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PREFACE
This report is the second in a series on elementary and secondary
education in Virginia. The review of public education was scheduled by Senate
Joint Resolution 35 (1982), as required by the Legislative Program Review and
Evaluatirin Act. In the f i t study of the series, JLARCstaff reviewed the
methods for calculating the costs of the Standards of Quality (SOQ). In the
current study, the review has been broadened to include distribution issues, and
the methods for calculating SOQ costs have been revised.
Our analysis of the funding of the Standards of Qilality has resulted in
two primary findings. First, the basic structure of funding for elementary and
secondary education in Virginia is essentially sound. Virginia's approach t o
funding for public education includes the recognition of need and ability t o pay.
These strengths reflect a long-standing commitment by the State t o ensure that
a program of high quality education is available t o all children in Virginia.
The second finding, however, is that the State could be doing more t o
reduce the disparities in funding that still exist. In the report, we have
identified a number of significant changes to both the method for calculating
costs and the method for distributing funds which should help t o reduce
disparities. The changes promote two goals for the funding of the Standards:
pupil equity and tax equity.
Pupil equity is better promoted by a more accurate calculation of the
costs of implementing the Standards in the school divisions. The revised
methods in this report are more sensitive t o the unique circumstances of the
school divisions in terms of required staffing, salaries, and pupil transportation
costs. Based on our analysis of potential improvements for calculating SOQ
costs, the total State and local costs for the 1988-1990 biennium are estimated
to be $6.213 biJlion.
Tax equity is advanced by a more accurate measure of ability t o pay,
and by broader, more uniform use of the measure in distributing funds. Our
analysis included a review of the composite index and revenue capacity. We also
examined greater equalization of the SOQ accounts, t o ensure that those
localities with the least ability t o pay receive the greatest assistance from the
State. To illustrate the impact of the different distribution choices on funding,
we have included seven options a t the end of this report. These options provide
a framework for discussions and informed policy decisions about how t o reduce
disparity in funding the Standards of Quality.
On behalf of the Commission staff, I wish t o express our appreciation
for the cooperation and assistance extended t o us by the staffs of the
Department of Education, the Department of Planning and Budget, the Senate
Finance Committee, and the House Appropriations Committee in the preparation of the rewrt.
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apportionment of the costs of the standards
between the State and localities. The Standards of Quality represent the minimum
requirements for a high quality program in all
school divisions across the Commonwealth.
This report is the second in a series on
the funding of elementary and secondary
education in Virginia. The fust report assessed the statewide costs of the SOQ using
the existing distribution system. For the
current study, the scope of the review was
expanded to include distribution issues. SOQ
cost data have been updated, some refinements to the cost methodology to promote
equity have been proposed, and distribution
options have been explored.
This study represents a comprehensive
approach to SOQ funding for operating costs.
The study does not focus just on the State's
basic aid formula, but is a broad-based review
of funding for the Standards. Capital outlay
and debt service costs, which have not been
traditionally regarded as part of the SOQ
funding framework, were not reviewed.

Goals for Funding
the Standards of Quality
The largest program of State aid to localities in Virginia is financial aid for elementary and secondary education. Most of this
aid is provided as assistance to localities to
help meet the costs of the Standards of Quality (SOQ). In F
T 1988, State appropriations
for SOQ costs totalled more than $1.85
billion.
The Standards of Quality are the cornerstone of State requirements and funding
for elementary and secondary education in
Virginia. The State Constitution requires the
Board of Education to prescribe standards of
educational quality for local school divisions.
The legislature may revise the standards and
enact them into law, and is responsible for the

The funding of any State program is
designed to promote certain goals. JLARC
staff identified a number of different broad
goals which could be used in varying degrees
in funding educational programs. Within the
constitutional and statutory framework in
Virginia for the SOQ, two of these goals
appear to be primary: pupil equity and tax
equity.
PupilEquity; The goal of pupil equity
is ensuring that school divisions have the resources necessary to provide a meaningful
foundation program of education. The
"meaningful foundation program" is defined
by the SOQ, and the key to achieving pupil
equity is to calculate accurately and fully the

costs in each school division that can be
attributed to the Standards.
Tax Equity. The second goal is tax
equity, or the goal of ensuring that the proportion of resources required from local
govemments to fund an education program
does not vary too greatly. Because local tax
resourcd are not evenly distributed throughout the Commonwealth, the SOQ funding
structure has included an "equalizing"
component which bases State funding on the
relative abilities of the localities to raise
revenues. Under equalization, the greater a
locality's ability to pay, the less State aid it
receives; the lower a locality's ability to pay,
the more State aid it receives. The key to
promoting greater tax equity is to ensure that
local ability to pay is accurately measured and
broadly applied.
Issues Related to Pupil and Tax Equity. JLARC staff conducted eight regional
workshops, toured schools, and reviewed
education literature to help define the issues
related to the goals of pupil and tax equity.
Two broad issues emerged:

The second finding, however, is that
Virginia can do more to promote the goals of
pupil and tax equity. Improvements can be
made in the methods used to calculate SOQ
costs, and the methods used to distributefunds
can be better designed to reduce the disparity
in funds available for the SOQ program.

More Can Be Done
To Promote Pupil Equity
A key aspect to promoting pupil equity
in SOQ cost calculations is to recognize
unique circumstances beyond local control
that increase local costs. Under the approach
currently used to calculate SOQ basic aid
costs, a single per-pupil cost is applied to the
student population for each school division.
White the use of a single per-pupil amount
is appropriate for most costs, there are costs
for which local variations are not related to
the number of students. For these costs, the
use of a single amount per pupil does not
promote pupil equity.
The current funding system places too
heavy a reliance on a single per-pupil cost for
all localities in funding the SOQ. Factors for
which local differences should be recognized
include instructional staffing levels, competitive salaries, and pupil transportation. In
addition, pupil equity can be achieved only
when both the Stateand the local governments
provide funding for the full cost of the
program.
SOQ Instructional Staffing Requirements. Instructional ~ositionsinclude those
personnel who work k the schools and are
involved in the process of instructing pupils.
The Standards of Quality include a number
of quantified standards defining minimum
staffing levels for instructional personnel. In
addition, the Appropriations Act requires
divisions to provide 51 positions per 1,000
pupils for basic instruction, and 57 positions
per 1,000 pupils for basic, special, and
vocational education.
In assessing division-level variations
in total SOQ instructional personnel required,
JLARC staff updated and refined the SOQ
Part I staffing analysis. The analysis showed

Can SOQ cost calculations and
State SOQ aid be more sensitive
to local conditions?
Can Virginia do more through
State funding to compensate for
disparities in local abilities to pay
for education?
In addressing these issues, the JLARC
staff analysis resulted in two key findings.
First, the basic structure of funding for elementary and secondary education in Virginia,
properly applied, is essentially sound. The
strengths of Virginia's approach include the
State and local partnership in funding the
SOQ, the recognition of a wide range of costs
necessary to provide for the SOQ program,
the distribution of significant State funds
based on local abilities to pay, and the use of
a measure of ability to pay that reflects a
broader range of local resources than just real
estate tax revenues.
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that seven divisions require more that 51
positions per 1,000 pupils to meet basic
instructional program needs, and that 74
divisions will require more than 57 positions
per 1,000 pupils for basic, special, and
vocational education if the new Board of Education stanctards are adopted.
~ h Cost
k of Competing in Regional
Labor Markets. There are significant differences in the salary levels offered by school
divisions in the Commonwealth. The current
approach to funding the SOQ program recognizes the same salary levels throughout the
Commonwealth, however. This approach
raises equity concerns if some localities
compete in higher-cost regional wage markets, a factor beyond local school division
control. To examine the issue of differences
in local or regional labor markets, JLARC
staff reviewed average weekly wage data
from the Virginia Employment Commission.
The data indicated differences in regional job
markets, especially in Northern Virginia.
Adjusting for salary differences in Northern
Virginia, as the State does for its own classified employees, would appear to improve
pupil equity by recognizing cost differences
that are beyond local control.
Pupil Transportation.
For pupil
transportation, JLARC staff analysis indicated that two key factors largely beyondlocal
control have an impact on costs: the number
of pupils transported and land area. There are
some interactive effects between the two
variables. The highest costs were found in
sparse localities, with large land areas and
small numbers of pupils transported. Given
the major differences in the cost per pupil
transported, pupil equity is improved by
grouping localities based on land area and
pupils transported, and recognizing cost
differences.
Requiring Local Expenditures for
SOQ Programs. Finally, pupil equity is
promoted by ensuring that the full cost of the
SOQ program is funded in all localities.
Under the current approach, the State monitors whether localities are spending sufficient
funds to cover the local share of basic oper-

ating costs. However, the State also distributes funds for other SOQ programs, such as
special education, vocational education, and
remedial education. The current State share
of these costs is 50 percent. To fully fund the
SOQ, localities must also provide their share
of these costs. Pupil equity would be advanced if required local expenditure calculations included the local share of all SOQ
program costs.

More Can Be Done
To Promote Tax Equity
Tax equity is the second important goal
for the SOQ funding system. Because not all
localities have equal financial resources, the
goal of tax equity focuses on the idea that
without State support, local efforts that are
required to pay for the SOQ program can be
disproportionate. The applicatipn of the tax
equity concept involves providing State aid
to help compensate for disparities in local
ability to pay for the SOQ foundation pro-

gram.

Two key choices in addressing the tax
equity issue are selecting the measure that
should be used to represent local abilities to
pay for program costs, and determining the
extent to which this measure will be used in
distributing State funds.
Selecting a Measure of Ability to Pay
and Calculating Local Shares. A measure
of local abiity to pay is necessary to determine the local share of funding for SOQ
equalized accounts. JLARC staff reviewed
two major measures of ability to pay. The
first measure, the composite index, is the
measure currently used to calculate local
shares. The composite index compares the
size of each locality's tax base (relative to its
population and its average daily "student"
membership or ADM) with the colleztive
statewide size of local tax bases (relative to
statewide population and ADM). A significant limitation of the composite index is its
application of statewide weights to determine
the importance of different revenue sources
in the calculation. The weights are set at 50
percent for local true values for real estate,
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10 percent for local taxable retail sales, and
40 percent for "other" revenues as proxied by
income. The composite index therefore does
not adjust for local variation in the importance
of the tax bases.
Rqvenue capacity is an alternative
measure: ~videdin Virginia by the Commission on Local Government. The measure is
based on the "average tax rate" approach of
the U.S. Advisory Commission on Intergovernmental Relations. The measure applies
average tax rates across the different local tax
bases to calculate potential revenue yields. A
benefit of this approach is that it adjusts for
local variation in the relative importance of
the various tax bases. The conclusion of the
JLARC staff review was that revenue capacity
is a more accurate measure of local ability to
generate revenue than is the composite index.
Revenue capacity can be used to
calculate the proportion of SOQ funding that
is to come from local govemments in two
different ways. In the Fist method, a "local
revenue index" is calculated in much the same
way as the composite index. The local
revenue index compares the revenue capacity
in each locality (relative to local population
and ADM) to statewide revenue capacity
(relative to statewide population and ADM).
In the second method - equalized effort no index is calculated. Instead, the cost of
the SOQ program statewide is compared to
statewide total revenue capacity to establish
the proportion of revenue capacity required
for the SOQ program. This established
proportion of revenue capacity is then applied
to the local capacity for each county and city,
to calculate each local government's contribution to the SOQ program.
The three measures above consider a
!ocal government's ability to pay for the SOQ
program, and are based on the assumption that
local governments can tap equal revenues
from equal tax bases. An alternative approach
to measuring ability to pay focuses on the
income of local residents. Under this ap-

proach, it is assumed that ability to pay is
rooted in the income of local residents, even
if income cannot be taxed directly by local
governments. For this study, JLARC staff
developed an index based on median adjusted
gross income as a measure of relative local
income. As a policy choice, that index can
be used to adjust local shares.
The Extent of Equalization. Largely
separate from the choice of the particular
measure of abiity to pay is the question of
the extent to which State funds should be
distributed on the basis of local abiity to pay.
Equalizing more State funding, or distributing
more on the basis of local abiity to pay, is
a key way for the State to help compensate
for local disparities. Revenue capacity and
State aid data, as well as a review of current
distribution rules, raise the concern that the
State participation may be towlittle in localities with low abilities to pay and too much
in localities with high abilities to pay. Increasing the use of equalization (which has fallen
from 56.2 percent of State funding in FY 1975
to 53.8 percent during the 1986-88 biennium)
would be an important step to address this
problem.

Illustrative SOQ Funding Options

.

During this study, JLARC staff developed a framework for assessing the impact of
different choices in each of the issue areas
outlined above. Seven options are provided
to illustrate the framework and the impact of
making various distribution choices. Certain
factors were held constant across the illustrative options to permit comparison, and to
isolate the impact of distribution choices. AU
of the options, for example, are based on the
use of the cost refinements to promote pupil
equity and a 5.8 percent annual salary increase
for instructional personnel. The total biennial
SOQ cost for the seven options is estimated
at $6.2 billion. The options are summarized
in the fold-out table on the next page.

Summary of JLARC

Fringe benefits equalized at 90% in the second year.
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INTRODUCTION

The largest program of State aid t o localities in Virginia is financial
aid for elementary and secondary education. Most of this aid is provided as
assistance t o localities t o help meet the costs of the Virpin'ia Standards of
Quality (SOQ). The SOQ are standards of educational quality for local school
divisions that are prescribed by the State. In FY 1988, State appropriations for
SOQ costs totalled more than $1.85 b i o n .
The SOQ concept originated with the revised State Constitution of
1971, which requires that State standards of quality be prescribed by the Board
of Education, and provides that the General Assembly may revise the standards
and enact them into law. The standards are used to determine the minimum
program of high quality education that must be offered by all school divisions.
Many of the standards, such as maximum class size standards, require the
provision of certain resources and therefore entail costs. State financial
assistance is provided t o localities t o meet Constitutional requirements that
the costs of the prescribed program be shared between the Commonwealth and
the localities.

-

This report is the second in a series on elementary and secondary
education in Virginia. The first report assessed the statewide costs of the SOQ
using the existing distribution system. The key finding of that report was that
under the existing distribution system, t o fully fund its share of SOQ costs the
State needed t o increase its funding by $273.4 million from all sources during
the 1986-88 biennium (when compared t o the budget target, FY 1986 funding
times two). Of this amount, $161.4 million in additional State general funds
was required.
This was a significant biennial hcrease, but it was primarily due t o
increases necessary t o achieve salary goals and t o inflation projections.
Calculated SOQ costs for FY 1986 (the base year) under the new cost
methodology were less than the costs based on the prior cost methodology.
While the JLARC staff methodology for calculating the costs was accepted in
the approved State budget, additional State "transitional" money was provided
t o localities t o help them adapt t o the change in methodologies, and t o provide
an incentive fund for localities willing to increase teacher salaries by ten
percent or more.
This JLARC report updates the cost analysis of the f i t report by
using more recent data. In addition, the scope of the review is expanded in this
report to include SOQ distribution issues. Accordingly, the report reexamines
SOQ cost issues in Light of potential changes in cost distribution assumptions;
and it evaluates different distribution options by examining school division
costs and local revenue resources. This report does not include a review of
capital outlay or debt service costs, which hsve not traditionally been regarded
as a part of the SOQ funding framework.
As part of the study process, the constitutional, statutory, and
historical goals for the SOQ were considered. Virginia education literature was
reviewed, regional workshops were conducted, and school visits were made t o

help identify study issues. A study approach was developed that would provide
a framework for evaluating different ways of distributing State funds to
localities t o help them meet SOQ costs.
GOALS FOR DISTRLBUTING SOQ FUNDS
.4

During the design of this study, 11 different broad goals were
identified that could be used in varying degrees t o assess an educational
funding system:
pupil equity
tax equity
efficiency
local control
incentives for achievement
incentives for greater
local effort

maximize simplicity
challenge each pupil
costs realistic in relation t o
State and local resources
consistency with tradition
no locality losses

Of these goals, the highest priorities for this SOQ funding study were
given t o pupil and tax equity. These two goals have clear links Lo the
constitutional, statutory, and historical context for the Standards of Quality,
and they are the two goah that are essential t o constructing a meaningful
system for the State funding of education. Several of the other goals pose
desirable attributes for a funding system, but are not sufficient in and of
themselves t o define the purpose of a funding structure.
Pupil Equity

A review of the educational literature indicates that pupil equity has
been defined in many different ways. The basic notion behind pupil equity
concepts, however, is that all pupils should have equal access to certain
educational opportunities.
The Virginia Constitution identifies the importance of educational
opportunity in its "Bill of Rights":
That free government rests, as does all progress, upon the
broadest possible diffusion of knowledge, and that the
Commonwealth should avail itself of those talents which
nature has sown so liberally among its people by assuring
the opportunity for their fullest development by an effective system of education throughout the Commonwealth.
The vehicle provided by the Constitution t o address pupil equity is
the Standards of Quality. The State can use the SOQ t o ensure that the
educational opportunities or resources that are considered necessary t o obtain
quality are available in all localities.
Through the SOQ, the Constitution sets up a foundation education
approach t o pupil equity. The SOQ indicate a State and local responsibility t o

ensure that every pupil receives a t least a minimum or foundation education.
While exceeding the SOQ could also be a desirable goal, the State's f i t
responsibility is t o ensure that every pupil has the opportunity t o receive at
least the foundation program, before taking on the additional task of exceeding
the standards.
gi?cordingly, JLARC staff developed the following definition of pupil
equity for use in the study:
Pupil equity is the provision of the resources necessary
for a meaningful foundation education program for the
pupils in all school divisions.
The "meaningful foundation" education program is defined by the SOQ, and the
important research activity for achieving pupil equity is to calculate the costs
attributed t o the SOQ for each school division.
Tax Equity
Under the Constitution, the General Assembly is given the
responsibility for apportioning SOQ costs "between the Commonwealth and the
local units of g o v e m e n t comprising such school divisions." The Constitution
also specifies that "each unit of local government shall provide its portion of
such cost by local taxes or from other available funds."

In order to provide for pupil equity, the resources t o meet SOQ costs
must be available to each school division. However, local tax resources or
funds t o provide for local shares of the cost are not evenly distributed
throughout the Commonwealth. In recognition of this fact, the SOQ funding
system in Virginia has had a significant "equalizing" component, or a
component that distributes State funds based on relative local abilities t o raise
revenue, in order t o help equalize local SOQ cost burdens. This component,
basic aid, distributes more State money t o localities with less ability t o raise
revenue, and less State money t o localities with greater abiity t o raise revenue.
A premise behind the basic aid funding system is: given that the
State requires (among many mandates) that a viable foundation school program
be maintained in each school division, no locality should be forced t o pay a
disproportionately high share of its taxable local resources t o meet the
education mandate. JLARC staff have thus developed the following definition
of tax equity for the study:

Tax equity is the apportionment of State and local
responsibility for the SOQ program in a manner t o ensure
that the proportion of local taxable resources required t o
provide a meaningful foundation program does not vary
greatly across localities.
The decision as t o how much variance in the consumption of local
resources is appropriate in meeting the SOQ mandates is a policy choice. The
definition of tax equity is intended t o indicate, however, that an important
approach t o assessing tax equity in evaluating different SOQ distribution

options is to look at the variance in the percentages of local tax resources that
are consumed.
IDENTIFICATION OF ISSUES
.

~
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To identify study issues, Virginia education literature was reviewed
and regional workshops were conducted. While a wide range of ideas has been
offered by governmental commissions, workshop participants, education
interest groups, academicians, and others, two broad concerns appear t o be
centrat:
(1)

Can SOQ cost calculations and State SOQ aid be more sensitive
to local conditions?

(21

Can Virginia do more through State funding to compensate for
disparities in local abilities t o pay for education?

Cost Calculations Sensitive lo Local Conditions. Many SOQ
workshop participants were concerned about the existing distribution system
because they felt the unique concerns or needs of their school divisions were
not adequately taken into account. Under the existing formula, cost
calculations for the substantial basic aid component have been limited by the
use of single per-pupil amounts. That is, for ell needs covered by basic aid, the
costs are calculated for each school division by multiplying a fiied dollar
amount times the number of pupils in each school division. That practice limits
State flexibility in targeting cost calculations for the unique needs of some
school divisions.

Many unique needs that participants felt were inadequately taken
into account were raised at the workshops. Participants were concerned about
factors such as pupil sparsity causing higher per-pupil instructional staffing
needs or transportation costs; high-cost regional wage markets causing higher
costs of competing, leading to higher salaries and fringe benefits; and
particular pupil mixes (such as differing proportions of special education pupils,
vocational education pupils, or pupils from poverty households) leading to
different needs and costs.
The following quotes are illustrative of the concern expressed about
making the cost calculations more sensitive t o local conditions:
The special operation problems of a smell, geographically
isolated school division require treatment that is not
identical with every other school division. Buperintendent, Western V i l
How can it be assumed that education of equal quality
can be "bought" with equal expenditures throughout the
State? It simply is not reasonable to expect that such
Buperintendent, Tidewater Areal
can be done

....

A uniform equalization grant does not take into
consideration the variation that might exist in the

educational needs of Viginia's students. [Superintendent,
Northern Virginia]
The Governor's Commission on Excellence in Education also
indicated in its October 1986 report that there is a need to give greater
recognition to local cost conditions in SOQ funding. The Commission had
receive&a charge from the Governor that it develop a plan that could be used
to help make Virginia's program of public education one of the best in the
nation. The Commission's report discussed two specific SOQ funding issues:

F i t , the number of instructional personnel mandated by
the Standards of Quality can now be calculated for each
division. Replacing the statewide average of 59.5
teachers per 1,000 students with the number actually
required for each division to meet the standards may
improve the equity of the distribution of funds.
Second, the current system uses one per-pupil amount for
all students. In fact, some students cost more to educate
than others. The cost implications of having different
mixes of students should be examined and a method of
developing different costs explored.
Compensating for Local Disparities in Ability to Pay. Another
concern about the current funding system that has been raised is whether the
State could do more to compensate for disparities in local abilities to pay for
education. For example, a December 1984 report of the Governor's
Commission on Viginia's Future stated:

Equality is an illusion when the abiity of Viginia's
wealthiest school divisions to support education out of
their own resources is ten times greater than that of its
poorest school system. State funding formulas should be
revised to narrow discrepancies among school divisions.
Even with State and federal assistance, in 1982-83, total
expenditures per pupil across school divisions ranged from
a high of $4,741 to a low of $1,658.

A 1985 article in the Journal of Education Finance stated that "since
the implementation of the current funding formula for Virginia in 1974-75, the
Commonwealth has actually moved further away from the goals of the fiscal
equity criteria...."
Also, in July of 1%85, a leading member of the 1972-73 Task Force
on Finrincing the SOQ that helped define the current funding system' wrote:
Frankly, I was surprised when f i i s were updated
recently showing comparisons between the last year
before the new formula and today I am speaking of the
division of money, because the fact remains that the
disparity in opportunity between the wealthy and the poor
has closed practically not a t all. [emphasis in original]

...

STUDY APPROACH
Pupil equity as defied for this study requires an assessment of SOQ
costs for school divisions. Tax equity as defied requires a comparison of local
portions of SOQ costs with local abilities to raise revenue. Consistent with the
defjliAd goals, a study approach was developed that would measure SOQ school
division costs, assess local abilities to raise revenue to pay for those costs, and
provide a framework for evaluating different State distribution options in the
context of school division costs and local resources.
The starting point for assessing SOQ costs was the methodology
developed by JLARC staff in SOQ Part I and adopted as the budget
methodology. Costs were developed for the SOQ Part I report, however, under
the constraints of the existing distribution system, which lacked a mechanism
for targeting unique costs to localities with unique circumstances.
Consequently, the SOQ Part I report stated:

...

the study did not deal with issues of equity or
distribution. Unique circumstances such as higher cost of
living were minimized in the calculation because the
'foundation' costs represent a base. These issues will be
systematically reviewed in the second phase of the
study. The current requirement that a major portion of
the funding for school divisions be based on a single
"per-pupil" amount was not modified.
With the concerns of workshop participants as well as the Governor's
Commission on Excellence in mind, the potential for achieving greater pupil
equity by relaxing certain distribution assumptions was explored where data
permitted. One key element considered by JLARC staff was whether the use
of a single per-pupil amount in funding should be reduced in order to give
greater recognition to the unique costs of localities.
The costs necessary for the divisions to provide meaningful
foundation programs under the Standards of Quality were calculated to satisfy
the pupil equity goal. The relative abilities of localities to pay for SOQ
programs were examined by reviewing the currently used composite index, as
well as several measures based on the concept of revenue capacity (revenue
capacity indicates the revenue that 1ocaLities could raise if they imposed
statewide average tax rates on their tax bases). These relative measures could
be used as the basis for determining State and local shares for the portion of
costs where the shares are based on relative local ability to raise revenue.
The JLARC staff also developed a concept of local educational
"effort," which was defined as the proportion of revenue capacity in dollars
that localities are required to devote to their share of the calculated SOQ
costs. Thus, educational effort for each locality represents the local share of
the SOQ cost estimate for the school division, divided by local revenue
capacity.
Finally, a uniform reporting format was developed that would
facilitate the evaluation of many different distribution options designed to

meet SOQ costs. A key component of that format was a calculation of the
amount of local "effort" that would be required for each locality t o meet its
share of SOQ cost under different distributio~options.

3

REPORT ORGANIZATION

The f i t chapter of this report has provided background information
on SOQ funding issues, and has discussed the goals and approach of this JLARC
study. Chapter J3 describes the current methodology for calculating statewide
SOQ costs, and indicates the results for the 1988-90 biennium of JLARC's
replication of that cost methodology using the most recently available data.
Chapter El discusses how SOQ costs can be calculated for the individual school
divisions, including the use of some division-level cost refinements t h a t have a
potential impact on the statewide calculated cost.
Chapter IV describes the approaches used t o measure the a b i i t y of
localities t o raise local revenue that could be used t o determine local shares of
SOQ costs.
Finally, Chapter V contains a discussion of other distribution issues
besides the choice of a measure of local ability t o pay, and describes the
JLARC framework for analyzing different distribution options. The chapter
also discusses some conclusions about approaches the State can take t o
promote greater pupil and tax equity.

11. CALCULATING STATEWIDE SOQ COSTS:
THE CURRENT APPROACH
The baseline cost calculation for this study involved replicating the
current cost methodology, as developed in the f i t phase of the JLARC review
of SOQ funding. The methodology was replicated using updated data. In Part I
of the JLARC study, an instructional staffing analysis was conducted based on
1984-85 enrollment data and DOE projections of 1986-87 and 1987-88
enrollment, and salary and support cost analyses were based on 1983-84 data.
For SOQ Part 11, data items were available on 1986-87 enrollment, DOE
projections of 1988-89 and 1989-90 enrollment, and 1985-86 salary and support
costs.
Conclusions about SOQ costs for the 1988-90 biennium are very
sensitive to the instructional personnel salary increases that are assumed. Any
substantial rate of increase has substantial cost impact, because it is applied to
a large cost base. House Bill 1312, passed during the 1987 legislative session,
requires that the Department of Personnel and Training conduct a review to
determine "competitive" teacher salary levels. The results from that study
may aid the State in determining its teacher salary funding goals. However,
that study is not yet completed. The salary increase projected as necessary to
maintain Virginia's position with respect to other states in national salary
rankings (5.8 percent) is applied in FY 1989 and FY 1990 in this report.
Conclusions about the State portion of SOQ costs for the 1988-90
biennium are also dependent on the instructional salary increases used. In
addition, the costs are extremely sensitive to changes in the relative proportion
of the costs assigned to different funding accounts, or to changes in the
defiition of the aggregate State versus local share.
This chapter discusses the general framework that is used t o
determine SOQ costs under the current approach. The individual components
that are part of total costs (instructional staffing levels and associated salary
costs, fringe benefits, and support costs) are each addressed. The methodology
used as well as the updated cost results for the 1988-90 biennium are discussed
for each component. In a concluding section of the chapter, the components
are aggregated to calculate total SOQ costs for the 1988-90 biennium.
ANALYTICAL FRAMEWORK OF THE CURRENT COST APPROACH
The basic method for calculating SOQ costs involves two major
parts. Where quantified standards exist (instructional staffiig requirements),
the standards are mathematically applied t o calculate the instructional
positions necessary. Where quantified standards are not available (such as
salary levels and support costs), costs are estimated by calculating the costs
which generally prevail in the school divisions.

The "prevailing" cost for a given educational cost category is defined
as the expenditure level around which most of the school divisions in the State
tend to cluster (see the JLARC Part I report for a full discussion of why the
prevailing cost concept was utilized). To implement the concept of prevailing
costs, JLARC staff analyzed a variety of statistics to determine which would
most consistently capture the prevailing, or most representative, unit cost for
thddifferent cost distributions. As with Part I of the study, the analysis of
costs is based on costs for the school divisions. JLARC staff used the school
divisions to calculate SOQ costs because of the purpose and the existing
framework for the standards. The Constitution, statutes, and Board of
Education mandates are all clear on the point that while the Standards of
Quality apply statewide, they are to be implemented by each of the divisions
operating schools in V i a .
Selecting a Statistic to Represent Prevailing Costs
When analyzing data, there is often a need to represent the central,
or most representative, value of a distribution. If the data are distributed
normally or symmetrically with respect to the mean, then the selection of a
statistic is relatively simple: an arithmetic mean is appropriate. In fact, the
arithmetic mean is expected to be equal to other statistics representing central
tendency, such as the median, in a normal distribution.
However, some data are skewed, with extreme values located on the
high or low ends. For these data, other statistics using resistant techniques
that accommodate the extreme values (the outliers) are useful to estimate the
most representative values of the distributions.
The Department of Education presented a funding proposal in 1981
that was based on a recognition that the cost data in the Commonwealth were
skewed. While the methodology for estimating SOQ costs at the time involved
the use of statewide averages, the department recognized the limitations of
the use of an average in its proposal, remarking that "the statewide 'average'
does not represent well the variations within the state." The department noted
that for 1979-1980 data, "approximately 45 school divisions were represented
reasonably well by the statewide average, but nearly two-thirds of them were
not."

In working with FY 1984 educational cost data, JLARC staff found in
SOQ Part I that the attributes of the data had not changed since the time of
the DOE review. The underlying expenditure data were still skewed.
JLARC staff questioned the use of the statewide average to
represent SOQ costs, and examined the use of several different methods for
representing central tendency. A problem in this examination was that while
studies and other theoretical articles had developed useful methods for
representing central tendency, a framework and method had not been presented
for the practitioner to apply in making a selection. Unfortunately this gap
often resulted in the continued use of the mean or median where other
statistics might have had more desirable properties.
One way to conceptualize the choice of a statistic representing
central tendency is as a trade-off between sensitivity to the data, and the
10

stabiity of the statistic. When the statistic is sensitive t o the data, it is
influenced by extreme values and shifts as values become more extreme or as
extreme values are added. Stabiity of the statistic means that the statistic is
not responsive to the extreme values. A "good" statistic is one which is
influenced by all the data, but is not so influenced by the extremes that it no
longer regresents most of the data.
"-

The mean and the median can be used t o illustrate the sensitivity and
stability trade-off. The mean is sensitive t o extreme values, because the mean
sums all the values and divides by the number of observations, such that the
extreme values, by the very magnitude of their differecce from most values,
have a greater impact on the calculation. For example, an individual with an
income of $10 million in a room with nine other individuals with incomes of
$10,000 would result in a mean calculation of approximately $1 million in
income for those in the room. The mean income for the room is very sensitive
to the presence of that one individual, it is also very unstable because it
depends on the presence of that individual.
On the other hand, a median is very insensitive t o extreme values,
because the median is always the value associated with the middle
observation. Thus, in the example above, the median of $10,000 would be a
very insemitive and stable estimate, because the income of the individual a t
the middle of the income distribution of those in the room would not be
strongly affected by the presence or absence of the one wealthy individual.

JLARC staff considered 15 different statistics of central tendency.
(A Listing and an explanation of each of the statistics is available on request in
a technical paper supplementing the JLARC SOQ Part i report). The purpose
was to select a statistic that would consistently reflect the prevailing costs of
the school divisions. The methodology t o implement this concept involved the
trade-off between sensitivity and stability. The mean and the median were
among the statistics considered, and generally d e f i e d the extremes of this
trade-off.
Six instructional salary distributions and eight support cost
distributions were used as a test database.
Sensitivity was examined by calculating the root mean square error
and absolute error between each statistic and each of the actual values of the
respective data. Low errors on both measures indicated that the statistic
achieved a certain balance between the properties of sensitivity end stability.
In the JLARC analysis, the statistic that most consistently had a low e m r
across all the distributions was a linear weighted average with a weight of five
on the center value.
For this statistic, tine school division data are ordered from high t o
low. The lowest and highest values receive a weight of one. The weights are
then incrementally increased from both extremes, until the center value (the
median) receives a weight of five. The weights are multiplied by the values,
and an average is calculated by dividiag this product by the total of the weights.
The linear wei@ted average has some sensitivity, because it includes
all values in the calculation. The sensitivity of the linear weighted Bverage can

be contrasted to that of the median, where the only value in the calculation
which is important is the centermost value. Similar to the median, however,
the linear weighted average is stable because the extreme values are weighted
less than the central values.

..

Based on this analysis, the linear weighted average was applied to
t d cost distributions for which quantified standards were lacking.
Specifically, the statistic was used to calculate prevailing salary levels and
prevailing support costs. With this approach, the costs of all school divisions
were included, hut the costs incurred by school divisions clustered in the middle
were weighted more heavily.
By using quantified standards where available, and prevailing costs
where quantified standards are not available, a number of different types of
educational cost components can be assessed. The components can then be
used t o produce a total SOQ cost figure. Discussion of the component analysis
can be segmented into: (1) SOQ instructional staff positions, (2) instructional
salary costs, (3) fringe benefit costs, and (4) support costs. The SOQ Part I
methodology was replicated using updated data for these components.
ANALYSIS OF INSTRUCTIONAL POSITION LEVELS
The Standards of Quality contain specific quantified standards
pertaining to the instructional staffing levels that must be offered by school
divisions. In different instances, standards specify maximum pupil-to-instructor ratios for individual classes, across a school, or across a
division. Standards also vary according to the type of pupil. For example, the
staffing ratios for special or vocational education are often different than the
ratios for regular classrooms.

In addition to these standards, the SOQ state:
Each division shall employ; with state and local basic,
special education, and vocational education funds., a
minimum number of certified instructional personnel
(full-time equivalent) for each 1,000 students in average
daily membership as set forth in the Appropriations Act;
certain of such full-time equivalent instructional
positions shall be funded from basic school aid pursuant
to the Appropriations Act.
During the 1985 legislative session, the General Assembly increased
the Appropriations Act requirements to which the SOQ refer from 54 positions
per 1,000 pupils (48 positions per 1,000 for basic education, and s k add-on
positions for special and vocational education) to 57 positions per 1.000 pupils
(51 for basic, and six for special and vocational add-ons). These requirements
provided the Ws for State SOQ calculations. Some education advocates
maintained that these requirements used in funding were still too low to
completely cover the requirements of the Standards of Quality for basic,
special, and vocational education.

During SOQ Part I, JLARC staff compared the newly adopted
Appropriations Act requirements with the number of basic, special, and
vocational education positions that are required under the cumulative impact
of all other quantified staffing standards. This analysis involved the
application of many different quantified instructional standards to pupil
membership data by grade for each of 1,695 schools in V i .
%
.
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A result of this analysis was a finding that for most school divisions,
57 positions per 1,000 pupils was sufficient t o provide for the basic, special,
and vocational education personnel standards exclusive of the Appropriations
Act. The prevailing ratio of required positions per 1,000 pupils was found to be
55.4. Thus, the General Assembly's action to increase the Appropriations Act
funding level from 54 was necessary to cover SOQ requirements for most
divisions, although 57 positions was somewhat more than what the SOQ
required of most divisions for basic, special, and vocational education.

While it was recognized as a result of this analysis that the personnel
standards have different implications for different school divisions, the results
were considered under the constraints of the existing distribution system.
Because school divisions must meet what in many cases is the higher staffing
requirement of the Appropriations Act, 57 positions per 1,000 pupils was used
as the basis for aU cost calculations even though some divisions might r e q h
less to meet all other SOQ.
As a result, costs were calculated across the State for basic, special,
and vocational education using 57 positions per 1,000. An updated analysis of
instructional positions based on 1986-87 f a l l membership data and the current
SOQ indicates that 57 positions per 1,000 is still adequate to meet basic,
special, and vocational instructional requirements in many divisions, but it is
not sufficient to meet the SOQ in others.
INSTRUCTIONAL SALARY COSTS
Salary and fringe benefit costs are associated with the required SOQ
instructional personnel. The costs for salaries can be calculated by multiplying
the number of required positions by the salary levels for those positions. The
salary levels used in the current methodology are prevailing salaries, as
calculated using the Linear weighted average, Prior to Part I of the JLARC
SOQ study, the statewide average salary was used to estimate instructional
salary costs, but was never recognized in funded levels. During the Part I
review, JLARC staff found that the statewide average salary was
unrepresentative of the salary levels offered by most divisions. Division-level
measures, such as the linear weighted avarcrge, the median, and the
divis'ion-level mean are more representative of the average salaries offered by
most divisions. The linear weighted average used in the current methodology is
the preferred statistic.
Figure 1 shows the three division-level measures as well as the
statewide average in relation t o data for FY 1986 elementary and secondteacher salary distributions. The linear weighted averages for elementary and
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secondary teacher salaries exceed the average salaries offered by 58 and 55
percent of the divisions, respectively.
Developing Salaries for Program Funding. The current State funding
framework does not allocate funds by instructional positions, but by programs.
Given this funding framework, it is necessary to calculate a salary cost for the
programs involving SOQ instructional personnel, such as basic aid, special
education, vocational education, remedial education, and gifted and talented
education. To this end, the salary cost is computed for a program based on the
mix of required positions for that program and the corresponding salary for
each type of instructional position. Teacher salaries for a FY 1988 base were
derived by increasing FY 1986 prevailing salary levels (the last year of actual
data available) by 10 percent for FY 1987, and increasing the 1987 salary by 10
percent for FY 1988, to match the State salary incentive program. Salaries for
non-teaching instructional positions were increased by factors between 7.3 and
8.3 percent, depending on the percent increase localities provided statewide for
those positions from FY 1984 to FY 1986. The seven instructional personnel
types and their corresponding salaries for FY 1988 are shown in Table 1.

Table 1
FY 1988 INSTRUCTIONAL SALARIES

Instructional Position
Secondary Principal
Secondary Assistant Principal
Secondary Teacher
Elementary Priincipal
Elementary Assistant Principal
Elementary Teacher
Aide

s%X
!Y
$41,224
34,668
25,498
38,033
32,042
23,821
8,230

Source: JLARC staff analysis of instructional salaries.

The basic aid instructional personnel cost includes the cost of
elementary principals, olemeMary assistant principals, secondary and combined
school principals, secondary and combined school assistant principals, and
elementary and secondary teachers. For special education, instructional
personnel costs include elementary and secondary special e d u c a t h teachers,
as well as principals of accredited special education schools. Vocational
education instruction is required only in secondary schools. Therefore, the
prevailing FY 1988 secondary teacher salary was used to calculate instructional
personnel wsts.

And finally, remedial and gifted and talented instruction are required
at both the elementary and secondary levels. Therefore the instructional costs
for each are based on the proportion of teachers that are calculated for the
program a t the elementary and secondary levels.
Projecting Salary Costs for the 1988-90 Biennium. Under the
& r e n t methodology, future SOQ instructional salary costs depend on the
changes in average daily membership (ADM) and on the salary increase
assumptions that are applied. DOE projections indicate a moderate, upward
trend in the State's ADM through 1990. It is salary increase assumptions,
however, that wiU have the major impact on costs.

In the absence of specific guidance on legislative expectations for
instructional salary increases during the 1988-90 biennium, the salary increase
projected as necessary to maintain Virginia's position with respect t o other
states in national salary rankings was applied. This approach means that SOQ
costs for the 1988-90 biennium in this report are based on instructional salary
increases of 5.8 percent, and would change if a new goal is applied. Under this
assumption, and given moderate increases in ADM, SOQ instructional salary
costs are estimated to be $1.541 b i o n in FY 1989 and $1.642 billion in FY
1990. These salary costs are based on the current approach for calculating
SOQ costs.
FRINGE BENEFIT COSTS

In addition to salary costs, significant
fringe benefit costs are
associated with both instructional and non-instructional (support) personnel.
The State requires local school boards to provide retirement, life insurance,
and federal social security for their professional employees. The school
divisions are required to pay social security taxes for all salaried employees
who are employed on a full-time basis. While it is not required, most school
divisions also offer some form of health insurance for employees.
Costs for required benefit programs are included under the current
methodology, and are calculated based on required instructors, prevailing
numbers of support personnel, and prevailing salary levels. The analysis also
includes health benefits as SOQ costs because they are a prevailing fringe
benefit in the Commonwealth.
VSRS, Group Life, and Social Security for Instructional Personnel.

To compute the fringe benefit cost for instructional personnel, an estimated
salary base was calculated by multiplying eligible positions by the prevailing
salary levels for those positions. The benefit rate covering 100 percent of the
employer share of each benefit was applied to the salary base. The benefit
rates used in the cost calculations were provided by VSRS, and are shown in
Table 2.
The social security, VSRS, and group life costs for SOQ instructional
personnel are estimated to be $282 million in FY 1989 and $304 million in FY
1990. As Table 2 indicates, cost increases from previous years are not due to

Table 2
FRINGE BENEFIT RATES FOR 1986-1990
USED IN SOQ COST CALCULATION FOR INSTRUCTIONAL PERSONNEL
d

1986
-

1987

1988

1989

1990

Social Security
VSRS
Group Life

.0715
.1115
.oozSg

.0715
.I120
A0288

.0751
.I120
.W)288

.0751
.lo59
.00288

.OX5
.lo59
.00288

Combined

.I8588

.I8638

.I8998

.la388

.18528

Source: VSRS.

projections of increased benefit rates. Rather, they are primarily due to
projected increases in instructional salary levels to which these rates are
applied.

VSRS, Group Life, and Social Security for Non-Instructional
Personnel. The methodology developed for estimating non-instructional
benefit costs parallels that of instructio.nal personnel. Fringe benefits were
calculated for positions and salary levels resulting from the JLARC linear
weighted average as applied to support distributions. Benefit rates were then
applied to this salary base. While benefits for some support positions are an
option of the school board, in practice school divisions afford all full-time
employees the same benefits. The JLARC staff estimate of SOQ costs includes
coverage for all support personnel employed on a full-time basis.
The rates for support personnel are those established by actuaries of
VSRS. "Professional" support personnel such as transportation supervisors and
physicians have the same benefit rate as instructional personnel.
"Non-professional" support personnel such as operation and maintenance
employees, garage mechanics, and bus drivers, have a lower rate that varies by
school division. The benefit rate used is the prevailiig division rate (6.566
percent based on 1986-87 data). Social security coverage has been extended to
bus drivers and bus aides who are part-time personnel.
The social security, VSRS, and group life costs for SOQ
non-iastructional personnel are estimated to be $63.2 million in FY 1989 and
$68.2 million in FY 1990. Again, the cost increases are primarily due to the
increased salaries projected for support personnel to which the benefit rates
are applied. These fringe benefit costs do not increase as rapidly as for
instructional personnel, because the d a r y increases projected for support
personnel are not as high.
Other Fringe Benefits. Analysis of the different "other" fringe
benefits offered by school divisions in SOQ Part I indicated that health

prevailing insurance was the only additional benefit that could be categorized
as. In FY 1984, 125 school divisions (93 percent) paid a t least a partial
premium for their instructional personnel. In FY 1986, this number increased
to 126 school divisions.

In the absence of a prevailing health care cost or a uniform plan of
odverage in the school divisions, a minimum cost for a basic health plan is
included in the SOQ costs for required SOQ personnel. To define a reasonable
contribution to a health plan, information was requested in SOQ Part I from the
largest provider of health coverage for school board personnel in Virginia. Blue
Cross/Blue Shield of Virginia provided data on the costs of coverage for the
employees of local school boards enrolled in the "educator program." The
benefit rate was based on gross expenditures divided by the number enrolled in
the educator program. The break-even rate for 1985-86 was $88 a month.
This rate was multiplied by 12 to produce an annual premium of $1,056.
More recently, the Virginia School Boards Association worked with
Blue Cross/Blue Shield to develop a basic health package called the Premier
Plan. Blue CrossIBlue Shield has defied three medical cost areas in the State.
and the insurance rates school divisions pay depend on the medical cost
experience of the locality in which they are located. In FY 1988, the rates for
the different medical cost areas were $98, $89, and $78 per employee per
month. Beyond FY 1988, the cost was projected using the December 1987
Wharton Econometrics medical cost index (5.5 percent for FY 1989 and 5.4
percent for FY 1990). Resulting costs for FY 1989 and FY 1990 were $88.5
million and $92.8 million.
SUPPORT COSTS
School divisions incur substantial operating costs in addition to
instructional personnel costs. For example, the divisions offer the following
support services: administration; instructional support, such as supplies;
attendance and health; operation and maintenance of school plants; pupil
transportation; and provision for certain fixed charges such as insurance and
the rental of equipment. JLARC staff estimate that prevailing support costs
(exclusive of fringe benefits for support personnel discussed in the preceding
section) total $1.918 billion for the biennium, or about 31.5 percent of the
$6.057 billion estimate of total SOQ costs.

This section discusses the replication of the methodology for
estimating the costs of support for basic operations (regular day school) and for
special education pupils who are not served in regular day school. Application
of the prevailing cost concept to support data distributions are discussed. The
approach used to project costs from FY 1986 actual data to the costs for the
1988-90 biennium is also reviewed.
Prevailing Costs for Basic Operating Support
The need for most support expenditures cannot be directly Linked to
the Standards of Quality. The requirement for these expenditures may be

inferred from the fact that the educational programs are to be offered;
however, standards that define the minimum necessary for a high quality
program in the support area have not been developed. Therefore, a prevailing
cost approach, used to determine the most representative school division unit
costs for support activities, was considered the best approach for assessing
these costs.
,f

DOE collects data on support positions and expenditures for its
Annual School Report. All school divisions provide data for this report. The
most recent year for which data are available is FY 1986. In FY 1986, DOE
collected separate Annual School Report data from the joint regional
vocational education centers.
JLARC staff reviewed the Annual School Report data for
out-of-range values, or data items that were inconsistent with data from prior
years. As a result of this review, 106 school divisions were contacted t o
validate particular items in question, and some of these items required
correction. The net impact of this validation exercise, in terms of the total
expenditures reported statewide across a l l expenditure items, was small.
However, a review of the data base is important to help accurately assess the
variation in costs between school divisions for each of the specific support
items.

-

After this review was completed, the costs reported by the joint
regional vocational education centers were prorated to division expenditure
categories, based on the designated division shares of center casts.
Basic operating support costs are divided into six major categories:
administration
instructional support
attendance and health

operation and maintenance
pupil transportation
fixed charges

Expenditure data are reported by school divisions at a greater level of detail,
however. Thus, each of the major categories can be disaggregated into several
separate frequency distributions. In the JLARC analysis, 51 different support
cost distributions were identified. These distributions were either: (1)
expenditures per pupil (or other control variable), (2) support positions per pupil
(or other control variable), or (3) average salary levels of support personnel.
Adjustment to School Board and Superintendent Costs. Under the
current cost approach, compensation costs for school board members and
school superintendents are part of total statewide support costs. These
statewide costs are then divided by ADM to determine per-pupil costs. Each
school division receivq credit for costs equal to the per-pupil cost times its
number of pupils.
An adjustment has been made to the cost calculations t o reflect the
fact that school board and superintendent costs are largely fixed divisional
costs, in that the costs do not vary substantially with the number of pupils
served. Each school division received credit for the prevaiLiog compensation
associated with one superintendent aud a prevailing average of 5.8 school board
members.

Adjustment to School Nurse Costs. One of the specific costs under
the broad category of attendance and health are school nurse costs. Localities
provide for nursing needs in the schools in different ways. Some school
divisions do not have nurses on their payroll, but receive nursing services from
local health departments. Some divisions have nurses on their payroll, and
r9eive no nursing services from local health departments. Other divisions
have a mixture of nurse services provided by their own staff and local health
departments. A cost estimation approach was needed that would enable the
education and health funding formulas to take school nursing needs into
account, but without duplication.

Data were available for each locality from the A ~ u a lReport on
Health Department Services showing the hours of nurse service rendered to the
schools by locality during FY 1986. On the other hand, data from the
Department of Education Annual School Report on school division nurses are
expressed in FTEs, using school division definitions of what the positions
require. Therefore, JLARC staff contacted the school divisions with nurses on
their payrolls and requested data on the number of days and hours per day
worked by school nurses in FY 1986, so that the FTE data could be converted
into hours.

-

Once all the data were expressed in hours, a linear weighted average
of the combined hours of nurse service per pupil (from both sources) was
calculated. This was done to calculate the prevailing need for nurse services.
The prevailing number of hours per pupil was multiplied by the number of pupils
to calculate the hours required for each division. In cases in which school
divisions provided fewer hours per pupil than the prevailing level from
employees on the school division payroll, but received local health department
services, the number of local health department nurse hours provided were
subtracted for each locality from the total hours required. The resulting
number of hours was compared with the number of hours actually provided by
school division nurses, and the greater of the two numbers was recognized. If
the school division received more hours of nursing service than the prevailing
level from the local health department alone, and had no nurse services from
school employees, then $0 of cost was assigned rather than a negative number.
Support Cost Results. For each of the 51 distributions, a linear
weighted average was calculated to represent the prevailing cost, or the most
representative unit cost. For comparison purposes, median, mean, and
statewide average support costs were also calculated.

Table 3 shows estimates of FY 1986 support costs using several
different methods: (1) the median cost, (2) the linear weighted average cost,
(3) the mean cost a t the division level, and (4) the statewide average cost. The
costs are grouped into the six major support categories, and the items that
compose the categories are the basic operating support items as defied by
JLARC staff.
The table shows that the costs based on the linear weighted average
generally exceed those based on the median, but are less than those based on
the statewide average. Across the six categories, prevailing costs are 105.3
percent of the median costs, but only 86.9 percent of the statewide average
costs.

Table 3
COMPARiSON OF TOTAL SUPPORT COSTS USING DIFFERENT STATISTICS
(FY 1986 Costs in Millions)
2

Category
Administration
Instructional Support
Attendance and Health*
Transportation
Operation and Maintenance
Fixed Charges
TOTALS

Using
Median

using
Linear
Weighted
Average

Using
Divisionlevel Mean

Using
Statewide
Average

$ 90.01
183.77
21.80
129.33
305.15

$ 97.92
186.44
26.15
138.27
317.71

$104.38
192.93
30.36
149.19
328.80

24.05

27.22

29.35

$117.88
212.59
36.71
149.04
365.13
32.48

$754.11

$793.71

$835.01

$913.83

*School nurse adjustment not made to data in this table to isolate the impact
of the different statistics.
Source:

JLARC analysis of Annual School Report data.

Differences between the linear weighted average and statewide
average costs reflect the variations between school divisions in the number of
support personnel, the support salaries, and the levels of expenditure in
non-personnel support categories. For example, the school divisions actually
employed about 31,321 support personnel in FY 1986. The estimate based on
the linear weighted average recognizes about 29,799 of these positions, or 95.1
percent; this means that one position in 20.6 is not considered part of a
prevailing personnel level, and is not attributed as part of SOQ costs.
An important point to note is that support costs increased at a rapid
pace between FY 1984 and FY 1986. Table 3 is an update of a table presented
in the JLARC SOQ Part I report. A comparison between the reports-of the
statewide average cost columns indicates that locality costs increased in those
two years by 20.2 percent overall. The increases were 22.8 percent in
administration; 26.3 percent in instructional support; 25.5 percent in
attendance and health; 20.7 percent in transportation; 13.7 percent in operation
and maintenance; and-45.3 percent in fixed charges. Much of the overall rate
of increase was c a p t m d by the linear weighted average, which increased by
19.6 percent over the two years.
Special Education Support Costs
Instruction for handicapped pupils who are not served in regular day
school is required by the Standards of Quality. Special education and related

services for handicapped children ages two to 21 are required by the
regulations implementing the fourth standard, the education of the
handicapped. The same regulations also require school divisions to make
necessary arrangements with a State facility if the division is unable to provide
appropriate educational services. School divisions are also required to enter
into contractual arrangements with private or regional schools for special
ed-Gation programs when no suitable placements are available in the local
school or State facility.
SOQ costs for preschool support, private and regional placements,
and hospitals, clinics, and detention homes were calculated using either actual
FY 1986 expenditures, or State approved costs where applicable, as a base.
The total cost of these services in FY 1986 was $22,758,938.
Projecting S u ~ w r Costs
t
to 1988-90
Two primary sets of inflation rates from Wharton Econometrics were
used to project most of the support cost items from 1986 to 1990. The f i t
was "State and Local Government Compensation." The rates used were:

The second set of rates was "State and Local Government Purchase of Goods
and Services." These rates were:

These support inflation rates were applied individually to applicable support
items.

SOQ COSTS USING CURRENT APPROACH
The costs used in this chapter have been based on the following key
baseline assumptions:
instructional staffiig levels specified in the 1986 Appropriations Act,
a projected ADM provided by the Department of Education,

FY 1986 Linear weighted instwctional salaries as cost base,
a ten percent teacher salary increases in FY 1987 and FY 1988 to meet
the State's salary incentive program.

instructional salary increases necessary to maintain V i s
position among the states in national salary rankings (5.8 percent) in
FY 1989 and FY 1990,

support inflation based on Wharton Econometric rates applied t o
support cost distributions,
no new standards implemented.

- Table 4 shows the cost of fully funding the existing Standards of
biennium, given these assumptions. The cost for
~ u a I . i t ~ " ~ ~the
u r i1988-90
n~
the biennium is $6,057,229,077.
The cost calculation is very sensitive t o instructional salary
assumptions. FY 1988 prevailing salary levels were used as the base throughout
the calculations that produced the data in Table 4. This approach recognizes
the prevailing salary levels offered by the school divisions in meeting the SOQ,
and can be directly derived from the updated JLARC analysis.

Table 4
COSTS OF THE CURRENT STANDARDS OF QUALITY

Instructional
Personnel
Basic Instruction
Basic Aides
Special Education
Special Ed. Aides
Vocational Education
GiftedITalented
Remedial Education
Instructional Fringe
Benefits
Total

Biennium
T M

FY 1990

1,886,427,394.56

$1,407,345,179.88
3,127,257.05
91,984,156.59
8,211,680.59
73,505,851.91
27,293,243.77
30,834,076.01

$2,724,626,430.67
6,053,579.67
178,064,270.09
15,896,404.03
142,294,711.49
52,834,885.58
60,099,718.52

373,645,562.53

722,504,402.86

2,015,947,008.34

3,902,374,402.90

..........................................................................

SOQ Support
Basic Operating Support
Support Fringe Benefits
Special E d Support

929,659,739.76
85,556,451.68
28,780,543.87

988,237,016.17
91,577,986.07
31,042,936.93

1,917,896,755.93
177,134,437.75
59,823.480.87

Total

1,043,996,735.31
1,110,857,939.23
2,154,854,674.54
..........................................................................

Total SOQ Costs

$2,930,424,129.87

$3,126,804.947.57

$6,057,229,077.44

Source: JLARC analysis of Department of Education and local school division data.

111. REFINING SOQ COST CALCULATIONS
TO IMPROVE PUPIL EQUITY
+J

Pupil equity, as defied for this study, means the provision of the
resources necessary for a meaningful foundation education program for the
pupils in all school divisions.
Elements of the current State approach to education funding can
serve to promote pupil equity. For example, the SOQ approach itself has
enormous potential, when properly applied. It requires that the Board of
Education determine what education programs and resources are fundamental
to achieving quality education, such that they should he available in all
localities. The General Assembly may revise the standards and is responsible
for apportioning the costs between the State and the localities.
Also, the use of a single per-pupil amount that drives much of SOQ
funding helps promote equity in many instances. For example, this approach is
a vast improvement over a system reimbursing localities simply based op
certain percentages of their actual costs. A reimbursement approach would
send money to localities based on what they decide to spend, and not based on a
determination of the expenditure levels necessary for foundation programs.
Some localities may spend more because of inefficiency, or their aspiration to
provide more than a foundation program, perhaps because they can "afford" t o
spend more. Other localities may spend less not because they have less
objective need, but because of significant constraints on their abiity to raise
revenue.
A single
representative or
recognize costs in
does a fairly good
variation in costs
served.

per-pupil approach, on the other hand, can use the most
prevailing cost across school divisions to consistently
all school divisions a t that prevailing level. The approach
job of promoting pupil equity, so long as the legitimate
across localities is attributable to the number of pupils

Under the single per-pupil approach, however, pupil equity problems
&e when the costs localities incur to provide for the SOQ do not vary based
on the number of pupils served. Pupil equity problems also surface when the
costs localities incur to provide for the SOQ vary, but vary in certain
legitimate respects that are not measured very well solely by the number of
pupils served.
A very simple and obvious example of the f i t pupil equity problem
is school superintendent costs, which are currently includeQ in the single
per-pupil calculation. Virtually all school divisions have one superintendent.
When a single per-pupil cost approach is used to allocate funds to cover these
costs, localities with large numbers ef pupils receive funding that is far beyond
the salary cost of the superintendent. This occurs because the prevailing unit
cost is multiplied times the number of pupils. Similarly, localities with small
numbers of pupils receive funding that is generally much less than the salary
cost of the superintendent.

Examples of the second pupil equity problem (where costs vary, but
in ways that may not be measured well by the number of pupils served) were
raised a t the 1986 JLARC SOQ funding workshops. Examples offered included
pupil sparsity causing higher than normal per-pupil instructional staffing needs
or transportation costs; high-cost regional wage markets causing higher costs
s f competing, leading to higher salaries and fringe benefits; and particular
-fypes of pupil mixes leading to special needs and costs.
In addition, this type of problem was referred to by the Governor's
Commission on Excellence in Education when it said that while the current
system uses a single per-pupil amount:

...

some students cost more than others. The cost
implications of having different mixes of students should
be examined and a method of developing different costs
explored.
It was this same concern that led JLARC staff to caveat its SOQ
Part I report by noting that the cost estimates were developed "within the
constraints of the current framework for defining and funding the standards."
The report specifically noted the constraint that a "major portion of the
funding for school divisions be based on a single 'per-pupil' amount."

-

The calculations in Chapter I1 of this report are based on the current
cost framework, and continue the heavy reliance on a single per-pupil amount
to develop costs.

This chapter involves an examination of different areas where it may
be desirable to depart from a single per-pupil amount cost approach. Three
points should be emphasized about this analysis. First, while the examination
could lead to reducing the Lnfluence of a single per-pupil amount in the
calculation, the single per-pupil cost approach will still continue to be used for
many components of the calculation. This is because the single per-pupil
approach is frequently appropriate, and because the burden of proof should be
on showing why the single per-pupil cost should not be used.
Second, while the single per-pupil approach is most used in basic aid,
reducing its use in the cost calculations is not designed in any way to reduce
the amount of funding in the formula that is distributed based on local ability
to pay. Costs do not have to be developed using a single per-pupil amount in
order to be distributed based on local ability to pay, nor do costs have to be
recognized through basic
aid rather than as a categorical (earmarked for a
particular purpose) in order t o be distributed based on ability to pay. The
question a t issue is how costs are to be calculated, and not the rules regarding
how the money should be distributed. Finally, the purpose of the analysis in
this chapter is to identify SOQ costs by division. In departing from the single
per-pupil approach where appropriate, it is possible to recognize some of the
legitimate unique costs localities incur.

FRAMEWORK FOR EXAMINING REFINEMENTS TO
SINGLE PER-PUPIL APPROACH
The key concept with respect t o deciding conceptually whether a
cost factor merits adjustment is "local choice or control." When a locality's
high c d s are due to factors reflecting its choice, or unaer its control, then
adjustment to recognize those costs does not tend t o promote equity.
For example, some local choices can lead t o unusually high costs. A
locality may choose to provide substantially higher educational service levels
than are required by the SOQ. A locality may also decide t o preserve a
favorite neighborhood school a t high costs, even though its consolidation with a
nearby school would achieve significant savings. In these cases, t h e localities
are deciding to incur higher costs by their own choice. The resulting costs are
not the necessary costs for providing the SOQ, and the selective recognition of
them based on local decisions does not promote pupil equity.
On the other hand, there are factors that, a t least conceptually, may
lead t o unusually high costs and may be beyond local control. For example, the
bus fleet in a large, rural locality may have to travel an unusually large number
of miles t o pick up a few pupils. This situation can result in high per-pupil
costs. To the extent that higher costs are due t o the sparsity of students in the
locality, over which the school division has no control, the higher costs are not
a matter of local choice and may merit adjustment.
However, the extent t o which some cost factors are "beyond local
control" is debatable. Also, data are not always available t o test all hypotheses
as t o which factors are beyond local control. Within the limits of these two
constraints, as well as within the constraints of the study time frame, JLARC
staff assessed the need for cost refinements based on factors largely beyond
local control.
As a result of this analysis, three areas were identified where cost
refinements should be given serious consideration:
differences in the impact of SOQ staffing requirements on
instructor-to-pupil ratios,
differences in salary levels necessary t o compete in different
regional labor markets,
costs due t o differences in
geographic area and the number of pupils transported.

o differences in pupil transportation

INSTRUCTIONAL STAFFING ANALYSIS
Instructional positions include those p e r s o ~ e lwho work in the
schools and are involved in the process of instructing pupils. The Standards of
Quality include a number of quantified standards defining minimum staffiig
levels for instructional personnel.

In JLARC staff's analysis for SOQ Part I and Part 11, instmctional
positions are considered t o include principals, assistant principals, teachers,
Librarians, guidance counselors, and instructional aides. Traditionally, the
Department of Education has d e f i e d instructional personnel slightly
differently, excluding instructional aides and including instructional supervisors
and visiting teachers. However, instructional supervisors and visiting
Machers are neither school-based nor routinely involved in the instruction of
pupits, while instructional aides are both and meet the definition.
As mentioned in the previous chapter, JLARC staff performed a
comprehensive analysis of SOQ instructional staffing requirements by division
in the f i t phase of the study. One key finding of this analysis was that there
were substantial differences between divisions in the overall impact of the
same set of standards. Data on the variation were provided for informational
purposes in the JLARC SOQ Part I report, but were not used in the cost
calculations. This was because the Appropriation Act required all localities t o
have 51 basic positions per 1,000 pupils, and 57 positions per 1,000 pupils for
basic, specid, and vocational education.
However, localities must meet all SOQ instructional personnel
requirements. As mandates, the SOQ are beyond individual locality control.
Therefore, the fact that the standards have differing impacts on the instructors
required in localities needs t o be considered as a pupil equity issue.
This issue was identified by some superintendents, especially from
small school divisions, a t the SOQ funding workshops. For example, the
superintendent of Highland County said:
Numbers required t o operate efficiently are largely
uncontrollable in a small school division. Class sizes are
often dictated by the number of students available in a
single grade; not by provision for optimum sizes....
The Governor's Commission on Excellence in Education also
recognized this issue, writing in its report:
Replacing the statewide average of 59.5 teachers per
1,000 students with the number actually required for each
division t o meet the standards may improve the equity of
the distribution of funds.
To examine the pupil equity issue of variations between school
divisions in total SOQ instructional personnel required, JLARC staff updated
and refined its SOQ Part I analysis of the number of instructional personnel
required by the SOQ in the various divisions. The standards summarized in
Exhibit 1 were applied t o fall enrollment and other pupil count data for the
1986-87 school year for each of the schools in Viginia. Depending on the
appropriate level for each particular standard, a division-level, school-level, or
grade-level analysis was performed. The standards were applied in a
cumulative fashion, so that where there was overlap in the standards, the
standard with the higher staffing requirement was recognized. Using this
approach, the minimum number of positions effectively required by all the
standards could be identified.

EXHIBIT 1

.

SUMMARY OF EXISTING STANDARDS
APPLIED TO CALCULATE REQUIRED STAFFING

.,,i

Schools are t o offer a minimum of 3 hours of kindergarten [from the
Standards of Accreditationl.
K-3 classes are not t o exceed 30 pupils, and if kindergarten classes
exceed 25, an instructional aide must be assigned [from the codified
SOQI.
Classes for grades 4-7 in elementary schools are not t o exceed 35
[Standards of Accreditation].
The ratio of pupils t o teaching positions in grades K-6 is not t o
exceed 25 to 1division-wide [codified SOQI.
Middle and secondary schools are not t o exceed an overall ratio of 25
pupils per teacher [Standards of Accreditation].
Minimum staffing for principals, assistant principals, Librarians, and
guidance counselors are specified according t o school size [Standards
of Accreditation].
Handicapped students shall be provided a program of appropriate
instruction acceptable to the Board of Education [codified
SOQI.
Class size standards for providing the appropriate instruction range
from 6 t o 18, depending on the handicap, or 8 t o 14 for classes taught
with the help of an instructional aide.
Vocational education programs are t o be offered [codified SOQI.
Maximum class size standads are set by the Vocational Education
Management System (VEMS).
Additional instructional positions must be provided t o meet the
remedial needs of low-achieving pupils [codified SOQ].
Each school division shall offer differentiated instructional
opportunities for identified gifted and talented students i c s i e d
SOQI. The Appropriation Act funds 1 instructional position for each
1,000 pupils in ADM.

-

Staffing and Costs of the Proposed Standards. Cost data in the
previous chapter are based on the existing SOQ. However, the Standards of
Quality and Standards of Accreditation will be revised for the next biennium,
and there are some new proposals with potential cost impact. The proposed
standards of the Board of Education would be effective July 1, 1988, subject to
the action of the General Assembly.

2

The three new proposals with SOQ cost impacts are:
Elementary guidance: For the f i t time, elementary guidance
counseling would be required in FY 1990, at 1 position per 500 pupils.
Maximum division-wide ratio of 24 students per teacher in grade I:

Current standards permit up to a maximum of 30, but a school division's overall pupil to teacher ratio for grades K-6 is not to exceed
25 to 1.
Maximum division-wide ratio of 24 students per English class, grades

6-12: Current standards simply require that middle and secondary
schools have overall pupil to teacher ratios that do not exceed 25 to
1.
Based on an analysis of DOE fall membership data, it is-estimated
that the new standards would require 1,016 elementary guidance counselors in
FY 1990; 33 additional f i t grade teachers in FY 1989 and 34 in FY 1990; and
154 additional secondary English teachers in FY 1989 and 155 in FY 1990. The
first grade pupil-teacher ratio standard does not have a major impact because
the current 25-to-1 division-wide standard for grades K-6 requires most
divisions to have sufficient elementary teachers to provide for this f i t grade
requirement. The State and local cost for salaries and fringe benefits
associated with additional positions required to meet the new standards in the
next biennium is estimated to be between $13.5 million and $14.3 million,
assuming a 5.8 percent salary increase. The range in this cost estimate is
based on whether or not the cost of competing is recognized. In divisions which
require fewer than 57 positions per 1,000 to meet other SOQ standards, it is
assumed in this cost analysis that the positions and costs of these standards can
be subsumed into the 57 positions per 1,000 currently recognized.
JLARC analysis indicates that seven divisions require more than 51
positions per 1,000 ADM to meet basic instructional program needs, and that a
majority of divisions would require more than 57 positions per 1,000 ADM for
basic, special, and vocational education if the new Board of Education
standards are adopted.
Tbree points should be made about the results of this analysis. First,
as can be seen in Table 5, the divisions that require more than 57 positions tend
to be small school divisions, although there are also some larger urban divisions
with concentrations of pupils having special instructional needs.
Second, these results on SOQ required positions are for basic,
special, and vocational education only. JLARC staff analysis indicates that to
also meet gifted and talented and remedial requirements, 120 of the 140
localities need to provide more than 60 positions per 1,000 (see Appendix A).
The costs of gifted and talented and remedial positions are also included in the
JLARC staff calculations of SOQ costs.

Table 5

i

LOCALITIES REQUIRED TO PROVIDE
MORE THAN 57 POSITIONS PER 1,000 FOR
BASIC, SPECIAL, AND VOCATIONAL EDUCATION*

Locality
Campbell
GreensviUe
Emporia
Botetourt
Alleghany Highlands
Clifton Forge
Patrick
Salem
Roanoke County
Buckingham
Richmond County
Buena Vista
Sussex
Appomattox
Surry
Richmond City
Wise
Norfolk
Fredericksburg
Montgomery
Hopewell
Shenandoah
Amherst
Northumberland
Colonial Heights
Westmoreland
Culpeper
Dinwiddie
Giles
Colonial Beach
Roanoke City
Mecktenburg
Nelson
Rockbridge
Lexington
Augusta
New Kent

Positions
Per 1,000

57.1
57.1
57.1

Locality
Bmwick
Craig
Middlesex
Albemarle
Southampton
Clarke
CharlottesviUe
Accomac
West Point
Alexandria
Bristol
Arlington
Amelia
Louisa
Lee
Falls Church
Wythe
Radford
King & Queen
Mathews
Covington
Scott
Floyd
Charles City
Goochland
Essex
Fries
Grayson
Galax
Greene
Rappahamock
Manassas Park
Carpoll
Bath
Bland
Highland
Cape Charles

Positions
Per 1,000

59.2
59.4
59.5
59.5
59.5
59.5
59.5
59.6
59.6
59.7
59.9
59.9
60.1
60.1
60.3
60.4
60.6
61.6
61.9
62.0
62.4
62.5
62.5
63.1
63.2
63.6
64.9
64.9
64.9
65.0
65.2
65.8
66.0

*Includes Board of Education standards with new requirements for first grade,
secondary English, and elementary guidance. The analysis is based on 1986-87
enrollment data. ADM data used t o standardize positions is weighted 51/57
adjusted, 6/57 unadjusted.

Finally, the analysis is based on the actual configurations of school
divisions and schools. it was not within the study scope to examine the
appropriateness of local choices about how schools should be organized or
operated. However, recognition of costs above 57 positions per 1,000 promotes
equity best if the need for the staffing is due to factors beyond local control
.and not factors within local control. The two localities with the highest
< t a r n g ratios illustrate the point. The locality with the highest ratio is a town
with a small enrollment where high staffing levels are required because of a
local choice to exist as a separate school division (this division is currently
consolidating). The locality with the second highest ratio, Highland County, is
a geographically isolated, mountainous school division with only one elementary
and one secondary school. This locality's high staffing needs in order to meet
the SOQ are beyond local control.
For this report, cost options are developed using 57 positions per
1,000 as a floor for basic, special, and vocational education, because that
figure has been used in Appropriation Act requirements referenced by the
SOQ. In addition, however, pupil equity is promoted by recognizing needs for
positions above 57 per 1,000 that are beyond local control. Therefore, the cost
options also recognize SOQ positions above 57 per 1,000. The total State and
local cost of recognizing the SOQ positions above 57 per 1.000 would be $47.2
million for the 1988-90 biennium.
ANALYSIS OF THE COSTS OF COMPETING FOR PERSONNEL
There is significant variation in the salary levels offered by school
divisions in the Commonwealth. The current State approach to SOQ funding
recognizes the same salary levels throughout the State. The State's funding
practice does not penalize school divisions that offer lower salaries than
statewide prevailing levels, a circumstance that in some cases may be due t o
limited local abilities to raise revenue. In this respect, the current funding
practice promotes equity.
However, a potential concern is that some divisions may have to pay
salaries significantly above the statewide prevailing level because of a factor
the local or regional wage market.
that is largely out of local control

--

The price that school divisions must offer to compete for personnel
in the regional labor market can have an impact on division salary costs. To
some extent, the salaries which are offered to instructional personnel may not
be subject to "local choice." In some labor markets, for example, workers have
a large number of alternative occupations which pay relatively high wages. In
other labor markets, there may be few employment opportunities offering high
wages. School divisions in the former situation may be forced to pay higher
wages to compete successfully against other potential employers in the region.
The SOQ were revised in 1986 to include this statement: "The
General Assembly finds that the quality of education is dependent on the
quality of classroom teachers, and that the availability of high quality
classroom teachers is related to the salaries offered such personnel." A
number of workshop participants, especially from Northern Virginia but also

from some other areas of the State, raised the issue of higher costs of
competing for personnel as a factor that affects their salaries. The Governor's
Commission on Excellence in Education said in its report, "The most important
consideration for teachers' pay is that it be competitive in the marketplace."
To examine the issue of differences in local or regional markets,
JLARC~,staff examined average weekly wage data from the Virginia
Employment Commission (VEC). These data show the average weekly wages
per worker in the localities, based on employment and payroll information
reported by employers on the VEC's Employer's Quarterly Contribution
Report. The report covers 98 percent of all employees because it is mandatory
for "covered employers" (employers of those workers who are covered by
unemployment insurance). Also, it is audited by the federal government. This
report contains information on the number employed, total wages, taxable
wages, and employer contributions for each locality. For each locality, an
average weekly wage per worker can be computed.
Average weekly data was aggregated to the Planning District
Commission (PDC) level (there are 22 PDCs) as one way of identifying regional
labor markets. Analysis of the data across several quarters consistently
indicates that there is a significant discontinuity in the data between the
Northern Virginia planning district and the planning district with the next
highest wage level. This is by far the largest discontinuity in the data
distribution. Figure 2 shows a plot of mean PDC average weekly wages for the
period from the second quarter of 1985 through the f i t quarter of 1986. The
Northern Virginia planning district (which includes Arlington, Fairfax, Loudoun,
Prince William, Alexandria, Fairfax City, Falls Church, Manassas, and
Manassas Park) has an average weekly wage which is 17.56 percent greater
than the next highest planning district (Richmond City and surrounding areas).
The Richmond district was only 3.68 percent higher than the next district.
The data base used in this approach has some limitations. An
analysis that would specifically compare professions that are directly
competitive with the types of positions available in school divisions would be
better. That analysis could even be further refined by trying to control for
different variables, such as years of experience, education background, and
other factors. However, such an analysis would be extremely complex and
cannot be handled as part of a broad distribution study.
Nonetheless, the average weekly wage data base strongly suggests a
major difference in the Northern Virginia regional wage market. This finding is
consistent with the findings from the Department of Personnel and Training
(DPT) salary surveys, which have been used by the State to establish a wage
differential for State employees in Northern Vir-ia.
DPT salary survey data
are used to calculate step differences between the salary ranges for Northern
Virginia employees and the salary ranges for the rest of the State. To develop
an adjustment approximating State salary practices, the step differences
defined by DPT for different job classes were converted into percent
increases. A prevailing percent difference was calculated across all the job
classes. This percentage was 12.53.
Thus, one possible adjustment would be to recognize salary levels in
the Northern Virginia PDC that are 12.53 percent above the statewide linear
weighted average. DPT may be able t o refine the analysis by providing

.
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separate salary adjustments for types of positions, based on their salary survey
data. The total Cost of a 12.53 percent adjustment across all positions,
however, would be $129.7 million during the 1988-90 biennium, of which
approximately $52.1 million would be State cost.

..In general, the use of a cost-of-competing index does not bring
salary re6ognition t o actual salary levels offered by the school divisions in the
Northern Virginia planning district. The difference may be attributed t o local
choice or aspiration. For example, Table 6 shows a comparison of FY 1986
Arlington and Fairfax County average teacher salaries and the linear weighted
average for FY 1986 multiplied times 1.1253. Arlington and Fairfax actual
salaries are still significantly higher than those recognized with a 12.53 percent
adjustment.

Table 6
ARLINGTON AND FAIRFAX COUNTY TEACHER SALARIES
COMPARED TO PREVAILING SALARIES WITH ADJUSTMENTS
FOR COST OF COMPETING
Actual
s&!?Ei

Linear Weighted Average
Times 1.1253 Adjustment

(elementary)
Arlington
Fairfax County (elementary)

$27,512
$28,791

$19,687 x 1.1253 = $22,154
$19,687 x 1.1253 = $22,154

Arlington
(secondary)
Fairfax County (secondary)

$35,893
$30,547

$21,073 x 1.1253 = $23,713
$21,073 x 1.1253 = $23,713

-

Source: JLARC analysis of FY 1986 Annual School Report data.

PUPIL TRANSPORTATION
A substantial portion of pupil transportatio-n costs are funded under
basic aid. In FY 1986, for example, the linear weighted av-e
applied across
a l l localities calculates costs of $138,266,224.
Pupil transportation
categoricals provided fundiig of only $32,962,556 in that year. Under the
current system, the categorical funding is subtracted off the top from
calculated costs, cand the remainder is divicied into State and local shares under
the basic aid formula.
Costs covered by the basic aid formula are translated into a single
statewide per-pupil amount. But transportation cost data indicate that a single
value per ADM cannot be used t o represent satisfactorily the pupil
t r q w r t a t i o n costs of localities. Transportation costs vary considerably, and
there are factors that are largely beyond local control or choice that would
appear t o affect a t least some of that variation.

JLARC staff examined factors largely beyond local control to see
whether they were associated with variation in per-pupil costs. The
transportation costs of "regular" pupils (those riding regular DOE-approved
school buses), exclusive schedule pupils (handicapped pupils requiring a separate
form of transportation service on exclusive schedule buses), and special
m g e m e n t pupils (those handicapped pupils requiring transportation services
&her than those provided by exclusive schedule buses) were kept separate in
the analysis because the costs for the different types of pupils are very
different.

Analysis indicated that for the regular and exclusive schedule cost
data, the two most important distinguishing factors were area of the locality
(in square miles) and the scale of operation (represented by the average daily
attendance of transported pupils). Examination of the land areas of all school
divisions with pupil transportation programs indicated that the localities fall
into two main groups: those with less than 80 square miles, and those with 80
or more square miles. But examination of the number of transported pupils for
all school divisions indicated no clearly distinguishable groups based on that
factor. Therefore, localities were grouped according to where they stood in
relation to each other: lower, middle, and upper thirds. (See Appendix B for
the locality clusters used in the analysis of regular pupils).

-

For each of these two data sets, the localities were grouped
according to area size and scale of operation, and prevailing per-pupil costs
using a linear weighted average of the costs within each group were
calculated. These prevailing per-pupil costs are presented in Table 7.
On the other hand, no factors beyond local control appeared to be
associated with per-pupil costs in the special arrangement data. The prevailing
special arrangement per-pupil cost was $1,399.
The total State-recognized operating cost of pupil transportation for
each division was calculated as follows. For regular pupils, the ADA of regular
pupils transported was multiplied by the appropriate prevailing per-pupil cost
for that locality. Similar multiplications were made for exclusive schedule and
special arrangement pupils. p hen the products were summed.
Also, two additional types of cost to each locality were recognized.
The State Board of Education recommends. that approved school buses be
replaced after 12 years of service. Therefore, for each division the number of
State-recognized school buses was divided by 12, and then multiplied by the
State contract cost of a new bus.
The number of State-recognized school buses was determined in
three steps. The f i t was to determine the division-wide prevailing number of
buses per hundred pupils transported for regular and for exclusive schedule
pupils separately, for each locality cluster. Second, for each division, the
appropriate prevailing number of buses per pupil was multiplied by the
locality's corresponding number of pupils.
Third, the number of
State-recognized buses was tben defined as either this calculated number of
buses, or the actual number of approved school buses in the division if it was
lower. The State contract cost used was for a 64-passenger bus with hydraulic
brakes, and was $23,311 in FY 1988.

Table 7
PREVAILING PER-PUPIL COSTS FOR TRANSPORTATION

,
es

-

Regular Puoils:

Relative Number of Pupils Transported
Low Third
Medium Third
High Third

Area of Division
Small
Large

Exclusive Schedule Pupils:

Relative Number of Pupils Transported
Low Third
Medium Third
High Third
Area of Division
Small
Large
Source:

$1,591
$2,715

$ 908
$1,978

$ 908
$1,553

JLARC analysis of 1985-86 data from DOE pupil transportation
services.

The other additional type of cost has t o do with those divisions in
which pupils ride pubLic transit b u s p For each division, the number of pupils
riding public transportation was multiplied by the comparable prevailing
regular per-pupil cost, t o determine a cost estimate for transporting these
pupils.
For each locality, then, the total State-recognized pupil
transportation program cost is the sum of: the regular pupil operating cost; the
exclusive schedule pupil operating cost; the special arrangement pupil
operating cost; bus replacement costs; and costs of pupils riding public transit.
The JLARC staff conclusion is that adopting the proposed transportation cost
approach would recognize real differences in costs that are brought about by
two factors largely beyond local control: area, and number of transported
pupils. Therefore, pupil equity would be improved.
SOQ COSTS WITH REFINEMENTS
Table 8 shows total SOQ costs with recognition of basic, special, and
vocational positions required above 57 per 1,000; use of a cost of competing
adjustment for Northern Virginia; use of the new pupil transportation

methodologies; and inclusion of the proposed new standards for 1988-90. The
total cost for the biennium is estimated to be $6,213,388,897.
Instructional personnel costs, including fringe benefits, are
approximately 65 percent of the total cost of the standards for the biennium.
9 O Q support costs make up the remaining 35 percent. In comparison to the
estimated SOQ costs under the existing approach as shown in Table 4, this
estimate represents a $156 million increase. The increase in instructional
salaries and fringe benefits is the result of the cost of competing in Northern
Virginia and the increase in the number of instructional positions recogolzed.

Table 8
COST OF THE STANDARDS OF QUALITY
USING JLARC STAFF REVISED COST ANALYSIS
Instructional
Personnel
Basic Instruction
Basic Aides
Special Education
Special Education
Aides
Vocational Education
Gifted/Talented
Remedial Education
Instructional Fringe
Benefits
TOTAL

Biennium Total
FY 1989

Total

FY 1990

$1,355,217,481.44
3,010,427.73
116,085,921.15
10,696,007.06
51,511,718.71
26,235,974.93
30,571,941.83
359,691,386.62

386,777,294.71

746,468,681.33

$1,953,020,859.47

$2,095,040,494.89

$4,048,061,354.36

933,897,319.17

990,877,543.94

1,924,774,863.11

87,281,225.97

93,447,972.87

180,729,198.83

28,780,543.87

31,042.936.99

59,823,480.87

$1,049,959,089.01

$1,115,368,453.79

$2,165,327,542.81

SO& support
Basic Operating
support
Support Fringe
Benefits
Special Education
support
TOTAL

............................................................................
TOTAL SOQ COSTS
Source:

$3,002,979,948.49

$3,210,408,948.68

$6,213,388,897.17

JLARC analysis of Department of Education and local school division data.
a
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IV. MEASURING LOCAL ABILITY TO RAISE REVENUE
AND CALCULATING LOCAL SHARES

.

Tax equity is another high-priority goal for distributing SOQ funds to
localities in Viginia. Because not all localities have equal financial resources,
the goal of tax equity focuses on the idea that without State support, local
efforts required to pay for foundation education costs can be disproportionate.
,

The application of the tax equity concept involves providing State
aid to help compensate for disparities in ability to pay for the foundation
program. Therefore, the less a locality's ability to pay, the more State funding
it should receive. Promotion of tax equity in State funding should help ensure
that localities will not face disproportionate tax burdens to meet their local
share of SOQ costs, and should also improve the ability of poorer localities to
allocate additional local revenues to fund local education goals.
The f i t key step in addressing tax equity is to assess each locality's
ability to generate local revenue to pay for its education program. Io most
states, local school districts form special taxing districts and receive a
substantial portion of their revenue from the taxes they levy on property values
within the districts. Consequently, education funding formulas to distribute
State aid tend to rely on real estate values as a measure of the local resources
available.
Virginia's situation regarding the local financing of schools differs
substantially from most other states. Local school districts themselves have no
taxing authority. Instead, they receive revenues from local governments,
whose resources are not limited to property values.
Local governments in Virginia collect three general types of
revenue. General property tax sources include real property, merchants
capital, machinery and tools, and tangible personal property. Nonproperty tax
sources include sales and consumer utility taxes, franchise Licenses,
businesslprofessionaVoccupational licenses, fees for recordation and wiUs, fees
from admissions and amusements, restaurant taxes, cigarette taxes, and other
sources. Nontax sources include fines and forfeitures, permits/privilege
feesfregulatory Licenses, charges for services, and revenue from use of money
and property. The single predominant source of local government revenue in
Virginia is real property, which is composed of real estate and real property
from public service corporations. While reliance on real property revenues
varies substantially across localities, in aggregate real property revenues
account for less than half of all local revenues Statewide.
A variety of other revenue sources comprise the remaining
proportion of Statewide local revenues. F i 3 shows the proportion of total
statewide revenue accounted for by each source. In addition, Exhibit 2
provides some background information on the different revenue sources.

Becase there are many different revenue sources available to local
governments, a broad measure of local resources is needed. Measuring local
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Figure 3

Local Revenue Sources in Virginia
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Source: JLARC staff analysis of Auditor of Public Accounts data for FY 1986.

resources in Virginia has been an evolving process, which began with the use of
real estate measures only, and included the development of the composite
index and revenue capacity (which are both multi-component measures) in
more recent years. From 1946 until the early 1970s. the formula used t o
measure local wealth (and t o distribute state education funds) relied solely on
the t m e value of real estate for each locality. When this component was solely
used in a formula, the real estate tax represented a larger proportion of locally
raised revenue.
Major changes in the interim included the adoption of local option
sales taxes and the urbanization of many localities, which subsequently led t o
the expansion of many nonproperty-tax sources of revenue. By FY 1970, only
50 percent of locally raised revenue came from the real property tax, 10
percent from sales tax, and 40 percent from all other property and nonproperty
taxes as well as miscellaneous revenue sources.

Exhibit 2
LOCAL REVENUE SOURCES
Real estate propertv taxes are levied on land from urban and suburban family
residences, multi-family residences, commercial and industrial properties, and
agricultural properties, as well as on buildings and improvements t o these
properties.
(PSC) real property taxes are levied on land,
Public service eo*ration
buildings, machinery, water lines, stock in inventory, and other physical assets
of utility companies (e.g., railroads, telephone and telegraph, water, heat,
light, power, and pipeline companies).

Tanable personal DroDerty taxes are levied on commercial and residential
property which may be seen, weighed, measured, or touched, such as motor
vehicles and office equipment.

PSC tannible w m n a l property taxes are levied on automobiies and trucks.
The tax is equal to the rate levied on residential and commercial tangible
personal property.

-

A machinerv and tools tax is levied on the value of a l l machinery and tools
owned by a manufacturer as of January 1of each year. The rate is set by each
locality and limited to the rate established for other tangible personat property.

A business, ~rofessional,and occupational license (BPOL) fee may be imposed
on retailers, professionals, and repair services, in lieu of a merchants' capital
tax.

A merchants' capital tax is imposed by all counties (no cities may levy this

tax). Localities may use this tax or BPOL, but not both, for any single
classification of merchant.
A local o ~ t i o nsales tax of one percent is levied by all localities in Virginia. It
is added to the State 3.5 percent sales tax.
A consumer utilitv tax is a percentage of utility charges (e.g., telephone or
electricity).
A motor vehicle license fee is levied by most localities, and ranges between
$1.00 and $25.00. In most cases, a separate fee is Levied for vehicles under and
over two tons.
Other taxes include taxes on utility licenses, bank franchises (stock), deeds and
wills, transient occupancy, meals, admissions, cigarettes, coal road improvements, and coal severances.
Non-tax revenue sources include permits, privilege fees, regulatory licenses,
fines and forfeitures, charges for services (e.g.. sanitation), revenue from use
of money and property, and others.
Some:

JLARC staff analysis of Auditor of Public Accounts and Department
of Taxation V&inia tax information.

It was evident to commissions studying State education funding
around that time (the 1968-69 McMath Commission, and the 1972-1973 Task
Force on Financing the SOQ) that real property could not accurately represent
all locally raised revenues. Because most local tax bases are a mixture of
several different sources, a multi-component formula to measure ability t o
raise revenue was needed.
P

THE COMPOSITE INDEX
The composite index, developed for the Governor's 1972-1973 Task
Force on Financing the SOQ, recognizes that property is not the only source of
local revenue. The index is currently used in the basic school aid formula to
determine for each locality the proportion of SOQ basic operating costs to be
funded locally and by the State. The formula distributes State education funds
by requiring the State to pay a greater percentage of the education bill in
relatively poor localities. A higher index indicates greater local capacity and a
higher local share; a lower index indicates less local capacity and a lower local
share.
The composite index is illustrated in Figure 4. I t compares the "size*
of each locality's tax base (relative to its population and its ADM) with the
collective statewide "size" of local tax bases (relative to statewide population
and ADM).

In the calculation of the composite index, as shown in Figure 4, the
true value of real property is weighted 50 percent, the level of personal income
is weighted 40 percent, and taxable retail sales are weighted 10 percent. The
weights were originally based on the proportion of revenue derived from each
major tax source in 1970. In addition, the composite index is standardized by
both ADM and population weighted 213 and 113, respectively. Population was
included in the standardization to provide some assistance to the State's major
urban centers.
While the composite index represents an important advance in
measuring local revenue bases, the application of statewide weights (50/40/10)
to determine the importance of different revenue sources for each locality is a
major Limitation. That is, the index does not adjust for local variation in the
importance of the tax bases. Although the factors used in the measure are
reasonable components of local ability to pay, the importance of each revenue
source can vary widely by locality. For instance, in FY 1986, real pmperty
accounted for 14 percent of Wise County's revenue and 82 percent of Surry
County's revenue. Also, counties are far more reliant on real property taxes
than are cities; real property revenue accounts for 49 percent and 39 percent
for counties and cities, respectively. This difference reflects a more
diversified tax base and greater taxing powers for cities.
In addition, the 50/40/10 weights have not been updated to reflect
changing local revenue bases. This weighting scheme reflected aggregate local
dependence on the three sources of revenue in FY 1970, but over time, local
dependence has shifted. The JLARC report State Mandates on Local
Governments and Local Financial Resources found that in 1982 real property

Figure 4
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taxes had declined to 47 percent of local revenues. By FY 1986, real property
represented only 45 percent of total local revenue, the local-option sales tax
represented nine percent, and revenue from other local sources increased to 46
percent. Thus, the largest component is now revenue from other sources -- 46
percent of total revenue. If these shifts continue to occur, the accuracy of the
composite index will further dimin&, creating the potential for significant
"tortion
in localities where the composition of the tax base differs
s.gnificantly from the statewide weights.
REVENUE CAPACITY
Revenue capacity is a more refined measure of local fiscal capacity
than the composite index. The revenue capacity measure is based on the
"average tax rate" approach of the U.S. Advisory Commission on
Intergovernmental Relations. The Tayloe Murphy Institute and the Institute of
Government a t the University of Vvginia adapted this measure for use in
Virginia. Since its inception, it has been further revised and updated in the
1980s by JLARC and the Commission on Local Government.
The measure computes the potential revenues that the localities can
raise or produce if they impose or levy statewide average tax rates for each of
the major tax instruments. That is, the major tax bases in a locality are
multiplied times the average Statewide tax rate for those tax bases:
Local Tax Base X Statewide Average Rate

r

Potential Revenue Yielded

The sum of revenues yielded across the different tax bases is the
revenue capacity of the locality, given the use of average tax rates. Figure 5
illustrates the revenue capacity calculation. The use of statewide average tax
rates is beneficial because it provides a uniform expectation of local ability to
tap revenue from revenue sources, and provides a direct method of summing
the different tax bases of a locality on a comparable basis.
Comparison of Composite Index and Revenue Capacity Measures
The composite index and the revenue capacity measures are similar
in certain respects. Both measures recognize that real property is not the only
source of locally raised revenue, even though it is the single most important
source. Both are used to measure the capacity of several local revenue sources
or measure local abilities to raise revenue to support public services. Both
address the true value of real property, the local option sales tax, and the need
to proxy "other" local revenue sources. And both focus solely on local
revenues, rather than including any federal funds made available to localities,
such as impact aid. (Federal regulations prohibit the use of impact aid in
Virginia's education formula.) Revenue capacity as traditionally calculated,
however, offers several improvements over the current composite index.
Capturing the Local Importance of Tax Bases. In the revenue
capacity measure, the weights vary across localities and depend on the relative

Figure 5
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Source: JLARC graphsc of Commission on Local Government data.

size of the tax bases in each,locality (assuming average tax rates). But under
the composite index, the weights do not vary across localities, since the three
tax base components used in this calculation are each weighted .by the
statewide average reliance of localities on these sources. Under the composite
index, a locality with a high level of revenue-producing capability from a tax
source given a low weight by the statewide average would not have this
capability fully captured.
Utilizing More Precise Proxies than Income to Represent Certain
Revenue Sources. In the composite index, total local income is used as a proxy
for all revenue sources other than real property and taxable sales. This proxy
constitutes 40 percent of the measure. In the revenue capacity measure, on
the other hand, the importance of the income proxy has been reduced to about
31 percent. Both tangible personal property revenue and motor vehicle license
revenue are measured as separate components, with the use of better proxies.
The proxy used for both of these wmponents is the number of registered motor
vehicles.

Estimating Absolute as Well as Relative Ability to Raise Revenue.

While the composite index measures tax bases, revenue capacity measures the
revenues that may be derived from tax bases. Thus, revenue capacity can be
used to not only indicate relative ahiity to raise revenue, but afso to indicate
revenues in dollars that localities can raise if average tax rates are applied.
Alttpugh the composite index indicates relative ahiLity to raise revenue in ratio
form, it does not provide a dollar estimate of local tax revenues available for
any locality.
Overall Assessment of Revenue Capacity and Composite Index
Overall, the composite index is a "prototype" attempt to reduce
reliance on real estate as a sole measure of local wealth, and to account for
the diversity in local revenue resources. However, the weights used in the
composite index are not representative of the wide variations in local
dependence on each major revenue source. Although 50 percent is the
statewide weight for real property, between 14 and 82 percent of local revenue
is actually derived from this source. On the other hand, revenue capacity is
sensitive to variations by locality in the importance of different tax bases. The
"weights" for different revenue sources vary by locality, and depend on the
relative size of the tax bases as measured a t average tax rates.
Calculating Local Shares Using Revenue Capacity
The revenue capacity measure can be used to calculate a local share
for equalized SOQ funds, in a manner similar to that used for computing the
composite index. The f i t step is to calculate the local revenue ratio, which is
defined as:
Local Revenue Capaclty
Standardizing Unit
Statewide Revenue capailty
Standardizing Unlt
The "standacdizing unit" could be either population or ADM. A locality with a
ratio greater than 1.0 can raise more revenues per unit than the State average.
A ratio less than 1.0 means less revenues can be raised per unit.
Like the composite index, the local revenue capacity ratio can
reflect both population and ADM simultaneously:

Local
Revenue

Capacity
Ratio

= "3

Local Revenue Capacity

Local Revenue Capacity

Local Population
Statewide Revenue Capacity
Satewlde Population

Satewlde ADM

The weights of 113 for the population component and 2/3 for the ADM
component that are used in the composite index are retained in this
illustration, although they could vary from 100 percent use of t h e population
component t o 100 percent use of the ADM component. The JLARC staff
analysis indicated that ADM should be given greater weight than population t o
achieve tax equity.
The second step is t o recognize the statewide split of program
funding between the State and localities. For example, basic aid is currently
funded based on a 50-50 split between the State and localities collectively.
Some individual localities have local shares above 50 percent, while others have
ohares below, but statewide the aggregate local share comes t o approximately
a 50-50 split.
The final step is t o calculate the local share for each locality, which
is called the "local revenue index" whee this method is used. The local share of
a given locality is calculated by multiplying the aggregate local share of
program funding times the local revenue capacity ratio:
Local Revenue
Capacity Ratio

Total Local Share

or Program Funding

--

Local Share

-

A locality with a higher per-unit revenue capacity than the statewide average
has a higher SOQ local revenue capacity ratio, and therefore a higher local
share. A locality with a lower per-unit revenue capacity than the statewide
average has a lower SOQ local revenue capacity ratio, and therefore a lower
local share.
EQUALIZED EFFORT
Another approach t o determining State and local shares that builds
on the revenue capacity concept is called equalized effort. This section f i t
discusses how local SOQ "effort" is defined, and then discusses how the
equalized effort concept works.
Measuring Local Effort t o Pay Local Share of SOQ
Different distribution options can be evaluated for tax equity by
examining the effort localities must put forward t o meet local cost
responsibilities. That is, in order t o assess various distribution options in terms
of tax equity, it is necessary t o have a measure of the effort each locality is
required t o devote t o its share of the SOQ. Operationally, local effort is the
locality's required local expenditures for the SOQ in a given year, divided by its
revenue capacity measure:
SOQ Effort =

Local Share of S0.Q Costs In Dollars
Local Revenue Capacity in Dollars

This measure of local effort may be regarded as a local "tax rate for
the SOQ." For instance, if the ratio of required local expenditures to revenue
capacity for a sample locality is 0.3, this ratio means that the locality must
levy 30 percent of the statewide average tax rate, on all tax bases, in order to
pay-for its required local share of the SOQ program. If, through a distribution
for-ula, the effort ratios for all localities are equal, then all localities are
effectively required to levy the same tax rate to pay for their share of the
State mandated SOQ. That "same" tax rate is some percentage of the
statewide average tax rates used in computing revenue capacity.
"Perfect" tax equity, if the definition of tax equity is taken to its
fullest extent, is achieved when a funsystem distributes funds so that
effort is the same for all localities. In such a case, the standard deviation of
observations from the mean is zero. The standard deviation is a statistical
measure of the spread, or dispersion, of data points around the mean. Data
concentrated tightly around the mean will have a small standard deviation.
Distributions which have observations spread out in long "tails" will have a
large standard deviation. Therefore, the more equitable the distribution
system, the tighter the distribution of local effort around the mean, and the
smaller the standard deviation. If there is a large variation in effort; then the
funding mechanism is doing a poor job of offsetting differences in ability-to pay
for education services.
The calculation of SOQ effort enables us to see the relative
proportion of a locality's revenue capacity that will be consumed to meet local
SOQ costs under different distribution options. For each distribution option,
SOQ effort percentages can be compared across localities, and therefore, the
amount of SOQ costs for a foundation program to be funded by the State and
localities (in aggregate) can be determined as well. Changes to the current
distribution system can be assessed for their impact by comparing the resulting
variance in effort with that of the current system.

assess in^: Equatized Effort
Under an "equalized effort" approach, each locality is expected to
contribute the same proportion of revenues from its tax base to pay for a given
program. Prior to the work of the 1972-73 SOQ Task Force, Virginia used a
variation of equalized effort for its major equalized'account, the "Minimum
Education Program" fund (MEP). Each locality was expected t o contribute the
yield from a 60 cent per hundred true tax rate applied to full values of real
property in a base year. State MEP funding was then distributed to meet the
difference between what the locality raised by applying this tax rate (plus what
it received from other funding sources) and the calculated total cost of the
minimum program.

In its f i t report, the 1972-73 Task Force on Financing the SOQ also
recommended an equal minimum effort approach, suggesting a required 80 t o
85 cent true tax rate. A concern of the Task Force, as well as of earlier
commissions studying Virginia's funding formula, was the exclusive use of real
property as the measme of local ability. As a result, for the second task force

report, equal minimum effort from the real property tax base was replaced as a
concept by the composite index currently in use.
However, Virginia would no longer be limited to the use of a real
property measure if the equalized effort concept were applied. Required
effo$,eould be defied as a proportion of revenue capacity.
Under this approach, the State would decide the level of effort that
would be expected from localities in support of SOQ costs. To implement this
approach, the State could determine the aggregate portion of statewide SOQ
costs that localities should pay. Required effort for localities would be
calculated by CBking the required aggregate local expenditure (total SOQ costs
for the program times the required aggregate local share) and dividing it by the
total statewide revenue capacity of all localities:

Required
Effort

--

Total SOQ
Required
Costs
Local Share
Total Statewide
Revenue Capacity

For example, the calculation of required local effort could produce a result of
0.25. This required local effort would be applied as a constant figure to each
locality in the State, meaning that each locality would be required to pay 25
percent of its revenue capacity to meet' its SOQ program costs. The State
would fund the difference between what the locality could raise a t the
specified level of effort and its SOQ program cost.
There are various factors to consider about the equalized effort
approach for determining local SOQ contributions. First, under this approach,
more State aid would go to poorer localities because a t a given effort, poorer
localities can raise less money than can wealthier localities. Variations on the
equalized effort approach are common in states with foundation education cost
systems. A situation other states have encountered i s that some of the
wealthiest localities a t the required effort level can pay for the entire costs of
their foundation programs. Consequently, equalized effort can have a strong
impact in compensating for local disparities in abiity to pay; but few states
have found it acceptable to provide no state aid to localities able to raise the
foundation cost from the required effort. Therefore, they tend to implement
state aid funding floors or local share ceilings.
REMAINING S U E S FOR MEASURING LOCAL ABILITY TO RAISE REVENUE
There are additional issues that apply t o the use of the composite
index or revenue capacity: (1) the choice of an income measure for use in the
calculations, (2) the use of an income adjustment when calculating local shares,
and (3) the recognition of land-use taxation practices in the calculation.

Adjusted Gross Income (AGI) versus Personal Income (PI)
A respect in which the composite index and revenue capacity differ
is the income data used in the income proxy. The composite index has
traditionally used personal income (PI); revenue capacity has traditionaUy used
adjusted grass income 1AGIf. Each income measure has some limitations.

i

Limitations of Personal Income. Problems have been identified in
the past with Bureau of Economic Analysis (BEA) personal income estimates.
Problems arise because of reporting difficulties involving zip codes, place of
residence, and census data. Also, BEA will not provide personal income
estimates for 1985 until April 1988. in addition, the Office of the U.S.
Secretary of Commerce has sent an official statement to the Governor of
Virginia confirming that BEA will no longer provide separate income estimates
for cities with populations less than 100,000. Therefore, estimates would be
available from BEA for only 9 of the 41 cities in Virginia. BEA has indicated
that the data necessary to determine the personal income measure could be
available for Virginia to do the analysis. The Office of the State Secretary of
Education is pursuing this possibility, but the data will not be available for the
1988-90 budget.
Limitations of AGI. AGI and PI do not measure the same exact types
of income. On the one hand, AGI includes short-term capital gains, some
long-term capital gains, and personal contributions for social k u r a n c e (for
example, social security). On the other hand, AGI excludes transfer payments,
social security payments, unemployment compensation, certain fringe benefits,
wages in-kind, tax-exempt dividends and interest, and income of persons not
required to f i e a tax return (such as students, individuals with income far
below the poverty level, and military personnel who do not claim Virginia
residency).
AGI can also be overestimated in localities near the bordering states
of North Carolina and Tennessee. Residents of these states who are employed
in Virginia have Virginia income taxes withheld from their paychecks. Then
they are required to f i e a Virginia income tax return to obtain a refund of
these taxes. The income of these non-residents thus shows up in AGI, but
Virginia localities may not be able to tap much revenue from them.
Conclusion. The availability of personal income data for all
localities has been a source of major concern. AGI is a viable alternative,
although its disadvantage is that it excludes more types of income than
personal income. Either personal income or AGI could theoretically be used as
proxies in either the composite index or revenue capacity. However, in July
1986, the Attorney General expressed the view that a legislative directive
would be necessary to use AGI t o represent the Appropriations Act concept of
"individual income" in the basic aid formula.
Income Adjustment to Local Share Calculation
The composite index and the revenue capacity measure both attempt
to measure local government ability to pay for public programs. Both are

based on the assumption that local governments derive equal abilities t o pay
from equal tax bases. One critique of this type of approach that has been
raised in finance literature is that the ability t o raise revenue is rooted in the
income of residents, even when an income tax is not available. For example, it
can be argued that localities with high-income residents can afford t o levy
higher'tax rates on property than localities with low-income residents.
An option t o recognize this argument would be t o use a relative
income measure t o adjust local shares. One method for calculating such a
relative income measure would be t o compare the median tax return for a
locality (median AGI) with the median AGI statewide t o construct an income
adjustment ratio:

Income Adjustment
Ratio

Share
Income Adjustment

=

--

Local Median AGI
State Median AGI

Income Adjustment Ratio x SOQ Local Share

Resolution of the issue of whether or not an income adjustment
should be applied mostly depends on how ability t o pay is viewed. Ability t o
pay could be viewed in terms of tax equity for local government units, where
equal revenues are to be derived from equal, separately identifiable tax bases
(this is the view implicit in the current composite index or the local revenue
index). If ability t o pay is viewed instead as taxpayer equity for residents,
where equal revenues are t o be derived from equal incomes, then income alone
could be used as a basis for calculating local shares. Jf ability t o pay is viewed
as a combination of local government (tax) equity and taxpayer equity, then the
composite index or the local revenue index with an income adjustment could be
used.
Land Use Adjustment t o Property Tax Calculations
One of the issues raised at the JLARC SOQ distribution workshops
was the question of whether the calculation of local ability t o pay should
reflect local decisions t o implement use-value taxation practices. The State
has a land use policy that gives localities the option of assessing certain .parcels
of land (such as agricultural property) at a lower use value rather than the fair
market value. Localities which implement a land use program argue that
because they cannot reap the full tax benefits of specially assessed lands, State
funding formulas should "discount" their value.
The recognition of land w e in the funding formula is a policy choice.
JLARC staff sent a land use survey t o localities implementing a land use
program, t o assess the extent of these programs. Data were requested for a
particular year, so that the data obtained would be consistent with study data
for other local tax bases and revenues. Approximately 85 percent of the
surveys returned did not provide data for the correct year or contained other
data problems. In addition, follow-up calls indicate that data for the year

needed will not be obtainable in about 25 percent of the localities
implementing land use without local reviews of the land books by parcel. These
data problems have made it impossible to calculate the impact of land use
within the time frame for this report.

.
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V. CHANGES TO SOQ DISTRIBUTION
TO PROMOTE EQUITY
The preceding chapter has discussed several different approaches t o
measeing local ability to pay. The choice of a particular measure of local
ability t o pay is only one of several choices that are important in determining
how the State distribution system should work, and how the State can
compensate for diiparities in local abilities t o pay.
This chapter contains a discussion of changes that could be made t o
the SOQ distribution system t o promote equity. First, four distribution issues
which have not been covered are discussed: (1) the extent t o which measures
of local ability t o pay are used t o distribute State funds and achieve
equalization goals, (2) the identification of required local expenditures for the
S@,
(3) the allocation of special and vocational education funds, and (4) a
proposed change in the SOQ for remedial education with a distributional
impact. Second, illustrative SOQ funding options t o promote equity are
described. Flually, key approaches t o promoting equity and reducing disparity
are identified as a conclusion t o the report.
EXTENT OF EQUALIZATION

In FY 1987 and FY 1988, 53.8 percent of State direct aid was
equalized, or distributed based on local ability t o pay. Equalized fund accounts
included basic aid (the largest), the gifted and talented categorical, and
transition payments. This percentage was less than the 56.2 percent of funding
that was equalized in FY 1975, shortly after the SOQ Task Force's work, but
more than the post-Task Force low of 47.3 percent in FY 1981.
Advocates of keeping the split between equalized and unequalized
funding roughly a t 50-50 percent have maintained that this achieves a balance
in State funding. The countering point of view is that a 50-50 split maintains a
balance only in the sense that the State distributes half of its funds equitably
(to compensate for local disparities and promote equity), and the other half
inequitably. Localities with lower abilities t o pay are no more able t o support
the costs of unequalized programs than they are able t o support the programs
which have been equalized.
Review of the Equalization Issue

In its 1969 report, the Commission on the Constitutional Revision
indicated that some minimum level of State participation in education funding
is desirable in all localities, even those with the greatest a b i t y t o pay. The
reason was that matters of State concern should be accompanied by some State
financial participation.
Data about the current SOQ distribution system, however, raise a
concern that State p w f p a t i o n may be too little in localities with low abiity

to pay and too much in localities with high abiity to pay. Table 9 illustrates
the point with data from two Virginia localities, one with low and one with high
ability to pay. The locality with high abiity to pay has seven times the
revenue capacity per pupil. While State basic aid per pupil is distributed on a
basis to help compensate for this disparity, more "other" State aid is actually
distributed per pupil to the high abiity to pay locality t h m to the low.
j

A n analysis of the ten localities at the high end of ability t o pay and
ten localities a t the low end indicates a pattern consistent with that shown in
Table 9. The localities with the highest abiity to pay received more State aid
per pupil from non-basic aid accounts than was received by those with the
lowest ability to pay, and received approximately 2/3 the State aid per pupil
overall.

Table 9
DIFFERENCE IN STATE AID TO LOCALITIES
WITH HIGH AND LOW ABILITY TO PAY
Locality With
Low Ability to Pay
Revenue Capacity Per Pupil
State Basic Aid Per Pupil
"Other" State Aid Per Pupil
Total State Aid Per Pupil

Locality With
High Abiity to Pay
$11.510

$1,646
$1.116
796
$1,912

Source: JLARC analysis of 1985-86 revenue capacity data from the
Commission on Local Government, and 1985-86 State aid data from
DOE.

The magnitude of the funding to the localities with high abilities to
pay results from several current distribution decisions that benefit those
localities. With respect to basic aid, all composite indices are capped at 0.80,
meaning that regardless of abiity to pay, all localities have a t least 20 pescent
of their "after State sales tax" basic operating cost paid for.

In terms of "other" State aid, State sales tax dollam dedicated to
education are distributed based on school-age population, regardless of local
abiity to pay. Also regardless of local ability to pay, 100 percent of major
fringe benefits for SOQ personnel are paid for in all localities by the State, up
to a salary cap or the locality's actual salary, whichever is less. This approach
is to the disadvantage of localities with less ability to pay, which tend to be
reimbursed a t their lower actual salaries. (Localities with greater ability to
pay tend to have higher actual salaries and therefore more often receive full
funding to the State salary cap). Finally, major categorical grants, such as the

special and vocational education add-ons, remedial funding, and pupil
transportation are distributed based on need, regardless of local a b i i t y t o pay.

An important way in which the State can do more t o compensate for
disparity in local abiLity t o pay is by equalizing more funding. Additional
accoun$s that could be funded in part or completely on an equalized basis
includ-e vocational education, special education, remedial education, pupil
transportation, and fringe benefits.
One concern that is frequently expressed about equalizing more
funding is that the programs t o be equalized will be rolled into basic aid and
program identity will be lost. However, equalizing more funding does not mean
that accounts must be folded into basic aid. For example, under the current
system, gifted and talented funding is equalized, but it is kept separately
identifiable. If special, vocational, or remedial accounts are equalized, these
programs could also remain s q a r a t e l y identifiable.
This was a pupil equity issue as raised by JLARC SOQ workshop
participants, especially special education interest groups, who were concerned
that dollars not identified as special education funds may not be spent on
special education. This issue can easily be addressed by keeping the accounts
separately identified when they are equalized.
Addressing Potential Unintended Consequences of Greater Equalization
Two of the accounts that are potential candidates for equalization -fringe benefits and pupil transportation
are currently funded by the State at
100 percent of recognized costs. A potentially unintended consequence of
pursuing equalization in these accounts is that the aggregate State percentage
contribution t o SOQ and education funding could drop.

--

Fringe benefits are such a major cost category that the equalization
of these costs is important t o promote tax equity. An approach t o minimizing
the unintended consequences of equalizing these costs is t o make incremental
increases in the State share for a l l equalized accounts t o offset t h e decline in
the State's contribution for fringe benefits.
REQUIRED LOCAL EXPENDITURES FOR SOQ
Currently the State monitors whether localities are spending
sufficient funds t o meet their shares of SOQ costs. Under this approach,
required local expenditures are equal t o the local share of basic operating costs
(the local match f m basic aid). However, the State distributes funds based on
SOQ needs for other programs, such as special and vocational education. The
current State share of these costs is 50 percent, leaving 50 percent in local
cost that is necessary t o f d l y fund the SOQ.
JLARC analysis of FY 1986 funding indicates that if localities were
required just to match their share of basic aid, gifted and talented, and special

and vocational education funding, 1 7 localities would not have fully funded
their share of the SOQ. Required local expenditure calculations should include
the special and vocational education accounts, as well as other SOQ accounts
for which there is a local share. This will improve pupil equity by ensuring that
expenditures necessary to fully fund SOQ costs are actually made.
/

ALLOCATION OF SOQ SPECIAL AND VOCATIONAL ADD-ON FUNDS

JLARC staff cost calculations for the SOQ special and vocational
add-on accounts are specifically based on the State share of required
instructional salary costs for special and vocational education not already
included in basic aid. The calculations for the add-on accounts do not cover
support costs (such as supplies) for these programs, because those costs are also
part of basic aid. The calculations also do not cover fringe benefit costs, which
are treated as part of the fringe benefit cost accounts.
The costs and funding from these two accounts, then, are calculated
as "add-ons" to the instructional salary costs already recognized in basic
positions. For example, the SOQ require one teacher per 25 pupils a t the
secondary school level. Pupil-teacher ratios for some vocational education
classes, and for all self-contained special education classes, are less than 25 to
one. While a 25-to-one ratio is calculated for all pupils as "basic" personnel,
additional personnel are required to meet the lower ratios required for special
and vocational education.
Under current practice, the split of the six add-on positions for
special and vocational education has not been directly tied to the quantified
instructional personnel standards. Under the proposed JLARC staff approach,
position calculations, State funding levels, and division allocations from these
accounts would be based on the "add-on" positions directly required by the
SOQ. Also, the funding would be equalized.
In some cases, localities request waivers from particular special
education class requirements. The position calculations do not attempt to
anticipate these requests, and the cost estimates are not therefore reflective
of waivers. DOE could adjust State funding and required local expenditures
where approved waivers reduce required SOQ costs.

CHANGES TO THE SOQ FOR REMEDIAL EDUCATION
As discussed in Chapter III, the Board of Education has several new
proposals which will affect SOQ costs. In addition, the Board has proposed a
new remedial education standard which entails a minimal difference in total
statewide costs, but which has an impact on the distribution of funds.

The proposed new standard recognizes nine instructional positions
per 1,000 pupils who have been identif'ied as requiring remedial assistance
based on test scores. These remedial positions are recognized in a l l divisions.

This is substantially different from the previous remedial standard for
elementary pupils, which only recognized remedial needs in localities whose
proportion of pupils identified as remedial exceeded a threshold of 25 percent.
(The 1985-86 Appropriations Act reduced the funding threshold from 25 to 20
percept).
",J

Advocates of the threshold approach maintain that it is appropriate
because it concentrates remedial funding in the divisions with the greatest
concentrations of remedial need. As with other SOQ, JLARC staff did not
evaluate the adequacy of the proposed remedial standard, including the specific
issue of whether it provides sufficient resources to meet remedial needs where
they are concentrated. However, one aspect of the proposed standard clearly
promotes pupil equity: the recognition of remedial needs in all divisions.
Under the threshold approach t o remedial funding, divisions with substantial
numbers of pupils with remedial needs could still receive no recognition of
these costs because they did not meet the threshold requirement. The proposed
standard wiU ensure that all divisions have their needs for elementary
remediation taken into account.
ILLUSTRATIVE SOQ FUNDLNG OPTIONS
As part of this study, JLARC staff developed a framework for
assessing the impact of different choices. In this report, seven options are
provided to illustrate the framework and the impact of making distribution
choices (see Appendix C for option tables).
Certain factors (such as SOQ costs) were held constant across the
illustrative options to maintain comparability between options. All options
were thus based on the use of the cost refinements t o promote pupil equity and
a 5.8 percent per year instructional salary goal, leading to a biennial SOQ cost
of $6.2 billion. The measure used to equalize, and the extent of equalization,
are two types of choices highlighted by the illustrative options.
A key point about each of the options is that they are "illustrative."
Many different combinations of choices can be involved in putting together a
funding package. Seven options are provided to illustrate some of these
choices and the JLARC study framework; it was felt that adding more options
would only add to the complexity of the presentation.

The purpose of the JLARC review was to identify funding issues,
develop ideas, perform analysis, and develop a framework for illustrating the
impact of different options. The purpose was not to develop the SOQ budget
the proposed budget may be different from any of thb seven illustrative
options, based on the policy decisions of the executive branch and the General
Assembly.

--

Another key point about the data for the illustrative options is that
the data are "preliminary." As has long been the case with education cost
estimates, the data are sensitive to changes in many factors, such as ADM
projections, sales tax revenue projections, and the identification of errors for
particular localities in State agency data bases.

Overview of the Illustrative Options
All of the illustrative options use the same cost factors, to maintain
consistency across options and to recognize choices that promote pupil equity.
These cost factors are: (1)recognize 57 instructional positions per 1,000 as a
floor, and more positions if required by SOQ, (2) use a 5.8 percent instructional
m h y increase in both FY 1989 and FY 1990, (3) recognize a cost of competing
adjustment, (4) use the new pupil transportation cost method, and (5) include
the costs of the proposed Board of Education standards.

The f i t option, then, utilizes these cost assumptions, and represents
a "least change" in its distribution approach. For example, the composite index
is used; it is standardized according to population and ADM based on the
current one-third, two-thirds weights. However, adjusted gross income is
substituted for personal income, because more recent AGI data are available,
and because provision of personal income data for independent cities of less
than 100,000 is being discontinued. More accounts than just basic aid and
@ted and talented are equalized (special education, vocational education,
remedial education, and pupil transportation), but instructional fringe benefits
are not. Local shares are capped at 80 percent, a s under the current system
where no locality must pay more than 80 percent of equalized costs. No
income adjustment is used, and the sales tax is distributed based on school-age
population as it is under the current approach.
Option 2 is another option using the composite index, and it is the
same as Option 1 with two changes: (1)fringe benefits are equalized a t a State
share of 90 percent in the second year of the bienaium (FY 1990). and (2) all
other equalized accounts are equalized around a nominal 52 percent State share
instead of 50 percent, as an illustration of one approach to offsetting the
decrease in the State contribution due to the equalization of fringe benefits.
Options 3 and 4 are identical matches of Options 1 and 2, except that
the local revenue index is used instead of the composite index. Therefore,
comparisons of Option 1 with Option 3 and Option 2 with Option 4 illustrate
differences between the composite index and the local revenue index.
Option 5 illustrates the use of an income adjustment to local shares.
In this option, the income adjustment is applied to the local revenue index;
also, instructional fringe benefits are not equalized, and equalized accounts are
equalized around 50 percent. Thus, this option is the same as Option 3, except
an income adjustment is applied.
Option 6 atso parallels Options 1 and 3 (same cost assumptions, no
equalization of instructional fringe benefits, equalization around 50 percent),
except that the equalized effort index is used instead of the composite index or
the local revenue index to calculate local shares. Thus, this option can be used
to compare the difference that equalized effort requires, compared to the use
of the composite or local revenue indices.
Option 7 is the same as Option 6, except that an income adjustment
is applied to the equalized effort index.

For each of the seven options, a summary sheet of statewide results
and tables on locality results are provided in Appendix C.
Summary of Statewide Results
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The statewide results summaries, labeled "Analysis of the Standards
of Quality Costs and Apportionment to State and Local Governments," each
contain four tables on one sheet.
Table 1 indicates total State SOQ funding that is necessary under the
option, and the change that this funding level represents over both the "base
budget" and the previous biennium. For example, the column labeled "Total
Biennium Funding" indicates the total State funding level for the 1988-90
biennium necessary to pay the State share of the cost of this option. The
increase in funding that this constitutes compared to the "Base Budget" is equal
to the "Total Biennium Funding" for 1988-90 minus the FY 1988 funding level
multiplied by two. The increase in funding that "Total Biennium Funding"
constitutes compared to "Prev. Biennium" is equal to the funding required for
1988-90 under the option minus the State SOQ funding actually provided during
the 1986-88 biennium.

-

Table 2 summarizes some of the key choices or assumptions that are
used in the option, including the number of instructional positions recognized,
the salary bases, the salary increases, the cost of competing, the use of current
or new standards, the measure of ability to pay, the measure of income used as
a proxy, the accounts equalized, and the aggregate State shares applied by
account.
Table 3 shows the
costs of the SOQ that are required, without
respect to State and local shares. The data are displayed according to several
different cost categories.
Table 4 uses the total cost data from Table 3, but apportions the
costs into State and local portions. The data are displayed by State SOQ
funding categories.
Localitv Results
There are two pages for each option showing locality results. These
sheets are titled "Division Cost - Allocation Summary." For each option,
several figures are provided by locality:
Foundation Cost. The data in this column represent the total SOQ
costs, both State and local, that are calculated for the 1988-90 biennium h d e r
the particular option.
Local Share. This column shows the indices that are used to define
local shares for basic operating costs under the options. For example, an index
of 40.00 means that the locality pays 40 percent of basic operating costs, after
the State dedicated sales tax is subtracted.

Local Cost. This column shows the total local portion of the SOQ
cost for the 1988-90 biennium under the particular option. The local portion of
the cost under all options is more than just the "required local expenditure" to
match basic aid. It includes the local share of categorical costs, such as
special education.

.

State Equalized Cost. This column shows total State SOQ aid for the
1988-90 biennium to be provided to the locality from equalized accounts. In
other words, this is State funding which is distributed based on ability to pay.
2

State Non-Equalized Cost. This column shows total State SOQ for
the 1958-90 biennium to be provided to the locality from non-equalized
accounts.
State Cost Difference. The State cost difference is equal to total
State SOQ aid for the 1988-90 biennium ("State Equalized Cost" plus "State
Noo-Equalized Cost") minus the base budget for level funding (FY 1988 funding
levels multiplied times two).
Local Effort. To calculate this statistic, the "Local Costn column is
divided by two to calculate the average annual SOQ cost of the localities
during the 1988-90 biennium. This annual local SOQ cost in dollars -is then
divided by 1985-86 revenue capacity in dollars, to provide an indication of the
relative "local effort" that localities must put forth to meet their SOQ costs.
For example, a local effort figure of 25.00 means that 25 percent of the
locality's 1985-86 revenue capacity would be consumed to meet their average
annual SOQ cost for the next biennium.
The seven illustrative options can be broadly summarized as follows:
Option 1 --

Revised cost method, composite index, no change in
State share

Option 2 -- Revised cost method, composite index, 52 percent
State share in FY 1990, phased equalization of fringe
benefits in FY 1990
Option 3 --

Revised cost method, local revenue index, no change in
State share

Option 4

--

Revised cost method, local revenue index, 52 percent
State share in FY 1990, phased equalization of fringe
benefits in FY 1990

Option 5

--

Revised cost method, local revenue index with income
adjustment, no change in State share

Option 6 --

Revised cost method, equalized effort index, no change
in State share

--

Revised cost method, equalized effort index with
income adjustment, no change in State share

Option 7

CONCLUSIONS: FUTURE DIRECTIONS TO PROMOTE EQUITY

This report has focused on two goals that have the highest priority
withid'virginia's framework for the Standards of Quality: pupil and tax equity.
To promote these goals, different approaches are available.
Promoting Pupil Equity through SOQ Funding
Pupil equity has been defined as the "provision of the resources
necessary for a meaningful foundation education program for a l l pupils." The
major analysis conducted t o assess the costs of "pupil equity" has been t o assess
the costs of Virginia's SOQ. The cost calculations have followed the standards.
Several broad concepts have been discussed within this report that
could promote pupil equity through the SOQ funding system. These concepts
include:
Recognize instructional positions beyond 57 positions per 1,000 pupils
for basic, special, and vocational education, where required by the
SOQ.
Recognize an adjustment for the cost of competing in regional wage
markets beyond local control.
Recognize variations in pupil transportation based on locality land
area and number of pupils transported.
Require local expenditures t o meet the local portion of costs for a l l
SOQ programs, not just basic aid.
There are also budget implementation decisions that could impact
pupil equity. For example, JLARC staff cost calculations provide for fringe
benefits for SOQ personnel at prevailing salary levels. Many school divisions do
not actually offer prevailing salaries. The current distribution system caps
fringe benefit payments t o these localities a t their actual salary levels.
Separately identifying fringe benefit payments and capping them a t actual
of funds.
salary levels may achieve greater State control over the
However, the practice differs from SOQ salary funding (and many other parts
of SOQ funding), in which localities are given credit for prevailing salaries
whether or not they pay those salaries.

use

The justification for State funding of the prevailing salary level
regardless of whether partic*
localities provide for it is that some 1ocSities
may have their salaries constrained by a factor largely beyond local control: a
lack of local ability t o pay. The same argument could be applied t o fringe
benefits, for which it could be argued that capping payments t o these localities
does not assist them in getting t o the prevailing salary. Such a practice takes
funds away that were calculated on a prevailing basis, and therefore does not
promote pupil equity or help reduce disparity.

Promoting Tax Equity by Compensating for Local Wealth Differences

In this study, the "disparity" issue was addressed as a tax equity and
not as a pupil equity issue. One measure of disparity in educatian that is often
used is t o compare the total per pupil expenditures of the highest and lowest
spetuiiig divisions, and use this t o defiie a pupil equity issue. This type of
apprbach has some limitations.
First, there should be some expenditure variation, because different
pupils have different needs, and because some localities face some factors
beyond their control that increase costs. Second, Virginia's system seeks t o
ensure that a high-quality foundation program (the SOQ) shall be provided in
every division, not equal expenditures. S i c e all divisions are required t o meet
the SOQ, if low-spending divisions are not providing programs of sufficient
either the standards do not
quality, then a part of the process is not working
require enough, or local compliance with the SOQ a r e not adequately
monitored. DOE administrative review reports indicate that some of the
divisions among the lowest-spending in the State still meet SOQ and Standards
of Accreditation. Finally, the use of this measure as a measure of disparity
may tend t o imply too close a link between quality and expenditures.

--

Instead, disparity was addressed in this study as a tax equity issue.
The issue identified was whether the State does enough t o compensate for local
disparities in ability t o pay for the SOQ. Key choices for tax equity include the
choice of a measure of local ability t o pay, and the extent t o which that
measure of ability to pay is used in the distribution of funds.
JLP-RC staff analysis indicates that revenue capacity measures local
ability to generate revenue more accurately than the composite index. An
important limitation of the composite index is that the weights attached t o
different tax bases do not vary between localities. In all localities, the weight
attached t o real property is 50 percent, sales tax 10 percent, and income as a
proxy for "other revenue" 40 percent. Locality reliances on these sources vary
over a wide range. Under revenue capacity, the implied "weight" varies
between localities, and depends on the relative size of the tax bases in each
locality, when the local tax bases are measured using average tax rates.
Despite the limitations of the composite index, it has become a
familiar measure and may be difficult t o replace. There is another distribution
issue, however, that may be more important t o addressing tax equity concerns:
the equalization of more funds.
Additional funds that could be equalized include special, vocational,
and remedial education. There is no reason to assume that poor localities have
any more ability to pay for these programs than other programs. Other funds
that could also be equalized are pupil transportation and fringe benefits. These
two accounts are currently funded 100 percent up t o certain caps; therefore,
equalization of these accounts would require some offsetting increase in State
funds t o SOQ, if the level of State commitment is t o stay the same.

Promoting Pupil Equity by Increasing the Standards
Concerns about disparities in school division resource levels could
persist even if the funding improvements suggested in this report are
implemented. Such concerns about disparity as a pupil equity issue can best be
addreswd by advancing what the Standards of Qiiality require.
".*

The 1969 report of the Commission on the Constitutional Revision
said that with respect to the SOQ, "the language of high quality' is intended t o
convey the idea of a progressively higher statewide standard, achievable under
preseat conditions, but to be advanced as resources and circumstances
permi:."
The 1986 report of the Governor's Commission on Excellence in
Education indicated that the current SOQ "have laid important groundwork,"
hut also said that the gap between Virginia's best schools and its worst "is
simply too great."
Also, during the JLARC SOQ distribution workshop process, a
number of personnel from school divisions and education interest groups
maintained that the SOQ do not contain sufficient resource requirements.
Some participants indicated that on that basis, JLARC cost calculations should
be higher. For example, different groups argued that the personnel standards
do not provide sufficient positions, or that the extra costs of educating
economically disadvantaged pupils or providing English as a second language
are not adequately taken into account.
However, the issue of whether the SOQ are sufficient has not been a
part of this study's is scope. As an Attorney General opinion has stated,
what items shall comprise the Standards is a matter for the exercise of sound
judgement by the Board of Education, subject only t o revision by the General
Assembly." In terms of the extra costs of educating certain types of pupils.
JLARC staff calculations followed the SOQ in each case where t h e standards
identify the extra resources required by those pupils. However, there are no
quantified personnel standards in the SOQ specifically pertaining t o pupils such
as the economically disadvantaged or those speaking English as a second
language. If standards are defined that would help identify these needs, then
the JLARC staff cost approach can recognize the costs of these standards.

"...
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TOTAL REQUIRED SOQ INSTRUCTIONAL POSITIONS PER 1,000 ADM*
WITH 51 AND 57 FLOORS

Locality

Positions Per 1,000
Adjusted ADM (Basic,
Gifted and Talented)

Poquoson
Norton
Chesterfield
Y ork
Virginia Beach
Hanover
Lancaster
Prince George
Wavpesboro
Spotsylvania
Franklin County
Roanoke County
Rockingham
Madison
Tazewell
Charlotte
Campbell
Richmond County
Frederick
Lunenburg
Fluvanna
Staunton
Henrico
Dickenson
Prince W i a m
Fauquier
Prince Edward
Nottoway
Clifton Forge
Alleghany Highlands
Orange
Manassas City
Washington
Loudoun
Fairfax City
Fairfax County
Russell
isle of Wight
Danville

52.0
52.0
52.0
52.0
52.0
52.0
52.0
52.0
52.0
52.0
52.0
52.0
52.0
52.0
52.0
52.0
52.0
52.0
52.0
52.0
52.0
52.0
52.0
52.0
52.0
52.0
52.0
52.0
52.0
52.0
52.0
52.0
52.0
52.0
52.0
52.0
52.0
52.0
52.0

Positions Per 1,000
Unadjusted ADM (Special
and Vocational Education
Add-ons, Special Education
Aides, Remedial Education)

7.0
7.4
7.5
7.6
7.6
7.7
7.7
7.7
7.7
7.8
7.8
7.8
7.8
7.9
7.9
7.9
7.9
8.O
8.0
8.0
8.0
8.1
8.1
8.1
8.1
8.1
8.1
8.2
8.2
8.2
8.2
8.2
8.2
8.2
8.2
8.2
8.3
8.3
8.3

-

.

Total**

59.0
59.4
59.5
59.6
59.6
59.7
59.7
59.7
59.7
59.8
59.8
59.8
59.8
59.9
59.9
59.9
59.9
60.0
60.0
60.0
60.0
60.1
60.1
60.1
60.1
60.1
60.1
60.2
60.2
60.2
60.2
60.2
60.2
60.2
60.2
60.2
60.3
60.3
60.3
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Locality
Henry
Gloucester
Colonial Heights
Page
Colonial Beach
Chesapeake City
Salem
Bedford County
Bedford City
cumberlandKing George
Patrick
Franklin City
HopeweU
Stafford
Smyth
Hampton
Maski
Newport News
Halifax
South Boston
Buchanan
Wise
Harrisonburg
MartiviUe
Portsmouth
surry
Warren
Powhatan
Botetourt
Winchester
Northampton
Suffolk
Caroline
Petersburg
Appomattox
Westmoreland
James City
Wiamsburg
Pittsylvania

Positions Per 1,000
Adjusted ADM (Basic,
Gifted and Talented)

Positions Per 1,000
Unadjusted ADM (Special
and Vocational Education
Add-ons, Special Education
Aides, Remedial Education)

8.3
8.3
8.4
8.4
8.4
8.4
8.4
8.4
8.4
8.4
8.5
8.5
8.5
8.5
8.6
8.6
8.6
8.6
8.6
8.6
8.6
8.7
8.7

APPENDIX A (Continued)
TOTAL REQUIRED SOQ INSTRUCTIONAL POSITIONS PER 1,000 ADM*
WITH 51 AND 57 FLOORS

Locai1ty
Montgomery
Buena Vista
Northumberland
Lynchburg
Shenandoah
Clarke
Amherst
Buckingham
Richmond City
Nelson
Rockhridge
Lexington
Mecklenburg
Giles
Culpeper
Augusta
Sussex
King William
Norfolk
Middlesex
Greensville
Emporia
New Kent
Albemarle
Charlottesville
Fredericksburg
Radford
Bristol
Arlington
Bmwick
Amelia
Louisa
Falls Church
Dinwiddie
Alexandria
Accomac
Roanoke City
Wythe
Mathews
Craig
West Point

Positions Per 1,000
Adjusted ADM (Basic,
Gifted and Talented2
52.0

Positions Per 1,000
Unadjusted ADM (Special
and Vocational Education
Add-ons, Special Education
Aides, Remedial Education)
9.2

APPENDIX A (Continued)
. TOTAL REQUIRED SOQ INSTRUCTIONAL POSITIONS PER

1,000 ADM*

WITH 51 AND 57 FLOORS

,i

Locality
Lee
Covington
Southampton
Scott
King and Queen
Floyd
Goochland
Charles City
Fries
Galax
Grayson
Essex
Greene
Rappahannock
Carroll
Manassas Park
Bath
Bland
Highland
Cape Charles

-

Positions Per 1,000
Adjusted ADM (Basic,
Gifted and Talented)

52.0
52.0
52.0
52.0
52.0
52.0
52.0
52.0
55.7
55.7
55.7
52.0
52.0
52.0
56.0
52.0
52.0
62.9
57.2
106.9

Positions Per 1,000
Unadjusted ADM (Special
and Vocational Education
Add-ons, Special Education
Aides. Remedial Education)

12.7
12.8
13.4
13.4
14.6
14.9
15.2
15.6
12.1
12.1
12.1
15.8
16.0
17.6
13.7
17.9
21.2
19.5
40.5
23.4

*Instructional positions does not include instructional supervisors and
visiting teachers, which are treated in the support component. Results
based on application of SOQ, including proposed standards, t o 1986-87
fall membership report data.
**Because adjusted and unadjusted ADM differ, and because the data shown
here are rounded t o the nearest tenth, these totals are approximate and
are provided only for illustrative purposes.

APPENDIX B
CLUSTERS USED IN ANALYSIS OF
"REGULAR" PUPIL TRANSPORTATION DATA
LARGE LAND AREAS
Low Number of Pupils
Clarke
Amelia
Richmond County
Lancaster
Middlesex
S w
King & Queen
Northumberland
Essex
New Kent

Greene
Mathews
Madison
Westmoreland
Charles City
Goochland
Rappahannock
King William
Sussex
Bath

Fluvanna
Buckingham
Craig
Bland
Powhatan
Cumberland
Floyd
Nelson
Highland

Wythe
Nottoway
Appomattox
Louisa
Lee
Carroll
Prince Edward
Lunenburg
Patrick
Orange
Dinwiddie
Southampton

Page
Gloucester
Alleghany Highlands
Shenandoah
Scott
Greensville
Wiiamsburg
Rockbridge
Charlotte
Prince George
Caroline

Virginia Beach
Chesapeake
Spotsylvania
Washington
Stafford
York
Suffolk
Fairfax County
Bedford County
Mecklenburg
Halifax

Henrico
Chesterfield
Tazewell
Wise
Pulaski
Franklin County
Frederick
Pittsylvania
Loudoun
Fauquier
Albemarle

Medium Number of Pupils
Warren
Giles
Botetourt
Northampton
Cu&P=r
Amherst
Dickenson
Grayson
Isle of Wight
King George
Accomack
Bfunswick
Hi& Number of Pupils
Campbell
Smyth
Montgomery
Roanoke County
Augusta
Henry
Russell
Rockingham
Hanover
Buchanan
Wince William

APPENDIX B
CLUSTERS USED IN ANALYSIS O F
"REGULAR" PUPIL TRANSPORTATION DATA

SMALL LAND AREAS
Low Number of Pupils
Buena V i t a
Manassas Park
Franklin City
West Point

Covington
Norton
Fredericksburg
Winchester

Galax
Harrisonburg
Colonial Beach
Danville
Falls Church

Medium and H i Number of Pupils
Poquoson
Mart insville
Harnpton
Petersburg
Charlottesville
Richmond City

Manassas
Lynchburg
Newport News
Hopewell
Norfolk

Salem
Portsmouth
Roanoke City
Arlington
Alexandria

APPENDIX C

ILLUSTRATIVE OPTIONS

SuIfimary of Option 1
1 51 BASIC, 57 TOTAL INSTRUCTIONAL POSITIONS AS
A FLOOR, RECOGNIZE REQUIRED POSITIONS ABOVE
57 PER 1000 ADM

I PREVAILING SALARY INCREASED BY 5.8% IN EACH
YEAR TO MAINTAIN POSITION ABOVE MEDIAN
STATE
ICOST OF COMPETING ADJUSTMENT BASED ON
RECOGNITION OF SALARY DIFFERENTIALS FOR
STATE EMPLOYEES
INEW PUPIL TRANSPORTATION COST METHOD
I INCLUDE COSTS OF PROPOSED BOARD OF EDUCATION STANDARDS
I COMPOSITE INDEX: POPULATION WEIGHTED
ADM 2/3

In,

I BASIC AID, GIFTED AND TALENTED, SPECIAL EDUCATION, VOCATIONAL EDUCATION, REMEDIAL EDUCATION, AND PUPIL TRANSPORTATION EQUALIZED
WITH STATE SHARE OF 50 PERCENT
.
ICAP ON LOCAL SHARES AT 80 PERCENT
I NO INCOME ADJUSTMENT IN LOCAL SHARE
CALCULATION
I DISTRIBUTION OF SALES TAX ON THE BASIS OF
SCHOOL-AGE POPULATION
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OPTION 1

. REVISE0 OX

[

IIOEX, M W M

C A T I O N
STATE

IN STATE M E

SU

rwilao msr

STATE UJI.
EQ!dLIZED
Dl81

TAZMLL
WARREN
WASHIffiTffl
VESRLNltUVO
WISf
WTHf
YWlK
Cllirr
ILfXLVY)R!A
BRISTOL
&EN4 VISTA
WLOTTESVILLE
MEWEAtZ
COLCHIAL H t l W T S

mvi~ioll
WWVILLE
FALLS W R M
fRIWWLIN
FREDERICKSBURG

@IN
WTON
PARRIWRG
W M L L
LEXlNGTffl
LYNMURG

YAN4SLds
U4NASW PAXK
LU\RTlNSVILLf
NOWMiT NEWS
HXIFOLK
HXITW
PETERSBURG

W
X
I
I

WRTWTH
RADFORO
RIDKH)
W K E
YiLDl
W T H rnSTON
STWYTON
WFOLK
VIRGIHI& B L k 5 l
WIrnESBMIO
WINWSTER

20.205. 576. 55
5.024. 553. 75
1,868,795 24
7.974, 190.65
41,189,034 35
4, 317. 312. M
1,74S,M9 83
12.622.846.80
2,132,515 43
2,476,583 76
3. 8W. 971.18
1,650,464 45
13,034,895 32
4,411.816 74
6,062,243 67
1.055.879 07
15.828.989 58
6.488.414 42
2, 461.629 %
4. 387, 343 11
45. 710.119. 35
61,734,994 89
1.561.831 31
9.974. 726 34
3,681,572 35
27.239.980 06
2,407,71465
53,311,440 %
26.7M. 839.81
5.291. 661. 57
1,970, 167. 13
6,832,312 52
15,301,691 89
102. MS. 5 3 0 6 2
4,297,496 72
5. 322.650. 32

STATE COST
DIFFERENCZ

LW,L
EffCUT

~ u k r n a rof~ Option 2
51 BASIC, 57 TOTAL INSTRUCTIONAL POSITIONS AS A
FLOOR, RECOGNIZE REQUIRED POSITIONS ABOVE 57
PER 1000 ADM

II PREVAILING SALARY INCREASED BY 5.8% IN EACH
YEAR TO MAINTAIN POSITION ABOVE MEDIAN STATE

I COST OF COMPETING ADJUSTMENT BASED ON
RECOGNITION OF SALARY DIFFERENTIALS FOR STATE
EMPLOYEES

II NEW PUPIL TRANSPORTATION COST METHOD
II INCLUDE COSTS OF PROPOSED BOARD OF EDUCATION
STANDARDS
COMPOSITE INDEX: POPULATION WEIGHTED 1/3,
ADM 2/3

II BASIC AID, GIFTED AND TALENTED, SPECIAL EDUCATION, VOCATIONAL EDUCATION, REMEDIAL EDUCATION, AND PUPIL TRANSPORTATION EQUALIZED WITH
STATE SHARE OF 52 PERCENT IN FY 1990

II INSTRUCTIONAL FRINGE BENEFITS EQUALIZED WITH
STATE SHARE OF 90 PERCENT IN FY 1990

II CAP ON LOCAL SHARES AT 80 PERCENT
NO INCOME ADJUSTMENT IN LOCAL SHARE
CALCULATION

II DISTRIBUTION OF SALES TAX ON THE BASIS OF
SCHOOL-AGE POPULATION
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COST L E T W . O a P O S l l f IWh 52 PERCENT STATE W R E I N FY 1990, W E 0 E ~ L I U T I Mff F R l W BENEFITS I N FY 1%

FUVlDliTlCU

msi

OlViSlW
Count trr
ACOWACK
ALBOIPRLE
MLIA
WERST
APWTTOX
ARLINGTCU
WOJSTA
BATH
BVWl
BOTETWRT
B R U N S I CK
BUMaYM
BUCK INGHaY
W B t l l
CAROL IN£
rARROLL

DYiRLES C l P l
MPRLOTTE
MESTERI I f L D
CLARKE
CRAIG
CULPEPtR
CUB~RLAND
DICKENSCU
D:wIWI£
ESSEX

iwlra

FLOW
FLUbAWJL
FPJWKLIN
FREDERICK
GlLES
GLWCtSTES

Gmciil*\S
GSAYSOh
GREiNE
MLiihr
WVER
HENRY
HiGhLAW
I S L i E W!MT
U.NG iESRGi
KING 8 WE!\
KING Y i l L l r W
LMIcdSTER
LEE
LWW'V
LWISP.
LUNE*(B'LRG
WDIW
LVITHMS
UECKLENBURG
UlOCLtSfX
miTL3AtRY
NELSW
NCW LENT
CN:p*:r&lt
MRIHUBER&tC
MTiW41
GiWNGt
PAGE
PhiRlir
PiT:SY:ilZ,iA
PMWIiUI
PRINCC E M R 3
PRINCE GtSR;i
PRlhlCf WILLIW
PULASKI
RAPPW'iIWYk
RlhhONG

*,

LCCAL

WE

LW\L

ms~

STATE
E I ~ L I Z E D ST

STATE UYI.
E~W\LIED
ST

STATE m S T

LOCAL

DIFFEREKE

EFFWT

-

Summary of Option 3
11 51 BASIC, 57 TOTAL INSTRUCTIONAL POSITIONS AS
A FLOOR, RECOGNIZE REQUIRED POSITIONS ABOVE
57 PER 1000 ADM

PREVAILING SALARY INCREASED BY 5.8% IN EACH
YEAR TO MAINTAIN POSITION ABOVE MEDIAN
STATE
COST OF COMPETING ADJUSTMENT BASED ON
RECOGNITION OF SALARY DIFFERENTIALS FOR
STATE EMPLOYEES

11 NEW PUPIL TRANSPORTATION COST METHOD
11 INCLUDE COSTS OF PROPOSED BOARD OF EDUCATION STANDARDS

11 LOCAL REVENUE INDEX: POPULATION WEIGHTED
In, ADM 2/3
BASIC AID, GIFTED AND TALENTED, SPECIAL EDUCATION, VOCATIONAL EDUCATION, REMEDIAL EDUCATION, AND PUPIL TRANSPORTATION EQUALIZED
WITH STATE SHARE OF 50 PERCENT
CAP ON LOCAL SHARES AT 80 PERCENT

11 NO INCOME ADJUSTMENT IN LOCAL SHARE
CALCULATION

11 DISTRIBUTION OF SALES TAX ON THE BASIS OF
SCHOOL-AGE POPULATION

Summary of Option 4
1 51 BASIC, 57 TOTAL INSTRUCTIONAL POSITIONS AS A
FLOOR, RECOGNIZE REQUIRED POSITIONS ABOVE 57
PER 1000 ADM

IPREVAILING SALARY INCREASED BY 5.8% IN EACH
YEAR TO MAINTAIN POSITION ABOVE MEDIAN STATE

I COST OF COMPETING ADJUSTMENT BASED ON
RECOGNITION OF SALARY DIFFERENTIALS FOR STATE
EMPLOYEES

.
INEW PUPIL TRANSPORTATION COST METHOD
INCLLiiE COSTS OF PROPOSED BOARD OF EDUCATION
STANDARDS
LOCAL REVENUE INDEX:
ADM 213

POPULATION WEIGHTED 113,

IBASIC AID, GII;TED AND TALENTED, SPECIAL EDUCATION, VOCATIONAL EDUCATION, REMEDIAL EDUCATION, AND PUPIL TRANSPORTATION EQUALIZED WITH
STATE SHARE OF 52 PERCENT IN FY 1990

IMSTRUCTIONAL FRINGE BENEFITS EQUALIZED WITH
STATE SHARE OF 90 PERCENT IN FY 1990
CAP ON LOCAL SHARES AT 80 PERCENT
NO INCOME ADJUSTMENT IN LOCAL SHARE
CALCULATION

I DISTRIBUTION

OF SALES TAX ON THE BASIS OF
SCHOOL-AGE POPULATION
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D I V I S I O N
FaMlRTlffl

ms~

LOCAL
gw1t

C O S T - A L L O C A T I O N

LOCAL msi

S U U U A R Y

STATE

rwrlzro msr

STATE )EN.
E ~ L I Z E Omsr

STATE ST
DIFFERENCE

LU
EFFCUT

$1-

"- r n R I D Z

ROCKIW
RUSSELL

smrr

S(ENwnw
OMH
S(UTWT(H
SRJTTSYLYANIA
SILlrFDRD
QJRRY
SUSSEX
I U M L L
WREN
I9yllffil(h
YlSTYXliW
WISE
WHE
YWh

ALEUWDRIA
BR I STOL
WIEU
VISTA
WRLOTTESVILLE

MtWLAKi
COLD~IAL HEIM~S
mvIffiTm
MNYILIE
FALLS W R C H
fRlWKLlN
fRtOERla(SBURG
MV\X
W T C n
WFRIglgURG
W M L L
LEXIffiTDI
L W R G

W W

uwsw P I R *
MRTINSYILLE
NC(R0RT YF*5
Y)RFOLK

63.182.882 86
17,812,54321
7,305,066 32
27,938,828 14
172.2365% 87
16.530,47591

80 W
48 49
27 12
58 69
39 28
43.50

35,190,461 23
6,547,56101
1.592,3% 08
12,390,197.94
54,673,98673
5 6 5 B 522 58

10,856,07350
7,211,435 06
4.23% 026 77
9.118.97946
85,621,12233
7.484.984 82

16,736,34813
4,053,547.13
2,471,64347
6,369,650.73
31,941,487 81
3.388968 51

-851.498 36
-766,763.81
75,208.24
614,753 80
8,128.410.14
340.063 33

15.86
28.36
30.11
26 08

36 68
n.48

summary of Option 5
II 51 BASIC, 57 TOTAL INSTRUCTIONAL POSITIONS AS A
FLOOR, RECOGNIZE REQUIRED POSITIONS ABOVE 57
PER 1000 ADM
PREVAILING SALARY INCREASED BY 5.8% IN EACH
YEAR TO MAINTAIN POSITION ABOVE MEDIAN STATE
COST OF COMPETING ADJUSTMENT BASED ON
RECOGNITION OF SALARY DIFFERENTIALS FOR STATE
EMPLOYEES
NEW PUPIL TRANSPORTATION COST METHOD

INCLUDE COSTS OF PROPOSED BOARD OF EDUCATION
STANDARDS
LOCAL REVENUE INDEX:
ADM 213

POPULATION WEIGHTED 113,

II BASIC AID, GIFTED AND TALENTED, SPECIAL EDUCATION, VOCATIONAL EDUCATION, REMEDIAL EDUCATION, AND PUPIL TRANSPORTATION EQUALIZED WITH
STATE SHARE OF 50 PERCENT
CAP ON LOCAL SHARES AT 80 PERCENT

II INCOME ADJUSTMENT USED IN LOCAL SHARE
CALCULATION

II DISTRIBUTION OF SALES TAX ON THE BASIS OF
SCHOOL-AGE POPULATION

ANALYSIS W THt STAHUROS W @!dLllY UXTS
TMLE I

AN)

IPKRTIMWT TO STATE

AN)

LDCIL GOYtRHINTS

W R Y OT STATf fUalNG

fundlng Source

Total B t r n n l m
fundan8

Total St8Ie funds

I , 861,750,244 88

161,956,490 88

316 585.519 88

Slate
Slate
Stale
Slate

2.964 767.248 88
893: 899.9% 00
0W
3,083,W0.W

121.065.494.88
98 699 996.W
-%:600:000 W
-1,2W,(LWW

216 391 916 88
124: 5 7 i 663 W
.43. 3 ~ : 0 0 0W
.I.O85,OWW

General Fund
Saiar Tax
Lilerary fund
Highay fund

Increase i n fundlng Over
Base Budeel
Prrv Blsnnrun

Basic tnslrucl ronal Pos~trons
Basrc Aldar
Speclal tducatlon Posit~ons
Spee18l t#uratlon Aldes
Vncai10na1 tducallan Positions
Gllted L Taiantad Instructional Positions
R m d l a l tduratlon Positions
Instructional Frlnse Benelits (VSRS. SS. CL. H a l t h l
Total for lnslrutllonal Psrsonnet

sop
Var bf Oirlslon n/ floors l Celllnps
~ t a l n ~ dPrevaf
e
ltng
5800%
5800%
12.530 X (Northern Virginia Only)
YES

Posillons Per 10W KM
ln$lruclional Salar Bare
Salary Increase 19i8 t o 1989
salary lmcrease 11989 t o 19901
Salary Cost 01 Cmwatlng
Application o l Proposed Standards
fRlffiE EEMftT mSTS

00%
00%

VSR!

Gloup 11l e Insurance
Non.Instructlonal
Non.lnstrurlionrl
Non-lnstruclional
Non.lnslruclion8l

Positions
Salaries
Increase I988 10 1989
Incrrare ti509 t o 1990]

SUPFWT msrs

Vary by Transportation Group
Vary br Divlston Less SlXi Nursing

;Ti1 Transportal ion
r ool Wurslng

DISTRIBUllLN

-

Method of tquallzallon
Proxy for Olher Revenues
Standardintlon o l Index
Cap on ~ o t ahares
~

sop kC0""t

~,

-

L o c ~ Revenue
l
lnder w/ I n c m Adi.
ffit
NM
66.7 %
Po utallon
33.3 X
ago%
Nrninal Stale Share:
Year One
Year T n

YES
YES
YES
YES
YES
MI

a
a
YES
a
a
m

746.468.681 I1
4.M8.061.154 36

fY 1990

B+ennlmTolat

Total Costs o l Standards 01 Quality

a sop msrs to srrrt AN) LML
FY 1988 Actual

W~MNTS

fY 1989

1,015.518.613.99
4M. 2W. W I . W
30.623.336.51
67 929.927 31
2I' Io.948 55
11'912,227 34
24: WO.818.62
177.443.891 11
00
128.181.845.29
21 538,074. W

Easlc Aid General fund
Baxtc Aid [Otdrrated Sales Tax)
Vo~atIonaltducatlon
Sprtial tdutllfon
Spectal tducatlon Supporl
G l l l r d and Talented
R m d l a i tducalion
t ~ l o y r eR e l l r m n t Cen@ral Fund)
t w t o e8 R e t b r n n l [Llterrry fund)
Scrurlly
Suppotl Frin#e Cale~orlcal
Grou Lrla Insurance
PUP*! Iransportat~on
Drtver's tducallon fund (WI)
Olher Calegor l c r l Propran

orl la!

state

4: 825. W9. 56
17 072 883.89
331:WO W
6.2W. 647 06

I:

sap rota1

LDCIL WRTl(L1
B ~ s l Atd
r
Vocatlonll Educlllm
Special Educallon
Speclal fduclllon Support
Gifted and Tllantad
Randial tducll Ion
b l o ee R e t l r n n l
~ o c i a Ll c u r l t y
Group Life Insurmce
01recl Rav~nuts
Pupil Iransporlat la
Su port Fringe C a t c ~ o r l c l l
0tRer Categorical Program
L0C.l

sop l O l t l

Total Coal$ Allocated l o SII,
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Summary of Option 6
51 BASIC, 57 TOTAL INSTRUCTIONAL POSITIONS AS A
FLOOR, RECOGNIZE REQUIRED POSIXONS ABOVE 57
PER 1000 ADM

IPREVAILING SALARY INCREASED BY 5.8% IN EACH
YEAR TO MAINTAIN POSEION ABOVE MEDIAN STATE

ICOST OF COMPETING ADJUSTMENT BASED ON
RECOGNITION OF SALARY DIFFERENTIALS FOR STATE
EMPLOYEES

II &JEW PUPIL TRANSPORTATION COST METHOD
1 INCLUDE COSTS OF PROPOSED BOARD OF EDUCATION
STANDARDS

E

EQUALIZED EFFORT INDEX
BASIC AID, GIFTED AND TALENTED, SPECIAL EDUCATION, VOCATIONAL EDUCATION, REMEDIAL EDUCATION, AND PUPIL TRANSPORTATION EQUALIZED WITH
STATE SHARE OF 50 PERCENT

ICAP ON LOCAL SHARES AT 80 PERCENT

INO INCOME ADJUSTMENT IN CALCULATION OF LOCAL
CONTRIBUTION

IDISTRIBUTION OF SALES TAX ON THE BASIS OF
SCHOOL-AGE POPULATION
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Summary of Option 7
51 BASIC, 57 TOTAL INSTRUCTIONAL POSITIONS AS A
FLOOR, RECOGNIZE REQWRED POSITIONS ABOVE 57
PER 1000 ADM

I

PREVAILING SALARY INCREASED BY 5.8% IN EACH
YEAR TO MAINTAIN POSITION ABOVE MEDIAN STATE
COST OF COMPETING ADJUSTMENT BASED ON
RECOGNITION OF SALARY DIFFERENTIALS FOR STATE
EMPLOYEES
NEW PUPIL TRANSPORTATION COST METHOD

INCLUDE COSTS OF PROPOSED BOARD OF EDUCATION
STANDARDS
EQUALIZED EFFORT INDEX
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STATE SHARE OF 50 PERCENT

I

CAP ON LOCAL SHARES AT 80 PERCENT

I

INCOME ADJUSTMENT USED IN CALCULATION O F
LOCAL CONTRIBUTION

I DISTRIBUTION OF SALES TAX ON THE BASIS OF
SCHOOL-AGE POPULATION
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APPENDIX D
AGENCY RESPONSE

As part of an extensive data validation process, each State agency
ttvolved in JLARC's assessment effort is given the opportunity t o comment on
an exposure draft of this report. This appendix contains the response from the
Department of Education.

COMMONWEALTH of VIRGINIA
DEPARTMENTOF EDUCATION
P.O.BOX 6Q
RICHMOND 232162060

January 25, 1988

Mr. Philip A. Leone, Director
Joint Legislative Audit & Review Commission
Suite 1100, General Assembly Building
Richmond, VA 23219
Dear -M-&eene:f&

I am writing in response to your January 11, 1988, letter
which transmitted to us an exposure draft of your report, Fundina the
Standards of Oualitv Part 11: SO0 Costs and Distribution. We have
reviewed the report carefully and are pleased that it supports the
commitment of the Board of Education and the Commission on Excellence
in Education to reduce the educational disparities in the
Commonwealth.
As you are aware, the Governor's proposed 1988-90
budget contains many of the concepts contained in the report. The
Board of Education, at its January 15 meeting adopted a resolution
endorsing the Governor's budget (copy attached).
We recognize the merits of the various alternatives
presented to measure a locality's ability to pay for its educational
services, but we believe the current composite index (with adjusted
gross income substituted for personal income) should be continued for
the near future. We do feel, however, that the other alternatives
should be explored further, with time allowed for public review and
reaction.
I would hope that Mr. Rotz, and others you deem appropriate,
will have time to work with our Budget Office -staff to enable us to
fully understand the revised methodology and apply it consistently
when costing the Standards of Quality in future biennia.
We will
contact you in this regard later this spring.

w/
7

n Davis
Su eGintendent of Public Instruction

SJD:vm
Attachment
CC:

Dr. Finley

Resolution in Support of t h e Governor's
1988-90 Proposed Budget f o r Public Education
(Approved by t h e Board of Education o n January 15, 1988)

Whereas,

t h e Commission on Excellence in Education recommended t h a t t h e

education funding distribution formula be revised t o reduce t h e disparity of
funds available t o t h e various school divisions in t h e Commonwealth, and

Whereas,

t h e proposed changes contemplated by t h e Commission included

-

such i t e m s as teachers' pay being competitive in t h e m a r k e t place; increased
equalization of funds; more emphasis on local capacity; breaking t h e c y c l e of
illiteracy; and recognition of t h e a c t u a l number of instructional personnel
required t o m e e t t h e Standards of Quality, a n d of t h e f a c t t h a t some students
cost m o r e than others t o educate, leading to varying per pupil amounts f o r
school divisions, and

Whereas,

these changes and similar concepts a r e incorporated in t h e 1988-90

budget proposed by Governor Baliles with t h e result t h a t t h e c u r r e n t disparity
in funding is reduced,

Now t h e r e f o r e

Be it resolved t h a t t h e Board of

Education expresses i t s

appreciation to Governor Baliles f o r his advocacy of irnprovernents suggested
by t h e Commission, and

Be it further resolved t h a t t h e Board of Education hereby applauds t h e
approach toward more equitable funding and endorses t h e concepts s e t f o r t h in
t h e Governor's 1988-90 budget and urges t h e General Assembly to adopt a
budget which incorporates them.
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