
 

 

 
For decades, the financing of public schools was seen as a local issue, and districts’ 
spending decisions were based almost solely on the amount of money they had available. 
Beginning in the 1950s, however, states gradually became more active participants in 
school funding. Greater state involvement meant detailed state funding formulas, which 
began to direct funds to districts with greater financial needs or difficult-to-serve student 
populations such as special education students and students with limited English proficiency. 
 
The next major transformation of school finance began in the early 1970s with the rise of 
litigation challenging the wide variations in per-student funding that existed in most states. 
The Serrano v. Priest case in California was the first in a wave of lawsuits filed on behalf of 
individuals in low-wealth districts who argued that their schools were unable to provide as 
good an education to students as wealthier districts could. 
 
More recently, the focus of funding arguments has moved from equity in the distribution of 
funds to the adequacy of the funding provided. The concept of school finance adequacy is 
that if states have established performance measures (for example, test scores, graduation 
rates and/or dropout rates), there should be sufficient funding available to allow all schools 
to meet those measures. In the case of several states (Ohio, New Hampshire and Wyoming) 
where the low-wealth school districts won their legal challenges, it has meant a switch from 
local property taxes to a statewide tax structure. Other states (Maryland and Oregon, for 
example) have tried to move to an adequacy-based funding formula without the pressure of 
being sued. In addition, lawsuits and political pressure have begun to force many states to 
fund the construction of school facilities, which traditionally has been seen as a local 
obligation. 
 
The increasing shift to a more state-controlled school funding system has put further 
pressure on ever-shrinking state budgets. As a result, states have been forced to search 
for alternative funding sources such as lotteries, increases in “sin taxes” or the use of 
tobacco settlement funds. 
 
States also are beginning to explore new approaches and strategies, including more closely 
tying spending to results, increased use of vouchers, the creation of “virtual” schools and 
improved tracking of per-student spending. There is also growing interest in creating more 
integrated funding systems, focused on the entire continuum of public education, from 
preschool through postsecondary. 
 
This Issue Site features research summaries, selected readings, state policy trends and links 
to other sources of information on the general topic of school finance, as well as on funding 
formulas, litigation, taxes, equity, adequacy and other subtopics highlighted above. 
 
Adequacy: 

Determining whether states provide adequate resources to schools is a dominant issue in 
school finance across the country. In this case, ”adequate” means sufficient funds for 
schools to teach all – or at least all, but the most severely disabled – students to state and 
district proficiency standards. 
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Systems for Determining Adequacy 
 
Four different systems or models are used to determine education finance adequacy. 

• The successful schools/districts model examines spending at schools that have been 
successful in teaching their students to state proficiency standards and sets the 
adequacy level at the weighted average of the expenditures of such districts. This 
method is being used in part by Ohio, Illinois and Mississippi. 

• The professional judgment model uses panels of education experts (teachers, 
administrators and local school finance personnel) to identify the resources needed 
to establish model schools capable of achieving state education goals. The resources 
are then priced out and added up to determine the adequate fiscal base for a school; 
the base can be adjusted for differing characteristics of students and districts. This 
model is used in Oregon, Maine and Wyoming and is under consideration in a 
number of other states. 

• The statistical model takes everything into account; it examines all aspects of a 
school, applies a statistical formula and determines what an average student needs 
to succeed. 

• In the whole-schools approach, school or district leaders select and set up a model 
they believe will work. They determine the cost of implementing the model in a 
school, including what adjustments might need to be made in the school. 

State Measures of Adequacy 
 
States use a variety of measures to determine adequacy. For example: 
 
Input measures include:  

• Carnegie units (Mississippi) 
• “Opportunity (for all students) to Acquire Postsecondary Prerequisites” (Wyoming) 
• Participation in Advanced Placement courses (South Carolina) 
• Teacher experience (Mississippi) 
• School accreditation level (Mississippi). 

Outcome measures include: 

• State test scores (total score and/or improvement in test scores over time)  
• Attendance rate (Ohio and South Carolina) 
• Graduation/dropout rates (Ohio and South Carolina). 

ECS has examined eight states that undertook adequacy studies for various reasons 
between 1993 and 2001: 

• To comply with court rulings (Ohio and Wyoming) 
• To help align education finance systems with state accountability programs (Illinois, 

Louisiana and South Carolina) 
• To re-evaluate the state’s school finance system (Maryland, Mississippi and Oregon). 
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Base cost and total cost figures differ greatly in each study, and each study had a different 
definition of what constitutes an “adequate education.” Some studies include funding for at-
risk and special education students while others do not. Some states phase in their 
proposed spending increases while others do not. 
 
All eight state studies recommended increases in base spending and total spending, as well 
as changes in allocation systems, to achieve adequacy throughout the system. 
 
Equity: 
 
Public education in this country has had a long tradition of local control. Such local control 
not only involves what or how students are taught – it also includes how schools are funded. 
Very often the only limit on school district expenditures is the district’s own wealth. It is not 
uncommon to find states where the wealthiest districts spend more than twice as much per 
pupil as the poorest districts. This potential lack of equity in school financing is the focus of 
this Sub-Issue Site. 
 
The pattern of unequal spending became a policy dilemma in 1971 when several school 
districts sued the State of California (Serrano v. Priest) over what was believed to be 
seriously inequitable funding. Under the funding system – based on property taxes – the 
plaintiff districts did not receive the same amount of per-pupil dollars as other districts in 
the state. The California court determined that this difference in per-student spending 
resulted in a violation of the “equal protection clause” of the state’s constitution. 
 
In 1973, however, the U.S. Supreme Court ruled that unequal spending did not violate the 
U.S. Constitution (San Antonio Independent School District v. Rodriguez). In reaching this 
conclusion, however, the Court also indicated that unequal education spending was not a 
federal issue. This decision – which placed the issue firmly into the jurisdiction of state 
courts – and the success of the Serrano case, resulted in equity lawsuits being brought in 
43 other states. In 19 of those states, the courts found the educational funding system 
unconstitutional. 
 
These rulings have obliged policymakers to determine what is meant by equity. In the 
Serrano case, as in others, the courts did not require “perfect equity” – namely, every 
district spending the exact same amount per student. Instead the courts seem to demand 
“relative equity,” whereby all school districts in a state spend within a certain range of each 
other. 
 
Policymakers and researchers in school finance have put a great deal of effort into defining 
relative equity and determining how best to achieve it. These efforts have identified several 
different acceptable finance equity measures. In fact, a study undertaken in 2000 by the 
National Center for Educational Statistics used seven different accepted measures when 
looking at equity in the states. 
 
Since the late 1980s, the issue of equity has taken a back seat to the topic of finance 
adequacy. Unlike the equity debate – which focuses on the disparity in funding between 
districts – the adequacy debate focuses on defining a minimum level of funding needed for 
every school to effectively teach its students. Rulings in states such as Kentucky (1989), 
Ohio (1997) and Wyoming (1997) have allowed education reformers to focus court 
challenges on the adequacy of a state finance system rather than equity. Equity, however, 
still plays a critical part in how states develop formulas to distribute their education 
resources. 
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Funding Formulas: 
 
States distribute education funds to school districts through a funding formula set forth in 
state law. Formulas have two distinct parts – the “foundation” (or base) and “categorical” 
funding. In most states, the foundation amount is designed to cover the basic cost of 
education while categorical funding programs finance specific tasks such as special 
education, reduced class size and summer-school programs. 
 
The basic structure of foundation funding is simple: the state sets a base dollar amount 
that, in theory, would cover the minimum education needs of one student. Next, a local 
property tax effort is determined. The state makes up the difference between the amount of 
revenue generated by the property tax and the amount guaranteed as the foundation. 
 
For example, if the foundation level is set at $1,000 per pupil and the property tax is 30 
mills (one mill equals $1 of taxes for every $1,000 of property value) and the school district 
averages $20,000 of property wealth per pupil – then the district would raise $600 per pupil 
($20,000 times .03). The state would then provide the remaining $400 in per pupil aid. If a 
second district averages $10,000 of property wealth per pupil and levied the 30-mill 
property tax, it would raise $300 per pupil ($10,000 times .03). The state would then 
provide the remaining $700 per pupil. 
 
Very often states set the foundation level not by the level of resources necessary to provide 
a proper education to each student, but by the amount of funds that the state has available 
at the time. This trend is changing and more states (for example, Ohio, Maryland and 
Wyoming) are beginning to use research-driven studies to determine the funding level 
needed to provide students with an adequate education. 
 
The use of categorical funding varies from state to state. While most states have fewer than 
a dozen categorical programs, some have over 30. A rise in the use of adequacy studies to 
drive the development of foundation formulas is causing a decreased reliance on the use of 
categorical funding. Maryland, for example, revised its funding formula in spring 2002 and 
eliminated 27 different categorical funds. While reducing categorical funding can provide 
flexibility to school districts, it also potentially jeopardizes the continued existence of some 
programs. 
 
Litigation: 
 
In 1973, a Supreme Court ruling that education is not a fundamental right under the federal 
constitution resulted in a rapid increase in court cases challenging state methods of funding 
public schools.  
 
Each state is obligated to provide its residents with a system of public education under the 
rules of its constitution. Many of the litigations challenging state funding sought relief under 
state education clauses or equal protection (equity) clauses in state constitutions, while a 
few cases (Alaska, Pennsylvania and Kansas) challenged the state under Title VI of the 
Federal Civil Rights Act and the post-Civil War anti-discrimination statute.  
 
There are two common approaches to presenting a case against state-funding procedures. 
Equity claims focus primarily on the inequities between resources in low-income and 
wealthier districts. Adequacy claims point to insufficient funding schemes to provide for a 
constitutionally adequate education. This could apply to anything from class size and 
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teacher quality to curriculum and professional development.  
 
Equity claims were the most common challenge to state funding during the 1970s and 
1980s, but plaintiffs won only about one-third of those cases. As legal strategies shifted 
more toward adequacy claims in 1989, about two-thirds of school funding decisions found in 
favor of the plaintiff.  
 
Lawsuits against state-funding methods have been brought in 44 out of 50 states. As more 
litigation cases emerge, state legislatures and education departments continue their 
struggle to define what states are constitutionally obligated to provide students, so they can 
succeed in the workplace and become effective citizens in the modern world. 
 
Taxes/Revenues: 

The education community often focuses on the distribution end of school finance without 
much focus on the revenue side. However, without knowledge about revenues in general 
and taxes in particular, it is difficult for policymakers to have a complete understanding of a 
school-funding system. 
 
Sales, income and property taxes constitute the major source of revenue for funding K-12 
education. Other sources of revenue include cigarette taxes, tobacco settlement funds and 
state lotteries. These smaller revenue streams become even more important during 
economic downturns. 
 
State policymakers have tried for decades to determine the right mix of income, sales and 
property taxes – both local and state – to fund education. In some states, efforts to arrive 
at the correct balance have been made more difficult by court rulings. For example, 
lawmakers in New Hampshire, Ohio and Wyoming have struggled with court orders that 
require them to move away from the stable revenue of local property taxes – which creates 
inequities among school districts – to less stable statewide income or sales taxes. 
 
The recent downturn in the economy has complicated efforts to fund K-12 education. 
Because many states must rely on income and sales taxes to fill state coffers, revenues 
have significantly decreased across the country. For the time being at least, budget cuts are 
the order of the day and K-12 education is not exempt. 

 


