel,
and radio and television instructional personnel)

Salaries of Secretarial and Clerical Assistants (when providing
services for instructional personnel)

Other Salaries for Instruction
Textbooks
School Libraries and Audio-Visual Materials
Teéchlng Supplies
Other Expenses for Instruction (including miscellaneous supplies
for instruction, travel expenses for instruction, and other
expenses directly connected with instruction)
Despite the decline as a share of the total, expenditures for instruction
rose 1n constant dollars in every year, reflecting an effort by school

boards and school admlnistrators to protect instructional programs during

lean years.
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The other major area of declining expenditure
the bonds 1ssued during the 1950's are paid off, aT

ments continue to reduce the demand for new constru

was debt service. As

d as declining enroll-

1

ction, debt service

(1ncluding municipal budget obligations) probably will continue to

become a smaller percentage of total school expendi

tures. This trend

may halt, however, 1f a major effort is made to replace outdated school

facilities i1n the older urban areas.

’ Budgeted capital outlay appears to be a specis
early 1970's, school districts reduced expenditures
category, mainly because the State provided no equg
a share of capital expenditures. Some costs could
capital 1tems or as maintenance expenditures, and %
to shift them out of capital and into maintenance,
1n the net operating budget, of which a share was p
under the Bateman-Tanzman equalization program. A
procedure in 1973-74, which placed new school bus p
transportation, rather than under budgeted capital

to a decline in the capital category. With the imp

1 case. During the
sharply 1in this
lization aid to cover

be justified either as
here was an incentive
thus including them

aid by the State

change in accounting
urchases under

outlay, also contributed

lementation of Chapter

212, however, the trend has reversed sharply. Budgeted capital outlay

now 1s subject to State equalization support. More
outlay 1s outside the budget caps. The result has
incentives, and to encourage the inclusion of borde
1tems 1n budgeted capital outlay, rather than under

impact 1s shown 1in Table 25, where budgeted capltai

over, budgeted capital
been to reverse the

rline expenditure
maintenance. The

outlay grew substantially

on are becoming smaller

in 1977-78. 1In summary, debt service and instructi
* 1

percentages of the school budget, although instruct

ronal costs per pupil

have increased steadily on a constant-dollar basis.

The budget caps have

L
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stimulated a sharp increase 1n budgeted capital outlay.

Stable Expenditure Categories

While varying from year to year in different patterns, a number of
the smaller expenditure categories show no marked trend toward an 1ncreasing
or decreasing share of the school budget. Attendance services, never a very
large part of total expendirtures, declined modestly in the early 1970's,
and then began to recover some ground. Health services spending leveled
off at about 1.3% of total expenditures in the latter half of the period.
The food services share of the budget rose in mid-decade, probably due to
the school lunch program, but then declined somewhat as that program was
reduced 1n scope. , Except for 1976~77, expenditures for student activities
gradually have taken a larger share of the school dollar, possibly
influenced by Title IX requirements for more equal athletic opportunities
for both boys and girls, Community service activitlies, a small item,
changed little during the decade. Federal program spending fluctuated
from year to year between 3.6% and 4.1% of the total, with no clear
pattern. Specilal schools -- adult education, evening vocational schools,
summer schools, etc. -~ may have suffered as funds were diverted during
the tight budget year of 1975-76 and the first budget cap year of 1976-77,
but recovered some ground in 1977-78. Additional building aid expenditures
rose in the early 1970's, leveled off at about one-quarter of one percent

of total expenditures, and then jumped in 1977-78,.

Measuring the Impact of Budget Caps on School Program

Budget caps have no direct impact on the quality of school program.
As a fiscal restraint, the budget caps have a direct effect only on the

quantity of fiscal resources made available for school program. The
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quality of that program depends not only on the quan
avallable, but alsoc on what use 1s made of those res
distraicts.
the quality of the school program would introduce an
involving the decisions made by local school boards,
and school staff.
matter, with little consensus on criteria.

program in even a single school district 1is
for 600 school districts 1is well beyond the scope of
In this chapter, an attempt 1s made to estimate
budget caps by looking at the changes which have occy
since the

L

the fas

resources made available for school program
first imposed in 1976-77, More specifically,
avallable for school program have peen measured 1n te
If

per pupil for instruction in constant dollars.l t

instructional expenditures in constant-value dollars
to the next, 1t 1s assumed that fiscal resources for

improved.

in constant dollars indicates a deterioration of fisc

for school program.
fewer course offerings, larger or smaller pupil-teach
additional or fewer textbooks, are local decisions wh
the budget cap impact on resources, but which cannot

a direct impact of the caps.

1
See above, p. 75 for a definition of instruction
items.

a complex task:

Conversely, a lower level of per-pupil ing

Whether these resources have bee

tity of resources madc
burces by local school

An attempt to measure the impact of budget caps by evaluating

extraneous element

school administrators,

Quality of program, moreover, frequently is a subjective

Evaluation of the quality of

to attempt 1t
this report.

the impact of the
rred in the fiscal
budget caps were
cal resources

rms of the expendltures

he per-pupil

rise from one year
school program have
tructional expenditures
al resources avallable
n used for more or

er ratios, or

ich may flow from

be evaluated here as

1l expenditure
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Expenditure Data

Data on actual expenditures for instruction in each school district
are avallable from the "blue books" for 1975~76 and 1976-77 and in the
Department of Education worksheets for 1977-78. For 1978-79 and 1979-80,
no such comparable data are available at this time. Instead, the New
Jersey School Boards Association has supplied average budget figures for
instruction which were gathered from individual school budgets on file
in the Department of Education. Since these data are budgeted figures,
rather than actual audited expenditures, they have been labeled as
"tentative" 1in all tables in this report.

A complication is introduced for 1978-79 and 1979-80, in that a small,
but growing number of school districts have changed from a traditional
line-item budget format, and filed only a program budget with the
Department. ' Thus, these districts were omitted from the data provided
by the New Jersey School Boards Association., In order to fill this gap,
the program budgets on file at the Department have been examined, and the
following appropriation ;ategorles selected as approximately equivalent

to the instruction section of the line 1item budgets:

Regular Instructional Programs (minus State compensatory
education programs and bilingual programs)

Special Instructional Programs

Instructional Support (including curriculum supervision and
development, instructional staff training, library, and
media)

Guidance Services

Child Study Teams

Supplemental Instruction

School Administration (as distinguished from district-wide
administration)
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Enrollments

Information on enrollments has similar strength
Through 1976~77, the published "blue books" show the
enrollment in the schools of each school district, 1
and non-resident pupils. A presumably comparable f1
the Department worksheets for 1977-78, but 1s subjec
Average district enrollment data for 1

publication.

were not avallable. Instead, the enrollment as of t

has been used, based on evidence that, statewide, th
deviates from the yearlong figure by just about the
budgeted instructional appropriations differ from th

expenditures.

Inflation Factor

Expenditure data have been reduced to constant g
the use of an 1index based on the average teacher sals
already described.l This i1ndex 1s even more approprl
instructional costs than in its application to the en

75% of the costs of instruction are for teacher salarp

instruction costs are for salaries of some sort.

Summary

In summary, the fiscal indicator used to measure
caps on fiscal resources for school program is the pe

for 1nstruction, expressed in constant-dollar terms,

Jersey teachers' salary to reduce current dollars to

lSee above, p. 68.

s and weaknesses.
average yearlong
ncluding both resident
gure was gathered from
t to correction before
D78-79 and 1979-80

nhe end of September

1s figure usually

I

ame amount that the

actual final

ollar terms through
ry 1n New Jersey, as
ate in dealing with
tire budget, since

1es, and 94% of all

the impact of budget
r pupil expenditure
using the average New

a constant value.
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Data for 1975-76 and 1976-77 are final, published figures, which are
regarded as reasonably accurate., Data for 1977-78 are unpublished
figures, which are probably almost as accurate as the earlier data, but
are listed throughout the chapter as "Preliminary". Data for 1978-79
and 1979-80 represent a patchwork of information, which i1s probably
considerably less accurate than earlier data, and is described through-

out the chapter as "Tentative".

Statewide Impact of Budget Caps on Fiscal Resources for School Program

During the early 1970's, instructional expenditures per pupil in
constant dollars rose at about three to four percent per year (See Table
27). With the State aid "freeze" of 1975-76, this growth almost stopped,
with 1nstructional expenditures increasing only 0.2% that year in constant-
dollar terms. The first year under Chapter 212 ~- 1976-77 -- saw only a
modest resumption of growth, as many districts failed to utilize their
budget cap capac1ty.l Thereafter, 1instructional expenditures per pupil
have increased each year, though at a somewhat lesser overall rate than

before the budget caps were imposed. On a statewide basis, the budget

caps appear to have reduced the rate by which the fiscal resources for

school program are growing, but they have not resulted i1n an overall

reduction in those resources.

Impact of the Budget Caps on Individual School Districts

The conclusion that there has not been a general statewide decline
1n fiscal resources available for school program under the budget caps

does not preclude the possibility that this may have happened in individual

1
See above, pp. 11-15.



. Table 27.

Year
1970-71
1971-72
1972-73
1973-74
1974-75

1975-76

=82

State Average Per-Pupil Expenditures for Instruction
in Constant 1975-76 Dollars; 1970-71 to 1379—80

Instruction
Expenditures

i

Per Pupil
in 1975-76 Dollars

$

905.42
938.31
971.55
1,010.19
1,048.06

1,050.41

Percentag
Change frﬂ
‘Prior Yea

+

+

+

‘ngm

3.6%

1976-77

1977-78
Preliminary

1978-79
Tentative

1979-80
Tentative

1,056.83

1,081.11

1,129.24

1,157.65

Period of Chapter 212
4.5 Budget Caps
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districts. To test this possibility, the constant-dollar instruction
expenditure per pupil 1n each district has been compared for each of
the first four years under the budget caps with the prior year data.l
The results are shown at the top of Table 28, 1In the first year of
budget caps -~ 1976-77 -- almost 40% of the school districts 1in the
state reduced their fiscal input to instructional programs when this
1s measured i1n constant dollars on a per-pupil basis. In subsequent
years, the proportion dropped to about one-fourth.

The year-to-year changes do not tell the story fully, however,
While a school district may be forced to a lower expenditure per pupil
1n one year, 1t may recover 1in the next year. In fact, this 1is what
seems to have happened in many cases., Although roughly one-quarter of
the districts have reduced their per-pupil instructional expenditures
in each year, this result over the entire four-year span 1s less wide-
spread. Of all school districts, about 10% have had a long-term (1975-76
to 1979-80) decline 1n constant-dollar expenditures per pupil for
instruction.

Although Table 28 shows a substantial minority of the school districts
with a lower expenditure level for instruction in each year, this does not
necessarily indicate that the change was due to the budget caps, since the

same result could be caused by a board of education which failed to use

lOmltted for all four years are the non-operating districts of Rockleigh,
Teterboro, Hi-Nella, Pine Valley, Tavistock, Cape May Point, West Wildwood,
Allenhurst, Interlaken, South Belmar, Victory Gardens, Mantoloking, Far
Hills, Millstone Borough, Rocky Hill, Hardwick, and Pahaquarry; and the two
special education districts of Corbin City and Longport. In 1979-80, three
more districts -- Audubon Park, Helmetta, and Sea Bright -- became non-
operating and are omitted. Cumberland Regional entered 1ts second operational
year in 1978-79, and was added.
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Changes in Individual School District Per-Pu
for Instruction in Constant Dollars; 1976-77

p11 Expenditures
through 1979-80

Change
Change from Prior Year Over
Final Preliminary Tentative Tentative 4-Year
1976-77 1977-78 1978-79 1979-80 Period
Distraicts Having LOWER
Per-Pupil Expenditures
for Instruction 1in 232 (39.9%) 130 (22.3%) 105 (18.0%) 157 (27.1%) 57 (9.8%)
Constant Dollars than
in Prior Year:
Because of
UNDER~-UTILIZATION 179 (30.8%) 37 (6.4%) 17 (2.9% 56 (9.7%) 6 (1.0%)
of Budget Cap
Capacity
Because of
BUDGET CAP 53 (9.1%) 93 (16.0%) 88 (15.1% 101 (17.4%) 51 (8.8%)
Limitations
Total Number of Districts 582 582 583 580 579

Notes:

For districts omitted, see

footnote 1, page 83.

4-year tabulation based only on districts 1in anwual tabulations
for all four years. '
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1ts budget cap fully, or by an electorate or board of school estimate
which refused to approve a budget fully utilizing the caps. In order to
test thls possibility, each declining-expenditure district's net current
expense budget (NCEB) was compared with the permissible NCEB under the
budget cap to establish whether the budget cap was fully utilized. If 1t
was not used fully, the amount by which the actual NCEB could have been
1ncreased under the cap was added to the instructional budget and divided
by the enrollment to obtain a new, hypothetical per-pupil instruction
budget which could be compared with the prior year's figure., For example,
1f the budget cap permitted an NCEB of $2,000,000, but the district
adopted an NCEB of only $1,500,000, including instructional appropriations
of $1,200,000, the additional $500,000 of unused budget cap capacity was
added to the $1,200,000 actual instructional appropriation to obtaln a
total permissible instructional expenditure under the caps of $1,700,000.
This was then compared on a per-pupll basis with the prior year's
instructional budget. The results are shown on the second and third

lines of Table 28.

In the first year ‘under the budget caps -- 1976-77 -- school budgets
were adopted initially before there was assurance that the new State aid
programs under Chapter 212 would be funded for the year. Many school
districts, therefore, adopted very conservative budgets, which fell short
of the limits imposed by the budget caps. Even though legislation
eventually permitted a reopening of the budget process, many districts
made no change or only marginal changes in their budgets. Moreover, more
than half of the school budgets submitted Fo referendum were defeated 1in
1976. One of the unique aspects of the New Jersey school budget cap

1s that the proposed budget must fit within the statutory budget caps
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before 1t 1s submitted to the voters or to the boar
1n those few places where there 1s no referendum.
by negative voter or board of school estimate actic
under-utilization of budget cap capacity. As seen
232 school districts suffering a reduced per-pupil
in constant dollars in 1976-77, 179 were placed 1in
utilization of the budget caps. The impact of the
resources for school program 1n this year was relat
apparently hitting only about 9% of those in the st

Preliminary data for 1977-78 and tentative dat

1979-80 1in Table 28 show a much different picture.

of the caps has dropped, the role of the budget cap

impor tant, remalning remarkably consistent at about

In the last three vears of the study period, the bu

d of school estimate
Any reduction causced
n then results in

1n Table 28, of the
instruction budget

this position by under-
budget caps on fiscal
ively small --

ate,

a for 1978-79 and

While under-utilization’

s has become more’

15% to 17% each year.

N

appear to have had a negative effect on the fiscal

dget caps, in particular,
"t

resources for '

rhstructional program in about one-sixth of the sch

o0l districts of the

:
’

‘State each year.

Agaln, the long-term impact is considerably le
school districts whose program 1s impacted in one y

subsequently. In about 9% of the school districtsg,

5s extensive, since
par may recover

the budget caps appear

to have had the long-term effect (1975-76 to 1979-8

D) _of reducing the

fiscal resources for school program.

Type of School District Impacted by Budg

et Caps

In order to determine whether the budget caps
impacts on different kinds of school district, the

had a long term (4-year) decrease in constant-dolla

for instruction due to the caps have been examined

Lave had different
51 districts which have
i

per-pupil expenditures

In three ways:
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1n relation to the level of expenditure per pupil 1n
the prior vyear;

in relation to enrollment size; and

in relation to grade pattern of schools operated.

Budget Cap Impact i1n Relation to Expendilture Level

The budget cap formulas clearly are designed to provide for tighter
caps 1n districts which spend at higher levels per pupil and looser caps
for low-spending districts. The purpose was to allow the low-spending
districts to catch up to their higher-spending neighbors.

Earlier portions of thls report have shown that this design appears
to have been overwhelmed by the effects of declining enrollment which, 1n
general, are occurring more rapidly in the higher-spending districts.

Table 29, however, indicates that a larger proportion of high-spending

districts have had to cut back on their instructional expenditures than

low=-spending districts. Part of this result 1s due to the inclusion of

high expenditure county vocational districts in Table 29, but not in the
earlier analyses.2 Eliminating the county vocational districts reduces

the impact reported in Table 29 on the high-budget districts, but does not
change the pattern substantially. Thus, the results may appear contra-
dictory. They are not really so. As shown in Table 22A earlier, enrollment
decline has not quite balanced the equalizing effect of the budget caps

when the caps are reported on a percentage baslis. Actual increases 1in

NCEB per pupil averaged 10.75% 1in 1979-80 for the lowest-spending districts,

lSee above, p. 44,

2Numerous other differences exist between the data in Table 29 and
earlier analyses, such as the portion of the budget analyzed and the year
of analysis.
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Table 29. Impact of School Budget Caps 1n Relation

Level of School District

1975-76
Level of Number
Expenditure of
Per Pupil School
for Districts
Instruction in Group

More than 125%
of State Average 69

115% to 125%
of Average 48

105% to 115%

of Average 75
95% to 105%
of Average 114
85% to 95%
of Average 111
75% to 85%
of Average 85

Less than 75%
of Average 77

Total 579

Note: For districts omitted, see footnote 1, p. 83.
only the districts reported in annual tabulat

the period.

to Expenditure

School Districts

Having
Expend1 tur

Lower Per Pupil
es for Instruction

in Constant Dollars
After|4 Years Because
of Budget Cap Limitations

Number

16

i~

51

Percentage

23.2%

14.6

5.3

7.9

8.1

Included are

pLons throughout



but only 8.31% for the highest-budget places. Therefore, the result 1is
that the distribution of school districts by per-puplil spending fevel

1s moving very slowly toward a more equal relative pattern, while growing
steadily less equal i1n the absolute dollar gap between high and low
spenders.

However, although the cap formulas in this sense have operated 1in

a minor way as intended, 1t 1s important to note that budget cap impact

1s not confined to high-spending school districts, but 1s felt on the

instructional program resources of districts at all spending levels.

Budget Cap Impact in Relation to Enrollment Size

An earlier report for the Joint Committee speculated that the budget
caps might have a more severe impact on smaller school districts, since
the limited size of their budgets might make 1t more difficult to shift
funds to adjust for the cap restrlctlons.l This now appears to be the
case, as shown 1n Table 30. However, the largest school districts also
appear to have suffered an above-average budget cap impact. This may
reflect a situation where existing remedial programs were carried as
part of "instruction" in the 1975-76 budgets, but are now funded by State
compensatory education aid, and are accounted for separately as "special

projects". To the extent that this 1s true, the analysis presents an

inflated measurement of budget cap impact for these districts. In summary,

the budget caps appear to have had a wider impact on the instructional

program resources 1n small school districts having fewer than 500 pupils

than 1n larger districts.

lThe Fiscal Impact of Budget Caps in 1976-77, pp. 21-22,




Table 30. Impact of School Budget Caps 1n Relation t

1977-78
District
Enrollment
Slze
Below 500
500 to 999
1,000 to 1,999
2,000 to 2,999
3,000 to 3,999
4,000 to 4,999

Over 5,999

Total

Number
of
School
Districts

_1ln GrouE
148

110
120
73
43

37
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Sch
Having
Expenditu

O Si1ze of Enrollment

ool Districts
Lower Per Pupil
res for Instruction

in Constant Dollars

After

4 Years Because

of Budget Cap Limitations

Number

22

51

Percentage
14.9%

7.3
5.0

4.1

Note: See qualification of large district percentage| 1n text, p. 89,

For districts omitted, see footnote 1, p, 83.

Included are

only the districts reported in annual tabulations throughout

the period.
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Budget Cap Impact in Relation to Grade Pattern

In contrast to the portion of Chapter 212 dealing with the State
suppor t llmlt,l where varying expenditure levels by grade are recognized
and compensated, the hudget cap forimulas treat all school districts
alike, regardless of grade pattern. The possible problem for high-
expenditure grade patterns, such as are found 1n regional high school
districts and county vocational schools, has been identified both in
this and other reports.2 Table 31 shows that this problem does exist.
Generally, a larger proportion of county vqcatlonal schools suffered an
apparent decline 1n fiscal resources for instruction than in any other
type of school district. This observation must be qualified, however,
by an acknowledgment that the methods of reporting enrollment in the
county vocational schools vary, both from county to county and from year
to year. Thus, 1instructional expenditures calculated for these schools
on a per-pupill basis may be open to some question.

, Similar doubts do not apply to the regional high school districts,
which also appear to have had a relatively heavy impact from the budget
caps. Most elementary school districts and the K-12 districts, especially,
have felt much less impact on their instructional program resources.

Special note should be taken of the elementary school districts
which are not members of regional high school districts, but which pay
tuition to send their secondary school pupils elsewhere., Many of these

! \

districts seem to have had their instructional program resources

lSee Section 3, definition of "State support limit".

2Budget Cap Administration for 1976-77, pp. 35-36, The Fiscal Impact
of Budget Caps in 1976-77, pp. 18-19, 79-80, and above, pp. 40—42.'
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Table 31. Impact of School Budget Caps 1n Relation to Grade Pattern

School Districts
Having Lower Per Pupll

Number Expenditures for Instruction
N of in Constant Dollars
School After 4 Years Because
Districts of Budget Cap Limitations
Grade Pattern Group in Group Number ' Percentage

Elementary Districts
in Regional High 179 10 5.6%
School District

Elementary Districts
Which Pay High 117 14 12.0
School Tuition

K-12 Districts 205 13 6.3

Regional High School
Districts 48 9 18.8

County Vocational
Districts 20

len
[ 8]
v
o

Total 569 51 9.0%

Note: For districts omitted, see footnote 1, p. 83. |Included are
only the districts reported in annual tabulatlﬁns throughout
the period.

Only districts maintalning a consistent grade pattern throughout
the 4-year period are included. This ellmlnatﬁs the seven
elementary districts which regionalized into Cumberland Regional
and Egg Harbor, Mt. Olive, and Lacey Townshlpsﬂ all of whach
de-regionalized.
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impacted by the budget caps, probably because their tuition costs are
mandated, leaving local operating budgets as the only place where
expendltures can be cut when the budget caps limit overall expenditures.
The result may be an unexpected argument in favor of regionalization.

In general, the budget caps have had an above-average impact oOn

instructional program expenditures in regional high school districts, 1in

elementary districts not i1in regionals and, probably, 1n county vocational

school districts.

Type of Budget Cap Impact

The "normal" reason for the budget caps to have a negative impact on
instructional program resources 1s the relationship between the rate of
budget growth permitted and the rate of inflation. If all other things are
held constant, the quantity of resources available will decllné 1f the
inflation rate exceeds the rate of budget growth allowed. Two independent
factors modify this generalization:

(1) 1f essential non-instructional costs grow more rapidly than the rate
of growth allowed, they will cut into the funds availlable for
instruction; the converse, of course, 1s true also.

(2) 1f enrollment decreases, the growth potential for instructional
purposes will be enhanced, since the caps are calculated on the basis
of the prior year's enrollment; again, of course, the converse 1s
true, but cap waivers for 1increased enrollment are specifically
authorized by the law.

The budget cap formulas are fairly complex. Because of their

0

complexity, at the same time that they are functioning "normally" in some

districts, the caps may have an impact on other school districts which
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was not necessarilly intended. Where this has been 1d

a "normal" impact. A "technlcal" cap impact can be j

"normal” impact, but the distinction is

damaging as a
cause and the possible remedies might be of a differe

Two broad areas of "technical" budget cap i1impac
and their extent 1s shown 1in Table 32 fqr the 101 sch
the budget caps caused a decline 1n flséal resources

1n 1979-80. The first of these concerns unanticipate

increases. Chapter 212 based the budget cap calculat
year's enrol}ment. Since enrollments statewide are d
provides a "cushion" for most school districts. Howe
ments are declining. Chapter 212 anticipated this pc
authorizing the Commissioner of Education to approve
larger budget increase 1f the district could demonsta
increased enrollment may reasonably be anticipated in
ever, tﬁe exlstence of this wailver provision in the 1
that 1t will be used. If the local board of educatio
the enrollment increase and ask for the waiver -- or
or State Board of Education do not grant the waiver -
board of school estimate turn down the budget based o
the municipal governing body cuts a defeated budget s
school board does not appeal -- or 1f the Commissione
not restore the budget cuts -- the waiver provision ¢
In fact, something in this sequence of events appears

o

a surprisingly large number of instances. As shown 1

enrollment 1ncrease appears to have been a "contribut

entified, 1t has becn

designated in this report as a "technical" budget cap impact, rather than

ust as severe and

made because the

nt nature.

t have been 1dentified,

ool districts where
for school program
d enrollment

10n on the prior
eclining, this

ver, not all enroll-
ssibility by

a request for a
te that "...an
the district". How-
aw 1S noO dguarantee

n does not anticipate
1f the Commissioner

- or 1f the voters or
n the waiver -—- or if
ubstantially and the

r or State Board do
an become meaningless,

to have happened 1in

n Table 32,

unanticipated

'
i

ing factor" in about half
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Table 32, Type of Budget Cap Impact on School Program Resources

in 1979-80
Tentative
1979-80
Number of Districts Having Lower
Per -Pupil Expenditures for
Instruction in Constant 101
Dollars Attributable to Budget
Cap Limitations
Of Major Contributing
Technical Budget Cap Impact: Significance - Factor
Unanticipated Enrollment
Increase¥* 17 (16.8%) 50 (49.5%) .
Decline in Anticipated
Revenues: >
Surplus Balance )
Appropriated¥* 22 (21.8%) 45 (44.6%)
Tuition Revenue* 4 (4.0%) 15 (14.9%)
Miscellaneous Revenue* 1 (1.0%) 16 (15.8%)
State Special Education
Aid* 10 (9.9%) 43 (42.6%)
\ State Local Vocational
Aid* 0 0
Normal Cap Impact 47 (46.5%)

*Sum may be greater than number of districts because of multiple impacts
1n some districts.

/
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of the districts where the budget caps caused a decr

ease 1n the [1iscal

I3

resources allocated for instructional programs; 1l

as "of major

significance" 1in about one-sixth of these school dig

tricts. "The test

for significance due to enrollment 1ncreases has besg
maxilmum permissible instructional expenditures for ¢t

budget caps by the prior year's enrollment, to see 1

Permitted maintenance of the previous level of per-g
for instruction 1f the enrollment had not increased.

The second kind of "technical" budget cap impad
that the budget cap is applied to the net current ex
of the district. The NCEB 1s the total current expe
number of items, most of which represent special sou
revenue other than local property taxes or State equ
Included as deductions dre surplus balance appropria
anticipated, miscellaneous revenue, Federal aid, Sta
(special education, compensatory educatlon, bilingua
and other State aid (a wide variety of pyograms auth
deducted 1s most of the local transportation budget
All of these 1items are subtracted from the curfént e
year to obtain the NCEB; the NCEB then may be 1increa
the appropriate amount calculated under the budget c

same ltems (not necessarily the same dollar amounts)

are then added to the NCEB to obtain the maximum toté

budget permitted in the second year. If any one of

declines from one year to the next,

amount of money which the district can appropriate fq

This 1s 1llustrated in a district which uses up all d

the effect will 1}

n to divide the
he year under the
f the cap would have

upil expenditures

t comes from the fact
pense budget (NCEB)

nse budget minus a

rces of school dlsérlct
alization support.

ted, tuition revenue
te categorical aid
L,

local vocational),

orized by law). Also

of the school district.
xpense budget 1in one
sed in the next year by
ap formula, and the
previously subtracted
11 current expense
these revenue sources
pe to reduce the total

br current expenses.

f 1ts surplus 1in one




/

year, and has none left for the second year:

Actual Budget Maximum Permissible A
in Year One Budget in Year Two
Current Expense Budget $ 1,400,000 $ 1,320,000
Surplus Appropriated - 200,000 None
Net Current Expense
Budget $ 1,200,000 ¥  + 120,000 $ 1,320,000

Permissible NCEB
Increase of 10%

Due to established accounting procedures, not all of the revenue items
deducted from the total current expense budget to obtain the NCEB can be
used for instructional programs. Therefore, Table 32 shows only those
1tems which would contribute to the resources available for instruction ~--
surplus balance appropriated, tuition revenue, miscellaneous revenue,
State special education aid, and State local vocational aid. As shown 1n
Table 32, a reduction 1n surplus balance appropriated was the most common
decline 1n anticipated revenue 1n 1979-80, occurring as a contributing
factor in almost half the districts and being of major significance 1in
one-fifth, Decreases 1n State special education aid also were important
1n a number of places, followed by declines in tuition revenue and
miscellaneous revenue. The test for significance here has been to calculate
what the maximum instructional budget in the second year could have been 1f
the revenue 1item in question had been sustained at a constant level from
year to year.

When the "technical" budget cap impacts are eliminated, the number
of "normal" cap 1mpacts becomes considerably smaller, amounting to slightly
less than half of the impacted districts in 1979-80. As shown 1in Table 33,
the low expenditure school districts which are impacted by the budget caps

appear to feel the effects primarily of "technical" impacts, while high
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Table 33. Type of Budget Cap Impact on School Progrﬂm Resources

in Relation to Prior Year Level of Per-Pu

for Instruction, 1979-80

1978-79
Level’ of
Expenditure
Per Pupil
for
Instruction

Number of
School Districts Having
Lower 1979-80 Per Pupil
Expenditures for
Instruction in Constant
Dollars Attributable
to Budget Cap Limitations

More than 125%
of State Average

115% to 125%
of Average

105% to 115%
of Average

95% to 105%
of Average

85% to 95%
of Average

75% to 85%
of Average

Less than 75%
of Average

Total

26

10

le

15

17

15

L\J

11 Expendtitures

Type pf Budget Cap Impact

Techrn

1cal

3

10 (3B.5%)

4 (40.0%)

9 (56.3%)

5 (33.3%)

12 (70.6%)

12 (80.0%)

_2 (10

0.0%)

' Normal

16

10

9

(61.5%)

(60.0%)

(47.8%)

(66.7%)

(29.4%)

(20.0%)

(0%)
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expenditure places more often show a "normal" budget cap impact. If

-

some of the "technical impacts" of the budget cap formula could be

corrected, the apparent impact on school program resources would be

reduced substantially, particularly in low-budget school districts.
/

Summary

While the school budget caps do not appear to have had a negative
impact on school program statewide, a substantial minority of districts
do appear to have had difficulties. Roughly one;quarter of all school
districts i1n the state have reduced the financial resources devoted to
instructional program 1n each of the last three years for which data are
avallaBle. In most cases, this has been forced by the budget caps, 1in
contrast to 1976-77 when underutilization of the caps was a major factor.
About 9% of the state's school districts have had allong~term (4-year)
reduction in school program resources due to budget caps. The "normal"
mmpact of the budget caps, placing a tighter limit on the higher-budget
districts, appears to be the exceptlo&, rather than the rule.‘ So-called
"technical" budget cap impacts -- failure to ant1c1pat§ increased enroll-
ment; reductions 1n available surplus and other forms of revenue outside
the caps -- are more common causes Of instructional resource redugtlon.
Particularly hard hit are the small school districts and those, such as

county vocational schools and regional high schools, whose grade pattern

normally results in higher expenditures per pupil.
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The preceding chapters have documented the successes of the school

budget caps, but they have also identified some fallwres and some

‘unanticipated problems. Chief among the problems are these:

1. A much higher rate of enrollment decline among high-budget

districts has transformed the budget caps 1into a device

which prevents the low-budget places from atitaining more

equal expenditure levels.

2. The budget caps have resulted in reductions Pf the

financial resources avallable for school instructional

program 1in a significant minority of school districts.

Neither of these problems,

nor the potential solutions, are completely

separable., Efforts to deal with them by simple changes in the budget

'

cap law will probably be 1neffective, and may cause other unintended

problems. If budget caps are to be retained at all, a comprehensive

revision will be required.

Enrollment Decline

If enrollment decline were distributed evenly acposs the school

districts of the state, 1t would not pose a severe budget cap problem.

True, the statutory cap percentage would be expanded, |but 1t would be

expanded "equally for all school districts. Unfortunately, the enrollment

decline, while widespread,

1s more heavily concentrated in the high-budget

school districts, Low-budget districts, particularly |1n areas of South

Jersey, are still gaining enrollment. This has been flound to cut two

ways: first, rapid enrollment decline 1n high-budget [districts results

1n a substantial annual 1increase 1in budget per pupill 1n spite of fairly

3
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tight statutory budget caps; second, growing low-budget districts have
not been successful i1n anticipating their growth sufficiently 1in
budgetary terms, with the result that the resources they allocate for
instructional purposes often have suffered an absolute decline.

Both of these problems could be addressed by recognizing the facts
of enrollment change. 1If the budget caps were applied using the enrollment
in the budget year, rather than the pre-budget year, a portion of the
1nequity would be avoided. There are practical difficulties, however.
One problem 1s that the budget year enrollment 1s not known at the time
the budget caps must be calculated. This 1s not insurmountable, since
enrollment changes 1n most districts follow a relatively stable pattern
from year to year, and projections of budget year enrollment could be
made. There will always be some 1naccuracies in such projections,
however , espec1élly for small school districts. .

A more serious objection to using projected budget year enrollments
15 that this would go only a short way toward restoring the budget caps
to their original purpose. As shown i1n Table 34, the use of projected
budget year enrollment in the formula would increase slightly the budget
caps for low-expenditure districts which are gaining enrollment (Group G),
and would tighten the caps slightly for other districts which are losing
enrollment. But the differences are very small, and the impact of the
budget caps would remain heavily in favor of the high-budget communities.
The reason for this is that a district which loses enrollment thereby

increases 1ts NCEB per pupil even 1f 1t has a zero budget cap; that 1is,

1

1f 1t 1s not permitted to increase the dollar amount of 1ts budget at all,
A zero budget cap, or even one close to 3it, seems out of the question, so

long as there is evidence that school program resources are being reduced
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Table 34. Impact of Using Projected Budget Year Enrollment in Budget

Cap Formula, 1979-80

Expenditure Group §{ Enrollment Maximum Permissible Dollar {|Maximum Permissible Percent
and Relation to Change Increase Per 1979-80 Pupil |l Increase Per 1979-80 Pupil
1978~79 State 1978-79 1978-79 Using 1978-79]Using 1979-80{lusing 1978-79|Using 1979-80
Average NCEB to NCEB Enrollment Enrollment J| Enrollment Enrollment
Per Pupil 1979-80 Per Pupil in Formula in Formula in Formula in_Formula
A - Over 125% -4,32% $2,503.94 $223.77 $218.99 8.,94% 8.75%
of Average
B - 115% to 125% -4.88 2,190.48 223,73 218.30 10,21 . 9.97
of Average
C - 105% to 115% -4.35 2,004.58 202.09 197.26 10.08 9.84
of Average ’
D - 95% to 105% -3.71 1,829,.34 180,64 176.55 9.87 9.65
of Average
E - 85% to 95% -3.61 1,646.74 183.79 179.38 11.16 10.89
of Average
F - 75% to 85% -1.33 1,465.73 153.82 152.03 10.49 10.37
of Average
G - Below 75% +0.24 1,266.22 149.77 150.13 11.83 11.86
of Average

Note: Impact of budget cap waivers omitted.
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in districts at all spending levels. The answer has tg be a budget cap
formula which 1is much more heavily "skewed" in the direction of the low-
budget districts, so that their caps will be liberalized.

This can be done by an adjustment 1in the budget cap formula. The
"equalization factor" 1in the formula consists of the fraction resulting from
dividing the state average NCEB per pupil by the district's NCEB per pupll.l
A simple fraction of this sort was considered sufficient when varying rates
of enrollment decline weré not recognized as a significant factor.2 It 1s

no longer sufficient. The "skewing" of the formula can be increased to

compensate for variable rates of enrollment decline by squaring the equalization

factor. The result will be a tightening of the budget caps for high-budget
districts and a liberalizing of the caps for low-budget places. This change
would have a secondary benefit, As already descrlbed,3 the present budget
cap formulas result i1n a situation where the permissible dollar-per-pupil
increase 1in school budgets 1s exactly the same for every school district
spending above the state average NCEB per pupil. Thus, 1in the absence of a
speclal dispensation 1n the form of a large enrollment decline or a budget
cap waiver, no district, once 1t moves above the state average budget level,
can ever catch up with other districts which achieved a higher spending level
at some earlier time, before budget caps were imposed. Squaring the equal-
1zation factor would change this result and restore the possibility for

districts at all spending levels to "catch up" with those spending at higher

lSee above, pp. 5-6.

2Whlle different rates of enrollment decline existed at the time Chapter
212 was enacted, this variation was so much less than at present that the
phenomenon was not noted. Between 1975 and 1976, the highest-budget districts
declined in enrollment by 2.48%, while the lowest-budget districts declined
by 0.88%, for a range of only 1.60%, compared with the range of 4.56% observed
between 1978 and 1979.

3See above, p. 49.
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levels. For both of these reasons, 1t 1s suyggested, therefore, that the
equalization factor in the budget cap formula be squared.

An objection will immediately be raised that this will place a heavy
additional burden on above-average-budget school districts which are already
having difficulty maintaining the level of their school program within the
present budget caps. This 1s true, and many of these districts undoubtedly
have been able to maintain their educational programs without too much damage
only because enrollment decline has given them an effective budget cap which
substantially exceeds the nomlnal cap percentage calculated under the statutory
formula. If a more drastic "skewing" of the cap formula as an adjustment for
enrollment decline 1s the only change in the budget cap formula, 1t almost
certainly will force real program reductions in many school districts. There-
fore, as a change which tightens the caps i1n many districts, 1t should be
combined with another change to liberalize the caps. This should be done by
eliminating the 3/4 multiplier 1n the basic growth rate portion of the budget
cap formula. The budget cap formula originally was suggested to 1include as
the basic growth rate the ig;; percentage growth of equalized valuation
statewlide, and the legislative bill which eventually became Chapter 212 was
introduced with the full growth percentage in the budget cap section. The
3/4 multiplier was 1nserted as an amendment durlng’the legislative process.
While this may have made sense at that time, when the most recent annual growth
of equalized valuation was running at over 13%, 1t has made less sense 1n
subsequent years, when that annual growth has dropped at times to less than
6%. By combining a return to the full growth percentage with the squaring
of the equalization factor, the budget caps will be liberalized for those
low-budget places which have failed to move toward expenditure equity, and
they will be held relatively constant for high~budget communities,

The combined recommendation, then, is as follows: 1t 1s recommended
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(a) that the budget cagrformulas be modified to include squaring the

equalization factor portion of the formula, and

(b) that the 3/4 multiplier of equalized valuation growth percentages

in the budget cap formulas be eliminated.

The proposed budget cap formulas are shown 1in Table 35, and may be compared
with the presenﬁ formulas 1n Table 1. Note that these two proposals are not
logically separable:

1f the equalization factor 1s squared without removing the 3/4

multiplier, there will be heavy additional pressure to cut
back on the resources for instructional programs in higher-
budget districts, some of which have already had to take this
course of action.

1f the 3/4 multiplier 1s removed without squaring the equalization

factor, there will be a general liberalization of the budget
caps, but they will continue to prevent low-budget districts
from moving toward expenditure equity.

The combined results of these two recommendations are shown for
groups of school districts in 1979-80, classified by their prior-year
budget level, 1in Tables 36 and 37 and Charts E-1 and E-2. The impact
of énrollment decline would be largely overcome, with the budget caps
restored to approximately their original pattern, which was intended to
permit low-budget districts to move in the direction of more equal
expenditures per pupil. In overall dollar terms, the 1979-80 impact
would have been to railse the statewide maximum permissible net current
expense budget increase by about $60 million, or about 2% of the total
NCEB. On the other hand, budget cap waivers, which in 1979-80 amounted
to 0.7% of the total, would have been largely eliminated, since the

budgetary 1ncreases authorized by the new caps woyld have made them



Table 35. Proposed New Jersey School Budget Cap Formulas

For districts
spending 1in the
prior year
below the state
average NCEB¥*
per pupil:

Basic Growth Rate

The larger of:

The latest annual percentage
change 1n statewide equalized
valuation

or
the average of the last
three years' annual percentage
changes

Equalization Factor

The prior year's state
average NCEB* per pupil

The prior year's district
NCEB* per resident pupil

Base Budget

The prior year's state
average NCEB* per pupil,
times the prior year's
resident enrollment of
the district

For districts
spending 1in the
prior year
above the state
average NCEB*
per pupil:

The larger of:

The latest annual percentage
change in statewide equalized
valuation

or
the average of the last
three years' annual percentage
changes

*NCEB 1s the Net Current Expense Budget.

The prior year's state
average NCEB* per pupil

The prior year's district
NCEB* per pupil

The prior year's
district NCEB* per
pupil, times the praior
year's resident enroll-
ment of the district

--901--
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A

Proposed Law
Addition
Due to Total
Enrollment |Permissible
Change Increase
4.70% 8,.,82%
5.40 10.79
4.85 11.28
4,15 11.88
4.14 14.73
1.55 16.56
-0.30 23.00

Table 36, 1979-80 Impact of Present and Proposed Budget Cap Formulas
on Permissible Percentage Increase in Net Current Expense
Budgets
" Present Law
Increase Increase
Expenditure Group]] Permitted Addition Permitted
and Relation to by Addition Due to Total by
State Average Budget Cap] Due to {Enrollment}PermissiblellBudget Cap

NCEB Per Pupil Formulas | Waivers Change Increase Formulas

Over 125% 4,23% 0.20% 4,72% 9.15% 4.12%

of Averagde

115% to 125% 4,84 0.19 5.39 10.42 5.39

of Average

105% to 115% 5.29 0.40 4.81 10.49 6.43

of Average

95% to 105% 5.79 0.85 4.11 10.75 7.73

of Average

85% to 95% 7.15 0.45 4,03 11.63 10.59

of Average

75% to 85% 9.02 1.39 1.49 11,90 15.01

of Average

Below 75% 12.10 1.82 -0.27 13.64 23.30

of Average




Table

37.
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1979-80 Impact of Present and Proposed Budget Cap Formulas

on Permissible Dollar Increase Per Pupil in Net Current

Expense Budgets

Present Law

Proposed Law

of Average

Increase Increase
‘Expenditure Groupll Permitted Addition Permitted | Addition

and Relation to by Addition] Due to Total by Due to Total

State Average Budget Cap] Due to |Enrollment! PermissiblejlBudget Cap|Enrollment]Permissible

NCEB Per Pupil Formulas { Waivers Change Increase Formulas Change Increase

A - Over 125% $106.01 $ 5.02 $118.07 $229.10 $103.24 $117.64 $220.88
of Average

B - 115% to 125% 106.01 4.16 118,03 228.20 118,05 118.34 236,39
of Average

C - 105% to 115% 106.01 8.00 96.35 210.36 128.94 97.12 226.06
of Average

D - 95% to 105% 106.01 15.51 75.17 196,69 141.35 75.99 217.34
of Average

E - 85% to 95% 117.73 7.46 66.36 191.55 174.32 68.18 242,50
of Average

F - 75% to 85% 132.26 20.41 21.87 174.54 220,02 22.74 242.76
of Average

G - Below'75% 153.16 23.02 ~3.45 172.73 295.02 -3.73 291,29

s,
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Chart E-l.
1979-80 Impact of Present and Proposed

’ \ Budget Cap Formulas on Total Permissible
Total Percentage Increases in Net Current.

Permissible , Expense Budgets®
Percentage
Increase
( ¥Data for Present Formula includes effects of
\ statutory formulas, budget cap waivers, and
25% enrollment changes.
Data for Proposed Formula makes no allowance
for budget cap waivers.
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Ch.art E-zo f
1979-80 Impact of Present and Proposed
Total ; Budget Cap Formulas on Total Permissible
Permissible : Dollar Increases Per Pupil in Net
Dollar Current Expense Budgets'
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unnecessary for most low-budget districts.

Underutilization of Budget Cap Capaclty

Underutilization of budget cap capacity was found to be a minor
déuse‘in 1979-80 for the lack of progress 1in bringing low-budget
districts to a more nearly equa; per-pupil expenditure level., However,
if the recommendations just made are implemented, underutilization
undoubtedly will become more 1mportant, since many of the low-budget
districts whose budget caps would be liberalized are very poor districts
which may hesitate to make full use of their caps so long as they must
assume a substantial share of the burden., As pointed out in an earlier

report  to the Joint Commlttee,l the State aid equalization formula for

current expenses imposes an lnequitable burden on poor school districts

because 1t provides for State sharing only in the prior vear's budget.
Thus, any district which attempts to raise 1ts budget level must do so
1n any given year entirely from 1ts own property tax base. A property-
’

rich district may do this with relatively small impact; a property-poor
district must burden 1tself far more severely to make the same sort of
change. If budget cap revisions are to achieve thelir purposes, therefore,"
1t 1s highly desirable that the gurrent expense equalization formula also
be revised, and we repeat the recommendation already made to the J01nt‘
Committee:

It 1s recommended that the State aid formula be ghifted to

a current vear basis, using the budget cap formula to
determine the maximum budget in which the State would share,

Other Problems and Recommendations

Two other budget cap problems can be addressed by bills which have

1
School Budgets and Property Taxes in 1978, pp. 92-98.
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already been introduced and repofted out of a standing committee of

the Legislature.

Special Cost Schools

As long as three years ago, reports to the Joint Committee
recommended that geparate budget cap calculations be authorized for
school districts operating programs which normally result in higher-
than-average costs.l The findings at that time have been substantiated
by this study -- that the single budget cap calculation for all .school
districts, regardless of grade pattern, places an unusual burden on
regional high school and county vocational school districts. Leglslatlon
for this purpose has never been enacted, but a bill to make the change
was released by the Senate Education Committee on January 24, 1980.

It 1s recommended that Senate Bill 208 be enacted to provide  for separate

budget cap calculations for 9-12 and 7-12 regional school districts,

county vocational school districts, and all other school districts.

The Base Budget

N

In Chapter V 1t was shown that many school districts have been
forced 1nto a reduction of the financial resources devoted to school
1nstructﬁonal programs by so-called "technical" aspects of the budget
cap formulas. Chief among these is the exclusion of surplus funds. from
the net current expense budget, to which the budget caps apply. The

j
prob;em could be overcome by creating a new definition of the portion of

the budget subject to caps, to include both surplus and miscellaneous

funds. A bill to accomplish thls was released by the Senate Education

%The Fiscal Impact of Budget Caps in 1976-77, pp. 79-80.

’
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Committee on February 21, 1980. It 1s recommended that Senate Bill 788

be enacted, redefining the base budget for the budget cap formulas to

~

tnclude surplus and miscellaneous funds.
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VII - CONCLUSION

\

The conclusion of this report must emphasize one point: school
budgetlcaps in New Jersey are 1n trouble. They have achieved some of
their original purposes -- tO prevent large and inefficient annual
expenditure 1ncreases, to limit State liability for future financial
aid, and to assure that there would be some property tax relief. They
have failed notably 1in their fourth purpose -- to help move the low-
budget school districts of the state in the direction of more equal
per~pupil expenditure levels.

But more than this. The budge£ caps not only have failed to
achieve this fourth goal. Because of varying rates of enrollment
decline, the budget cap formulas have now become a positive obstacle to
those low-budget school districts which might wish to bring their
expenditures more nearly in line with expenditures 1in other places.
With this development, the constitutional viability of the budget caps
comes immediately 1nto question.

Furthermore, there 1s evidence that the budget caps have led to
a reduction in the financial resources available for school instructional
program 1in a significant minority of dlstricté.

The budget caps can be salvaged, and one program of revisions
1s recommended in this report. But the conclusion seems clear -- unless
changes of some kind are made, the school budget caps appear highly

vulnerable to challenge at any time.

\



APPENDIX A






Table A-l. State Total Per Pupil Expenditures by Local School Districts, by Line Item, in 1975-76 Dollars;
1970-71 to 1977-78 ’ )
, Prelim,
1970-71 1971-72 1972-73 1973-74 1974-75 1975-76 1976-77 1977-78

Administration:

— I—V——

Salaries $ 36.39 § 37.45 $ 39.07 $ 41.18 $ 43.96 S 44,71 s 45.53 s 48,84
Contracted Services 4.46 4.56 4.91 5.51 6.15 6.27 6.63 7.81
Other 6.13 6.64 7.08 7.81 9.06 8.92 9,90 9,88
Sub-Total 46,98 48.64 51.05 54,50 59.17 59,90 62,07 66.54
Instruction:
Salaries-Principals v 43,64 45,08 50.31 52.34 54,74 55.59 56.42 60.21
Salaries-Supervisor of Instruction 14.59 15.73 13.75 16,19 17.50 18.16 17.00 19.26
Salaries-Teachers 714.06 729,51 750.47 770.15 789.35 788.46 794.18 807.56
Salaries-Other Instructional Staff 47.19 57.87 59.93 67.69 73.23 75.84 78.15 81.63
Salaries-Secretarial and-Clerical 26,83 27.34 29,97 31.62 33.12 33.66 33.35 33.18
Salaries-Other Instructional Pers. 5.83 7.49 9.75 10.80 13.01 12.88 11.78 12,40
Textbooks 11.64 11.54 11.40 11.53 12.10 11.89 11.58 12.40
Library and Audio-Visual 9.63 9.98 10.23 10.78 11.09 10.29 10.03 9,54
Teaching Supplies 22.56 23.41 24,55 26,96 30.49 30.80 30.70 31.46
Other Instructional Expenses 9.45 10.38 11.20 12.14 13.44 12.83 13.64 13.47
Sub-Total 905. 42 938.31 971.55 1,010.19 1,048,06 1,050,41 1,056.83 1,081.11
Attendance:
Salaries 3.70 4.00 3.33 2.85 3.28 3.55 3.58 3.68
Other .16 .15 .18 .13 .13 .17 .18 ’ .19
Sub-Total 3.85 4.15 3.50 2.98 3.41 3.73 3.76 3.87
' Health Services: .
Salaries 18.89 19.46 20.89 20.64 21.67 21.80 22,00 22.80
Other 1.32 1.45 1.34 1.32 1.58 1.38 1.63 1.64
Sub-Total 20.21 20.91 22.23 21.96 23.25 23.18 23,63 24.44
Transportation:
Salaries 11.72 12,71 13.88 14.55 16.28 16.75 17.39 19.76
Contracted Services 30.01 28.72 30.63 31.87 35.16 35.73 36.73 37.56
Replacement-Vehicles 1.47 2.91 1.89 3.01 2.75 2,77 3.03 3.40
Purchase-Vehicles - - .04 1.09 1.57 .92 .96 .99
Insurance—-Public Transportation .63 .72 .72 .85 .70 .72 .87 1.78
Curricular Activities - -= 11 .49 .70 .69 .78 1.05
Other-Operation and Maintenance 3.18 3.31 3.54 4,10 5.02 5.47 5.89 6.53
Sub-Total 47.00 48, 37 50.81 55.97 62.18 63.04 65.64 71.08
Plant Operation:
Salaries 68.63 71.23 74.29 77.46 80.99 79.93 81.27 84,59
Contracted Services 1.38 1.64 1.62 1.78 2,25 2.09 2.06 2.63
Heat 13.18 13.36 12.70 19.80 25,85 23.40 25.15 25,00
Utilities 19.58 21.18 23.40 25.84 32.22 34.02 36.87 39.23
Supplies 5.37 5.45 5.66 6.01 | 7.17 7.59 7.18 7.59
Other Expenses ~1.00 1.09 ° 1.19 1.29 1,32 1,44 1.30 1.46

Sub-Total - 109.14 113.95 118.86 132.17 149.80 148.48 153.83 160.50
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Table A-1l., (Continued) Prelim.
1970-71 1971-72 1972-73 1973-74 1974-75 1975-76 1976-77 1977-78
Maintenance: ’
Salaries 12.68 § 13.22 $ 14,25 §$ 15.29 § 17.16 $ 17.09 § 17.80 $ 18.53
Contracted Services 15.91 17.91 19.98 21,46 .23.07 19.39 23.23 23.63
Equipment-Replacement 6.69 6.78 7.36 10.74 10.51 8.44 9.36 9.70
Equipment-New" - -= .52 5.67 8,45 7.34 6.02 5.72
Other Maintenance Expenses 5.71 5.88 7.37 7.10 8,00 7.32 8.12 8,05
Sub-Total 40,98 43.78 49,49 60.27 67.20 59.58 64.53 65.63
Fixed Charges: -
Employee Retirement 19.95 20.59 23.31 26.51 28.19 29.08 33.64 39.53
Insurance and Judgments 33.49 39.88 41.96 44,40 46,59 53.67 63.64 71.34
Rental, Land and Buildings 4.10 4.00 3.82 3.46 3.12 2.66 2,39 2.60
Interest, Current Loans .05 .05 .01 .07 .02 . .03 T .13 .13
Other .55 .39 .45 .70 .51 .42 .38 .82
Sub-Total 58.14 64,91 69.56 75.14 78,42 85.85 100.17 114.42
Net Tuition: 4.14 5.76 7.88 9.32 11.49 13.48 15,03 16,22
Food Service:
Salaries 3.34 3.59 4,07 4.64 4,82 4,59 3.97 4,95
Other. 4,40 4,59 6.09 7.03 7.84 7.02 5.79 6.08
Sub-Total 7.74 8.18 10.16 11,68 12,67 11,61 9,75 - 11.04
Student Body Activities: '
Salaries 5.87 6.52 7.31 7.60 8.65 9.42 8.71 10.65
Other Expenses 7.58 7.80 8.61 9,17 10.39 10.31 9,66 10.70
Sub-Total 13.46 14,32 15.92 16.77 19,04 19.74 18.37 21.35
Community Service: -
Salaries 2.90 3.15 3.28 1.46 1.98 2,24 2,21 4,72
Other Expenses .40 .60 .48 .33 1.93 2.58 2,25 1.60
Sub-Total 3.31 3.75 3.77 1.78 3.91 - 4,82 4.46 6.32
Special Projects:’ N
Salaries 1.13 .75 2.67 1.32 1.12 1.80 6.51 16.49
Other 3.20 2.14 5.06 4,01 6.20 4,28 13.28 _23.39
Sub-Total 4,32 2.89 7.73 5.33 7.33 6.09 19,79 39.88
Federal Programs: 3
E.S.E.A, 38.59 43.36 42,45 42,46 47.85 45,00 44,86 ~ 44,60
Manpower Development 3.20 2,97 2,51 "2.51 1.23 .75 .87 -
Other 12.28 16.58 13.15 16.28 18,96 18.59 19.00 23,73
54.07 58.11 61.26 68.04 64,35 64.73 68.34

Sub-Total

62.91

3



Table A-1., (Continued) ) Prelim.
1970-71 1971-72 1972-73 1973-74 1974-75 1975-76 1976-77 1977-78

Special Schools:

, Accredited Evening $ .73 § 71§ .57 § .75 § .73 8 .53 s .54 3 .83
Adult Education 2,98 3.28 3.78 3.96 4.45 4,01 4,32 4,67
Regular Evening .17 .10 .06 .19 .10 .25 .22 .99
Summer School 3.52 3.07 3.24 3.90 3.63 2.57 1.68 2.10
Evening Vocational 2.62 2.97 3.26 4.30 4,90 5.23 4.81 3.89
Foreign-Born Evening .28 .23 .25 .50 .38 .32 27 1.13
Sub-Total . 10.31 10.35 11.16 13.61 14.20 12,92 11.85 13.61

SUB-TOTAL: CURRENT EXPENSES 1,329.06 1,391.20 1,451.78 1,532,92 1,628,117 1,627.17 1,674.43 1,764.35

mema———
——

Budgeted Capital Outlay:

——E—V—_

Sites 2.50 2.58 2.66 2.93 3.26 1.81 1.88 3.46
Buildings 4.65 4.08 5.23 6.68 5.76 5.59 4.86 10.16
- Equipment . 13.60 14.49 12.74 3.99 2.18 1.66 1.26 _2.33
» Sub-Total 20.75 21.15 20.63 13.60 11.21 9.05 8.01 16,15
Debt Service in School Budget: !
Principal 54.01 53.61 55.52 57.56 56,35 55.93 55.41 54.75
Interest 41.66 41,36 41,32 40.93 40,64 41.53 39.71 36,81
Sub~Total _ 95.67 94,97 96.84 98.49 96.99 97,46 95,12 91.57
Debt Service 1in Municipal Budget:

- Principal . 15.31 15.09 15.74 16.30 16,05 15.72 15.48 19.35
Interest 11.46 10.42 11.30 11.55 10,17 11,36 10.64 14.55
Sub-Total 26.77 25,51 27.04 27.85 26,22 27.08 26.12 33.90

Sinking Funds: —-= —= - -= - — - .05
Additional Building Aid: - 1.02 1.90 3.63 4,03 4,40 4,38 9,81
SUB-TOTAL: CAPITAL & DEBT SERVICE 143,19 142.66 146.41 143.57 138.45 137.99 133,62 151,47
e ——— e et e e st —— ——
TOTAL EXPENDITURES ' 1,472.25 1,533.87 1,598.19 1,676.49 1,766.62 1,765.16 1,808.05 1,915.81
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Table A-1l. \

Notes:

1.

s -

Data for 1970-71 through 1976-77 are audlted expenditure figures as published in the Annual
Reports of the Commissioner of Education, Financial Statistics of School Districts.

Data for 1977-78 are audited expenditure figures from worksheets in the Department. of Education.

Net Tuition 1s the total paid minus the total tuition received by school districts, and represents
the net payments made outside the New Jersey public school system.

Debt Service includes payments made by school districts and by municipal governments on behalf of
school districts.

Omitted are Improvement Authorizations.

All data are expressed in 1975-76 dollars through use of an index based on the average teachers'
salary 1n New Jersey.

Individual figures may not add to totals because of rounding.

_._v...v__
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Table A-2. State Total Expenditures by Local School Districts, by Line Item, as Percentage of Total Expenditure;
1970-71 to 1977-78 )

""S"V““

Prelim.
1970-71 1971-72 1972-73 1973-74 1974-75 1975-76 1976-77 1977-78
Administration:
Salaries 2.47% 2.44% 2,44% 2.46% 2.49% 2.53% 2.52% 2.55%
Contracted Services .30 .30 .31 .33 .35 .36 .37 .41
Other .42 .43 .44 .47 .51 .51 .55 .52
Sub-Total 3.19 3.17 3.19 3.25 3.35 3.39 3.43 3.47
Instruction:
Salaries-Principals 2.96 2.94 3.15 3.12 3.10 3.15 3.12 3.14
Salaries-Supervisor of Instruction .99 1.03 .86 .97 .99 1.03 .94 1,01
Salar ies-Teachers 48,50 47.56 46,96 45,94 44.68 44.67 43,92 42,15
Salaries-Other Instructional Staff 3.21 3.77 3.75 4,04 4,15 4,30 4.32 4,26
Salaries-Secretarial and Clerical 1.82 1.78 1.87 1.89 1.88 1.91 1.84 1.73
Salaries-Other Instructional Pers. .40 .49 .61 . 64 .74 .73 .65 .65
Textbooks .79 .75 .71 .69 .68 .67 .64 .65
Library and Audio-Visual .65 .65 .64 . 64 .63 .58 .55 .50
Teaching Supplies 1.53 1.53 1.54 1.61 1.73 1.74 1.70 1.64
Other Instructional Expenses .64 .68 .70 .72 .76 .73 .75 .70
Sub-Total 61.50 61.17 60.79 60.26 59.33 59.51 58.45 56.43
Attendance:
Salaries .25 .26 .21 .17 .19 .20 .20 .19
Other .01 .01 .01 .01 .01 .01 .01 .01
Sub-Total .26 .27 .22 .18 .19 .21 .21 .20
Health Services:
Salaries 1.28 1.27 1.31 1.23 1.23 1.24 1.22 1.19
Other .09 .09 .08 .08 .09 .08 .09 .09
Sub-Total 1.37 1.36 1.39 1.31 1.32 1.31 1.31 1.28
Transportation:
Salaries .80 .83 .87 . 87 .92 .95 .96 1.03
Contracted Services 2.04 1.87 1.92 1.90 1.99 2.02 2,03 1.96
Replacement-Vehicles .10 .19 .12 .18 .16 .16 .17 .18
Purchase-Vehicles -= -— - .07 .09 .05 .05 .05
Insurance-Public Transportation .04 .05 .04 .05 .04 .04 .05 .09
Curricular Activities - - .01 .03 .04 .04 .04 .05
Other -Operation and Maintenance .22 .22 .22 .24 .28 .31 .33 .34
Sub-Total 3.19 3.15 3.18 3.34 3.52 3.57 3.63 3.71
Plant Operation:
Salaries 4.66 4,64 4.65 4,62 4,58 4.53 4,49 4.42
Contracted Services .09 .11 .10 .11 .13 .12 .11 .14
Heat ' .90 .87 .79 1.18 1.46 1.33 1.39 1.30
Utilities 1.32 1.38 1.46 1.54 1.82 1.93 2.04 2.05
Supplies .36 .36 . 35 .36 .41 .43 .40 .40
Other Expenses .07 .07 .07 .08 .08 .08 .07 .08

Sub-Total 7.41 7.43 7.44 7.88 8.48 8.41 8.51 8.38




Table A-2. (Continued)

Prelim.

i 1970-71 1971-72 1972-73 1973-74 1974-75 1975-76 1976-77 1977-78
Maintenance:
Salaries .86% .86% .89% .91% .97% .97% .98% .97%
Contracted Services 1.08 1.17 1.25 1.28 1.31 1.10 1.28 1.23
Equipment-Replacement .45 .44 .46 .64 .59 .48 .52 .51
Equipment-New -- - .03 .34 .48 .42 .33 .30
Other Maintenance Expenses .39 .38 .46 .42 .45 .41 .45 .42
Sub-Total 2.78 2.85 3.10 3.59 3.80 3.38 3.57 3.43
Fixed Charges:
Employee Retirement 1.36 1.34 1.46 1.58 1l.60 1.65 1.86 2.06
Insurance and Judgments 2.27 2.60 2.63 2.65 2,64 3.04 3.52 3.72
Rental, Land and Buildings .28 .26 .24 .21 .18 .15 .13 .14
Interest, Current Loans - - - - - - .01 .01
Other .04 .03 .03 .04 .03 .02 .02 .04
Sub-Total 3.95 4,23 4,35 4,48 4,44 4,86 5.54 5.97
Net Tuition: .28 .38 .49 .56 .65 .76 .83 ~, 85
Food Service:
Salaries .23 .23 .25 .28 .27 .26 .22 .26
Other .30 .30 .38 .42 .44 .40 .32 .32
Sub-Total .53 .53 .64 .70 .72 .66 .54 .58
Student Body Activities:
Salaries .40 .42 .46 .45 .50 .53 .48 .56
Other Expenses .52 .51 .54 .55 .59 .58 ' ,53 .56
Sub-Total .91 .93 1.00 1.00 1,08 1.12 1.02 1.11
Community Service: i
Salaries .20 .21 .21 .09 .11 .13 .12 .24
Other Expenses .03 .04 .03 .02 .11 .15 .12 .08
Sub~Total .22 .24 .24 .11 .22 .27 .25 .33
Special Projects:
Salaries .08 .05 .17 .08 .06 .10 .36 .86
Other .22 .14 .32 .24 .35 .24 .73 1.22
Sub-Total .29 .19 .48 .32 .41 .35 1.09 2.08
Federal Programs:
E.S.E.A. 2,62 2.83 2.66 2.53 2.71 2.55 2,48 2.32
Manpower Development .22 .19 .16 .15 .07 .04 .05 -
Other .83 1.08 .82 .97 1,07 1.05 1,05 1,24
Sub-Total 3.67 4,10 3.64 3.65 3,85 3.65 3.58 3.57
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Table A-2. (Continued) Prelim.
1970-71 1971-72 1972-73 1973-74 1.974-75 1975-76 1976-77 1977-78
Special Schools:
Accredited Evening .05% .05% .048% .04% .04% .03% .03% .04%
Adult Education .20 .21 .24 .24 .25 .23 .24 .24
Regular Evening .01 .01 - .01 .01 .01 ,01 .05
Summer School .24 .20 .20 .23 .21 .15 .09 11
Evening Vocational .18 .19 .20 .26 .28 .30 .27 .20
Foreign-Born Evening .02 .01 .02 .03 .02 .02 .02 .06
Sub-Total .70 .67 .70 .81 .80 .73 .66 .71
SUB-TOTAL: CURRENT EXPENSES 90.27 90.70 90.84 91.44 92.16 92,18 92.61 92,09
Budgeted Capital Outlay: =
Sites .17 .17 .17 .18 .18 .10 .10 .18
Buildings .32 .27 .33 .40 .33 .32 .27 .53
Equipment .92 .94 .80 .24 .12 .09 .07 .13
Sub-Total 1.41 1.38 1.29 .81 .63 .51 .44 .84
Debt Service 1n School Budget:
Principal 3.67 3.50 3.47 3.43 3.19 3.17 3.06 2,86
Interest 2.83 2.70 2.59 2,44 2.30 2.35 2,20 1.92
Sub-Total 6.50 6.19 6.06 5,87 5.49 5.52 5.26 4.78
Debt Service in Municipal Budget: .
Principal 1.04 .98 .98 .97 .91 .89 .86 1.01
Interest .78 . 68 .71 .69 .58 .64 .59 .76
Sub~-Total i.82 1.66 1.69 1.66 1.48 1.53 1.44 1.77
Sink1ing Funds: - - -- -- - -- - -
Additional Building Aid: -— .07 .12 .22 .23 .25 .24 .51
SUB-TOTAL: CAPITAL & DEBT SERVICE 9.73 9.30 2.16 8.56 7.84 7.82 7.39 7.91
TOTAL EXPENDITURES 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00
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Table A-2,

Notes:

1.

Percentages for 1970-71 through 1976-77 based on audited expenditure figures as published in the
Annual Reports of the Commissioner of Education, Financial Statistics of School Districts.

Percentages for 1977-78 based on audited expenditure figures from worksheets 1in the Depar tment
of Education.

2

Net Tuition 1s the total paid minus the total tuition received by school districts, and represents
the net payments made outside the New Jersey public school system,

Debt Service 1includes payments made by school districts and by municipal governments on behalf of
school distracts.

Omitted are Improvement Authorizations.

Individual figures may not add to totals because of rounding.
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