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Executive Summary
|

This study assesses funding differences, and the sources of those differences, between charter
schools and traditional districts in Texas. The need for this research stems from conflicting
reports on charter school revenues and growing concern over the quality of charter school
financial data reported through Texas’ Public Education Information Management System
(PEIMS). Charter school operators and advocates have also called for more research on possible
funding gaps, reporting that charter schools receive less revenue per student than traditional
districts.

Because state funding for districts and charters is based on average daily attendance, or ADA,
revenue per-student ADA is the most appropriate measure to use when comparing revenue
differences between the two types of schools. After adjusting for potential inaccuracies in charter
school PEIMS data, this study compares differences in the per-student ADA revenues of charter
and traditional districts for the 2002-03 and 2003-04 school years. It finds that on average charter
schools received $8,324 in per-student ADA compared with $8,637 for traditional districts in
2002-03, a gap of $313. In 2003-04, charters received $8,098 in per-student ADA compared with
$8,712 for traditional districts, a gap of $614.

The primary source of these funding gaps is the difference in facilities funding for the two types
of schools. In addition, charters typically have lower attendance rates, which reduce ADA funds,
and because charters do not have taxing authority, they do not benefit from property wealth in the
same manner as traditional districts. And while charters are generally small urban districts, they
do not receive the state funding adjustments granted to Texas’ small traditional districts and due
to their urbanicity, frequently confront higher costs for educational inputs. Each of these sources
of the revenue difference between charters and traditional districts is discussed below.

Facilities

The lack of debt service revenue for charter school facilities accounts for most of the per-pupil
revenue difference between charters and traditional districts. This revenue is used by traditional
districts for purchasing or renovating facilities. For traditional districts, debt service revenue
accounted for $658 and $685 of revenue per student in ADA in 2002-03 and 2003-04,
respectively. This is more than the total per-pupil revenue difference between charters and
traditional districts.

Attendance

Charter schools have lower student attendance rates than traditional public schools, and this
impacts the level of state funding charters receive. Because state funding is based on ADA,
schools with low rates of attendance receive less funding than schools with higher rates. Across
2002-03 and 2003-04, average daily attendance for traditional districts was 93 percent of
enrollment for both years, compared to 87 and 86 percent for charter schools. In 2002-03, charters
received an average of $7,204 per enrolled student as compared with $7,997 for traditional
districts, a gap of $793. In 2003-04, charters received $6,975 per enrolled student compared with
$8,860 for traditional districts, a gap of $1,111.



Property Wealth

Although the state funding formulas mitigate the impact of property wealth on revenue across
traditional districts, high property wealth provides a revenue advantage to some Texas districts.
Charters appear to be on relatively equal footing with many of the state’s non-wealthy school
districts, and variation between charters and traditional districts based on property wealth is not
out of line with variation across traditional districts.

The Costs of Schooling

The per-pupil revenues of charter schools and traditional districts are also affected by factors
related to school size, location, and types of students served, which also contribute to revenue
differences between the two types of schools. Charters tend to be much smaller than the average
Texas school district, but because they do not receive funding formula adjustments for their own
size and scale, charters tend to have less available revenue than similarly sized traditional districts
(between $1,683 and $2,993 less per student in ADA in 2002-03 and between $1,754 and $2,857
less in 2003-04). Funding differences, however, may be accounted for by factors other than the
small size adjustment. For example, some of the small traditional districts included in
comparisons have local district property wealth that contributes to their higher per-pupil
revenues.

The issue of charter school size is further complicated because charters are generally located in
urban areas, which tend to be more expensive than other regions of the state. Thus, charters are
faced with a dual burden because they do not benefit from funding formula size and scale
adjustments designed to compensate small districts and they confront higher costs for labor,
facilities, and materials than similarly sized traditional districts that tend to be located in rural
regions of the state. Some charters, however, receive a funding boost because they have designed
residential treatment and care programs for severely at-risk students. Students enrolled in
residential programs are funded at higher rates than non-residential students, which may improve
the funding outlook for these schools.



Introduction and Background
I ——

Introduction

Since the first Texas charter school opened in 1996, the number of open-enrollment charter
schools in the state has risen dramatically. By the 2003-04 school year, 190 charter schools
operated in Texas, with enrollment figures totaling 60,748 students (Texas Center for Educational
Research, 2005). Open-enrollment charters are public schools that are released from some state
education regulations and exist separate and apart from local independent school districts. They
receive state funding and must participate in the state academic accountability system. Open-
enrollment charters may be sponsored by a public or private university, a non-profit organization,
or a governmental entity. Charter advocates generally describe charters as a way to increase
parental choice, and give teachers and administrators greater freedom to shape curriculum and
teaching methods in order to improve student academic performance.

The Texas Center for Educational Research (TCER) released its annual evaluation of Texas’
open-enrollment charter schools to considerable controversy in February of 2005. The source of
the dispute was the TCER’s finding that on average Texas charter schools received more in per-
pupil revenues ($8,045) than traditional school districts ($8,028) for the 2002-03 school year
(TCER, 2005, p. 23). Although the difference was small, the notion that charter schools received
more revenue than traditional school districts ran counter to common understandings that charter
schools typically receive less in funding. National and state-level analyses of charter school
funding rates have consistently found that charter schools receive less funding relative to
traditional public school districts (Fordham Institute, 2005; Zimmer et al., 2002; TCER, 2002,
2003, 2004).

In August of 2005, the Fordham Institute published a lengthy examination of charter school
finance in 27 urban communities in 17 states, including Texas. The study’s analysis of Texas data
found that, on average, Texas charter schools received 13.7 percent less funding than traditional
districts, a gap of $1,155 per student (Fordham Institute, 2005, p. 121). They found that this gap
was caused by a lack of access to local funding, including facility funds. The Fordham
researchers concluded that charters received more state funding than traditional school districts,
but these additional state funds did not make up for the lack of a local tax base. The Fordham
report also found that Texas’s funding gaps were lower than the national average. Nationwide, the
Fordham report concluded that charter schools are “underfunded (versus district-run public
schools) by amounts ranging from $1,000 to $5,000 per pupil,” with an average gap of $1,801 per
pupil, or 21.7 percent (Fordham Institute, 2005, p. VI1II).

Charter school operators and advocates frequently voice concerns over insufficient funding levels
for charter schools. In a survey of Texas charter school directors conducted in 2004, 87 percent
reported that inadequate finances for ongoing school operations were a barrier to success (TCER,
2005, p. 46). These directors said they needed “the same funding formulas and resources that are
afforded to the ISD’s,” including facilities funding, to fulfill their academic mission.

Throughout the course of its annual charter school evaluations, the TCER has relied on data
collected through Texas’ Public Education Information Management System (PEIMS) for its
analyses of charter school revenues and expenditures. PEIMS data are collected by the Texas



Education Agency (TEA) and are a frequently used data source for researchers interested in the
issues and outcomes of Texas public education. The problem with PEIMS, as with many other
data sources, is that data are self-reported and may be skewed by data entry errors or entrants’
misunderstandings about data categories. Reacting to concerns over the quality of charter
schools’ PEIMS data, TCER, the TEA, and The Dallas Morning News each examined charters’
self-reported PEIMS revenues against state-maintained funding ledgers, and all found substantial
misstatements of charter school revenues. One Texas charter school, for example, reported
receiving more than $14 million in state revenues while state audit reports established that
revenues were $1.4 million (Fisher, August 15, 2005). According to the TEA, accuracy in data
reporting generally improves the longer charters are in operation. Since the first Texas charter
school opened less than ten years ago, charter data reporting can be expected to improve in the
years to come in the same way that reporting by school districts has improved since the
introduction of PEIMS.

Reports of poor public school data quality are not limited to Texas. The Fordham Institute cited
“uneven, incommensurable, and in many cases plain shoddy” data sources as a central obstacle to
its August 2005 comparison of charter and traditional district funding rates nationwide. Clearly,
there is no substitute for accurately reported data in producing high quality research, as Fordham
explained of its approach to dealing with data quality issues, ... gaps remain and we do not doubt
that other researchers will challenge some of the assumptions and adjustments that we made in
the name of completeness and comparability” (p. X).

Purpose of the Study

The study presented here faces many of the same challenges that confronted the Fordham report.
In an attempt to provide a more accurate assessment of the funding differences between Texas’
charter schools and traditional school districts, this study first considers how the differences in
funding structures complicate comparisons of the two types of schooling. The study then takes up
the data quality issues that further confound analyses of school funding rates and proposes a
method for making more accurate comparisons. Applying this methodology, the study corrects
for inaccurate and incomplete revenue reports and arrives at a fresh analysis of charter and
traditional district revenues and the sources of their funding differences.

As a starting point, we offer background information on the Texas public school finance system
and highlight differences between funding for traditional districts and charter schools.

Texas Public School Finance

Texas public schools receive revenue from federal, state, and local funding sources. During the
2002-03 school year, Texas’ public schools received a total of $34 billion in total revenue. Like
many states, Texas relies heavily on local property taxes in its system of funding public
education. In 2002-03, nearly half ($16.4 billion) of Texas’ public school revenues were
generated through local property taxes. State sources provided another $12.7 billion and the
remainder was drawn from federal ($3.2 billion) and other local ($1.6 billion) sources. Revenue
patterns were similar in 2003-04, with school revenues totaling $34.9 billion.

As illustrated in Figure 1, Texas distributes the responsibility for school funding across state and
local revenue sources, with a small proportion contributed by other local and federal sources.
Districts are able to influence the available revenues for schools through local tax effort, and
because local property wealth varies widely across the state, there is considerable variation in the
amount of school revenue local communities are able to generate. In order to offset some of these



differences, Texas attempts to equalize its system of school finance by providing state support in
inverse proportion to local tax effort and by recapturing some of the property tax revenues of
high-wealth districts and redistributing the funds to schools in less affluent communities.

2002-03 2003-04
Other Local
5% Other Local

5%

Federal
9% Federal

10%

Local
Property Tax
50%

Local
Property Tax
49%
State
37%

State
35%

Figure 1. Total public school revenue by source: 2002-03 and 2003-04.

Source: TEA PEIMS database.

Note. Recapture payments (function code 91) are subtracted out of state revenue and left in local property tax revenue.
Revenue amounts for charters with questionable data are assumed to be at the per pupil average for the rest of the
state’s charter schools.

Traditional District Funding

Generally speaking, Texas’ system of public school finance is known as a foundation program
because it provides a “foundation level” of support for public schools irrespective of local
community wealth. Money for schools is drawn from state sources such as the General Revenue
Fund, Permanent School Fund, Foundation School Fund, and Available School Fund as well as
the local property tax. Funds are channeled to schools through a two-tiered structure of formulas
that strive to provide equitable funding for all public schools while allowing local enrichment
above minimum foundation levels.

Tier |

Tier I funds, provided primarily through the basic allotment, provide a base or “foundation level”
of funding for Texas public schools. The basic allotment is currently set at $2,537 per student in
average daily attendance (ADA). In order to be eligible for Tier | funds, all Texas districts must
levy a state effective tax rate of $0.86 per $100 of property value. The state adjusts Tier | funding
for a variety of factors that affect the cost of schooling but are outside of a community’s control.
These factors include district size, regional cost variations, and types of students served (Texas
Education Code [TEC] 42.101). The state further adjusts its share of Tier | funding to compensate
districts that are less able to raise revenue through the local property tax. Thus, low-wealth
districts receive a greater proportion of their base funding through state sources than do high-
wealth districts.

Tier Il

Tier Il funding, provided primarily through the guaranteed yield, is designed to allow districts to
enrich the Tier | revenues by levying a local tax rate above the $0.86 rate required to qualify for
the basic allotment. Districts are authorized to adopt a tax rate up to $1.50, so the maximum



enrichment rate for most districts is $0.64. Through the guaranteed yield, each school district in
Texas is entitled to a guaranteed minimum return on each penny of local enrichment tax effort per
weighted student in average daily attendance (WADA), currently $27.14 (TEC 42.302).
“Weighted students” refers to an adjusted student count based on individual student needs for
programs such as special education or gifted and talented programs that affect the cost of
schooling. The state equalizes funding under this tier by compensating low-wealth districts with
funding sufficient to meet the guaranteed minimum yield.

The state further equalizes public school funding through its recapture plan. Texas’ recapture plan
collects revenue generated on property wealth above the equalized wealth level, currently set at
$305,000 per weighted student (TEC 41.002), and redistributes the funding to schools in less
property wealthy districts.

Adjustments

Both Tiers | and 11 adjust funding for three kinds of cost: community characteristics, district size,
and student characteristics. The cost of education index (CEI) is designed to adjust for differences
in wages that must be offered to attract teachers in different communities (TEC 42.102). The
required wage varies substantially because the cost of living varies across Texas (see Taylor,
2004). The scale adjustment (TEC 42.103) is designed to provide additional support for small
(fewer than 1,600 students in ADA) and mid-sized (between 1,600 and 5,000 students in ADA)
districts.

Student counts are adjusted based on program weights applied for special education, career and
technology education, compensatory education, bilingual education, and the Public Education
Grant Program. Program weights are additive. For example, a student who qualifies for both
compensatory education and gifted and talented programs generates an additional 32 percent in
funding. Table 1 summarizes these weights, which are defined in Chapter 42 of the Texas
Education Code.

Table 1. Program Weights for Texas Public School Funding

Program Weight
Regular Education No weight
Special Education Weights vary from 1.1 to 5.0
Compensatory Education 0.20 (2.41 for pregnant)
Bilingual Education 0.10
Career and Technology Education = 1.35
Gifted and Talented Education 0.12
Public Education Grant 0.10
Facilities

In addition to revenues for public schools” maintenance and operations, Texas also provides
money for facilities. Facilities funding is provided primarily through the Existing Debt Allotment
and the Instructional Facilities Allotment. Both funds are structured as guaranteed yield programs
and are designed to subsidize the debt service payments made by school districts on voter
approved bonds. The Existing Debt Allotment (TEC 46.031) provides a guaranteed yield of $35
per student in ADA per penny of Interest and Sinking Fund tax effort for taxes adopted to pay for
existing debt—so a district would have to issue debt and begin making payments before state
support becomes available. The Instructional Facilities Allotment (TEC 46.001) also provides a
guaranteed yield of $35 per penny per student in ADA, but this program is designed to support



those districts that do not have sufficient property wealth to generate the funds required to begin
making payments on debt without state support. Awards are granted to districts based on need,
with need determined by a combination of the district’s property wealth and its failure to be
selected in a prior award cycle. Districts with the lowest property wealth per student receive
awards first, and support is limited to instructional facilities, so administrative buildings and
athletic facilities are excluded from the program.

Charter School Funding

Although charter schools are public schools, they cannot raise local property tax revenue and
therefore are more heavily reliant on state funding sources than traditional school districts.

In other ways, however, charter school funding is based on many of the same formula elements as
traditional public school funding. Like traditional districts, charter schools account for ADA by
student program participation, and these student counts are used to determine funding. As schools
of choice, charters may enroll students from any school district.

In 2001, House Bill 6 restructured how Texas funds its system of charter schools. The revisions
are spelled out in TEC 12.106 and will be phased in over time. Consequently, during the 2002-03
school year, charters were funded under two different sets of formulas depending on when they
began operating. Charters that were in operation prior to September 1, 2001 were funded under
the old formula and those that began operating after that time were funded under the new law.

Charter schools do not receive facilities funding such as is provided to traditional public school
districts through the Existing Debt Allotment and Instructional Facilities Allotment. Charters also
cannot issue tax-exempt bonds independently. However, according to TEA staff, several Texas
charters have financed debt through various conduit issuers such as the Texas Public Finance
Authority, the Dickinson Education Finance Corporation and the Danbury Higher Education
Authority. Changes made to the Texas Education Code in 2001 established a non-profit
corporation that can issue revenue bonds on behalf of charter schools for the acquisition,
construction, repair, or renovation of instructional facilities (TEC 53.351). To date, however, it
appears that few charter schools have issued facilities bonds (Progressive Policy Institute,
February 2005).

Some charter schools receive revenue from private donations and grants. These funds are subject
to the same reporting requirements as donations and grants made to traditional school districts.

Pre-2001 Formula

One hundred and sixty-nine charters are currently funded under the pre-2001 funding scheme
(TEA, 2005). For these charters, funding is determined largely by the characteristics of the
students’ resident districts. The pre-2001 formula accounts for students’ program participation
(e.g., special education, bilingual education) and bases charter school funding on the amount of
revenue students would have generated in their resident districts. Thus, charter school students
who are drawn from districts with high property wealth or with greater CEI or scale adjustments
generate more revenue than students who live in districts without such characteristics.

The TEA uses two separate funding formulas to compute charter schools’ per-pupil revenues and
awards charters the larger of the two amounts. The first formula (method one) is structured for
charters that draw students from resident districts with property wealth that is too high to qualify
for Tier Il funds (in other words, the resident district can earn more than the state guaranteed
yield through the collection of local taxes). The second formula (method two) attempts to



compensate charters for drawing students from districts with low property values that qualify for
Tier 1I’s guaranteed yield program.

Method one. The following formula is used to determine funding for a group of students
attending a charter school but residing in a particular resident district.

CSADA *

[ (RISD M&O Collections + RISD ASF — RISD Recapture — RISD Tuition)
RISD ADA

CSADA: Average daily attendance for students residing in a particular resident district
attending the charter school

RISD M&O Collections: Total local tax collections for maintenance and operations
collected by the resident district

RISD ASF: State payment to the resident district from the Available School Fund

RISD recapture: Amount of local property tax revenue that a property-wealthy district
must send back to the state

RISD Tuition: Tuition paid to a charter by the resident district
RISD ADA: Average daily attendance for the resident district

Since districts that generate more than the guaranteed yield will not receive foundation school
program funds other than the per-student available school fund payment, this formula captures the
bulk of state and local revenue for property wealthy school districts.

Method two. An adjusted WADA is created for each charter school based on each resident
district. Charter school WADA is determined by first calculating the number of students
participating in various programs from each resident district. These student counts are multiplied
by their respective weights. This student total for each resident district is then multiplied by a
weighted adjustment factor, which is designed to capture the effects of the CEI and scale
adjustments on each resident district. Total funding for students coming from a particular resident
district is determined according to the following formula:

CSWADA * [ [RISD Tier | + (RISDDTR * 27.14 * RISD WADA * 100)] ]

RISD WADA

CSWADA: Count of weighted ADA within a charter school based on students living
within the boundaries of a particular resident district

RISD Tier I: Total revenue earned by the resident district through Tier | of the foundation
school program

RISDDTR: Effective tax rate (current year collections/prior year property values)
generated by the resident district above the $0.86 required to earn Tier | funds. Although
some districts can have effective tax rates above $0.64 due to increasing property values,
this rate is capped at $0.64 for the determination of state aid.

RISD WADA.: Average daily attendance count adjusted for various cost factors
including community characteristics, size, and the characteristics of the students served.



Post-2001 Formula

The changes wrought by House Bill 6 divorce charter school funding from the characteristics of
students’ resident districts. The new funding formula is based on statewide averages with respect
to the CElI, the size and scale adjustment, and tax effort. Whether this generates more or less
revenue for charter schools depends mostly on the revenue-generating capacity of the students’
resident districts. The pre-2001 system benefits charter schools that draw enroliments from
districts with high property values, high tax effort, or larger than average adjusted allotments.
Under the new system, charters that received above-average per-pupil revenues based on resident
district characteristics will lose revenue because funding is now based on statewide averages. In
contrast, charters drawing students from districts with low wealth, lower tax effort, or lower than
average adjusted allotments will enjoy funding increases under the new system.

Currently, only 16 charter schools receive their full funding under the new formula. These
charters began operation after September 1, 2001. In 2003-04, Texas began moving its pre-2001
charter schools to the new funding method. During 2003-04, pre-2001 charters received 90
percent of their revenue through the old system and 10 percent under the new system. For each
subsequent year, the amount of revenues allocated under the new system will increase by 10
percent until 2012-13, when all charters will be fully funded under the new system.

Settle Up

For charter schools as well as traditional districts, the amount of actual state aid to which a school
or district is entitled is not known until the end of the school year. This is because funding is
based on student counts throughout the school year as well as on-going property tax collections.
The TEA, therefore, provides payments to school districts on the basis of estimated students and
tax collections (the legislative payment estimate). After the school year is complete and the final
numbers are available, schools will either receive additional funds or will need to repay the state
for over-payments through the process of “settle up.” Educational entities that have more volatile
attendance and property tax revenue collections will have larger settle up payments. Since state
funding is determined not only by the characteristics of the charter but also by the characteristics
of each student’s resident district, many charters find it difficult to predict their final state funding
amount. According to the TEA, it is uncommon for a traditional district to experience changes in
their ADA calculations throughout the year. Charters, on the other hand, often must change their
ADA calculations due to fluctuations in student attendance over the course of the school year.
Final settle up does not occur until March or April of the following school year, when tax
collections from audited financial reports are available.

General Guidelines

As a consequence of these formulas, a few general guidelines can be established to help explain
the operation of school funding in Texas and the relationship between traditional and charter
school funding.

Greater local tax effort typically results in higher state aid (and higher recapture payments if the
district is property wealthy). This is because state aid is designed to provide similar revenue for
similar tax effort, once various cost factors are taken into account. Since this is achieved through
a guaranteed yield per penny of local tax effort, increased tax rates usually result in enhanced
state aid. Of course, for property wealthy school districts that send dollars back to the state,
recapture payments increase in conjunction with increased tax effort. For charter schools, revenue
is tied either to average state tax effort or the tax effort of charter students’ resident districts.



District characteristics affecting the cost of doing business result in state aid adjustments. The
state recognizes two characteristics associated with higher costs in its funding formulas through
the Cost-of-Education Index (CEI) and the size and scale adjustments. The CEI recognizes that
local salary decisions must reflect regional cost of living differences, which are beyond the
district’s control. The scale adjustment is designed to compensate small districts for diseconomies
of scale. For charter schools, cost adjustments are based not on their own cost factors, but on
those of either the state as a whole or on the cost factors associated with the resident district upon
whose characteristics the charter school’s funding is based.

Certain students generate more state aid than others. Since a considerable portion of state
funding is based on a count of weighted students in ADA, those students who generate more
WADA generate more state aid. For example, a student who participates in the bilingual
education program generates an additional 10 percent in funding. A student who qualifies for the
federal free and reduced-price lunch program generates an additional 20 percent. A student
qualifying under both of these programs results in an additional 30 percent in funding. This
principle works in roughly the same way for charters and traditional districts.

Funding is not based on students enrolled, but on the number of students in attendance.
Consequently, if a district or charter school enrolls large proportions of students with poor
attendance habits or from families that move frequently, its state funding will reflect the lower
attendance rate. Additionally, since ADA is calculated throughout the year, if a district faces a
loss of enrollment during the year, its funding will be adjusted downward as attendance declines
to reflect the loss of enrollment. This can be problematic for districts or charter schools that
budgeted for a larger number of students than remained enrolled for the entire school year.

Although the state provides for significant equalization, local property wealth still affects
available revenue. Although Texas’ recapture plan limits the amount of revenue high-wealth
districts may generate through local tax effort, wealthy districts still enjoy a revenue advantage
relative to less affluent districts. And because state funding is based on previous year property
values, districts with rapidly rising property values are able to generate more revenue for schools
than communities with stable or declining values. Charter schools receiving a portion of their
funding under the old formulas may experience indirect revenue changes brought about by
property value fluctuations occurring in students’ resident districts.



Methodology
|

Data Sources

Revenue, student attendance, and student enrollment data for this report come from the Public
Education Information Management System (PEIMS) database for the 2002-03 and 2003-04
school years. These data are self reported by individual school districts and are collected by the
Texas Education Agency (TEA). In addition, for both 2002-03 and 2003-04, the TEA Division of
Planning and Evaluation provided financial data on federal and state grants awarded to charter
and traditional districts, and the TEA Financial Management Database was a source for data on
services for students in residential facilities.

Data Quality

Considering the documented inaccuracies in charter school financial records and the possibility
that errors may also exist in financial records for traditional public schools, the study’s first step
was to examine data quality in order to identify schools with questionable financial reporting.
There are a number of analyses that may reveal inaccuracies in financial records, including
comparisons of enrollment versus average daily attendance (ADA), the difference between
schools’ self-reported PEIMS revenues and state maintained school-funding records, and the
difference between school-reported revenues and expenditures reported in PEIMS.

Because this study did not have the resources necessary to access and examine state records and
audit reports detailing funding allocations to all public school districts, it opted to compare
differences in districts’ PEIMS revenue and expenditure reports. This approach permits the
comparison of differences across funding sources, and while revenues and expenditures are not
expected to match precisely, extreme differences may indicate data entry errors.

Figures 2 and 3 present scatter plots of the percentage difference between individual charter
schools’ revenues and expenditures during the 2002-03 and 2003-04 school years. In terms of
absolute value, the percentage difference between revenue and expenditures begins to converge at
under 20 percent in both scatter plots. This trend suggests a natural cutoff point for identifying
charter schools with unlikely or questionable financial reporting.
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Figure 2. Percentage difference between total revenue and total expenditures: 2002-03.
Note. N=183 [Four charter schools with extreme revenue and expenditure differences (>100%) are omitted from the
plot]. Student enrollment for charter schools ranged from 6 to 1,924.



100% -

o 80%
S 60% A L 4
S 40% & .
S 20% 4 ¢0e X o o 00 ) o
= S » O 00,96 &
5 0% | oS W2 ANV, LN, s o 4 A
= 20% A o Wo % N *e 0
c 20% 3 0 ¢ L 2 L 3 L3 L 3 (2 &
S -a0% %4 . . o
T -60% -
% _80% -
-100% -

Student Enrollment

Figure 3. Percentage difference between total revenue and total expenditures: 2003-04.
Note. N=196 [One charter school with an extreme revenue and expenditure difference (>100%) is omitted from the
plot]. Student enrollment for charter schools ranged from 6 to 1,896.

This study identifies its sample of charter schools using comparisons of revenues and
expenditures for 2002-03 and 2003-04 school years. Charters that reported zero enrollment, zero
revenues, or zero expenditures were eliminated from the data set. Charters with questionable
financial reporting, evidenced by an absolute difference between revenues and expenditures of
greater than 20 percent, were also omitted from analyses. Data for these charters can be found in
the appendix to this report. It is possible that some of the charters eliminated had large differences
for legitimate reasons, but excluding them will provide a more consistent estimate of charter
schools’ average revenues. This is especially important because with relatively few charters to
examine, even a small number of errors may skew statewide averages substantially.

The criteria for eliminating charter schools with questionable financial reporting were also
applied to traditional districts. However, the method had to be modified to account for traditional
districts’ use of bonding authority to generate revenues for facilities expenditures. Because this
aspect of traditional districts’ revenues and expenditures is not present in charter school funding,
facilities funds are omitted for the purposes of testing for data accuracy for traditional districts.
For subsequent analyses, however, bond revenues are included unless specifically noted.
Because eliminating districts with questionable data would result in no more than a 0.2 percent
change in total revenue in either 2002-03 or 2003-04, the “questionable” districts are included in
analyses.

Table 2 details the number of charters omitted under each of the study’s criteria for identifying
guestionable or incomplete financial records and the number retained in the study.
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Table 2. Omission and Inclusion of Charter Schools in the Study

2002-03 2003-04

Total number of charters reported in PEIMS dataset 187 197

N % N %
Charter schools reporting a “0” value in any one of the
following categories: enrollment, average daily 10 5.3 9 4.6
attendance, total revenues, total expenditures
> |20%) difference between revenues and expenditures 34 18.2 25 12.7
Eliminated charters 44 235 34 17.3
Included charters 143 76.5 163 82.7

Source: The Texas Education Agency PEIMS Actual Financial database.

Table 3 summarizes the effects of removing the charters with questionable data for the 2002-03
and 2003-04 school years. The elimination of these charters in 2002-03 reduces total charter
revenues from all fund sources from $427.7 million to $295.6 million. Total charter enroliment
falls 24%, from 53,988 to 41,024 and charters’ total ADA drops 23% from 46,088 to 35,505.

Table 3. The Impact of Eliminating Charters with Questionable Data by Year

Revenue

Per
Charter Total Total Total Total Enrolled Revenue
Schools Enrollment  ADA Revenue Expenditures Student  Per ADA
2002-03
Included
s 41,024 35505 $295550,393  $293,007,495 $7.204 = $8.324
Excuded 12851 | 10275 $132107947  $66135997 $10501 | $12,857
ﬁ':' . 53,605 45780 $427,658340  $350,143492 $7,978  $9,342
2003-04
Included 55778 48044 $389,076.877  $375,843.512
e , 044 $389,076, $375,843, $6,975 = $8,098
Efgcl“de‘j 5055 3970  27.855.463 28,802,660 $5510  $7.016
ﬁ|=|197 60,833 52014 416932340 404646172 $6854  $8.016

Source: The Texas Education Agency PEIMS Actual Financial database.
Note: Average Daily Attendance (ADA)

Another issue that must be addressed in an analysis of per-pupil revenue is the student count to be
used in the calculation. A number of possible choices exist, two of which are total enrollment and
ADA. Total enrollment, commonly used in these kinds of analyses, is a student count at a point in
time. This “shapshot” student count is, in most circumstances, slightly higher than ADA, which
represents a year-long average of the number of students who attend class each day. In both 2002-
03 and 2003-04, ADA for traditional districts was 93 percent of total enrollment. However, as is
indicated in Table 4 below, the ratio of ADA to enrollment in charter schools is 6 to 7 percentage
points lower (87 and 86 percent in 2002-03 and 2003-04, respectively).

11



Although both approaches are commonly used in educational research, using ADA as the base
when analyzing charter school revenue is more appropriate in Texas because state funding is
based on ADA rather than enrollment.

Table 4. Relationship between Enrollment and ADA in Traditional Districts and Charter
Schools

2002-03 2003-04
Ratio of Ratio of
Average Average
Daily Daily
Average  Attendance Average Attendance
Daily to Daily to
Enrollment  Attendance Enrollment Enrollment Attendance Enrollment
Traditional '/ 5y g33 3890778 93% 4,267,195 3,960,666 93%
Districts
Charter 53,088 46,726 87% 60,833 52,014 86%
Schools*

Source: The Texas Education Agency PEIMS Actual Financial database.

*Includes all charter schools. See the appendix to this report for an analysis of certain charters omitted for poor data
quality.
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Findings
|

This section presents the results of revenue comparisons for charter schools and traditional public
schools. The tables and figures provide information for charter schools, omitting schools with
questionable data. Analyses included 143 charter schools in 2002-03 and 163 charters in 2003-04.
The appendix to this report provides detailed financial data for both included and omitted charter
schools.

The Texas Education Agency (TEA) annually divides both charters and traditional public school
districts into categories based on a number of different factors. Groups of schools and school
districts, which reflect the percentage of low-income students served, district size, and property
wealth, can be used to examine the effect of these factors on charter and traditional district
funding. In this study, charters and traditional districts are grouped based on 2003-04
characteristics. Where the TEA groupings result in very small numbers of charters included, some
categories have been combined.

Revenue Based on Average Daily Attendance

During the 2002-03 school year, the average charter school received slightly less revenue per
student in ADA than its traditional district counterpart: a total of $8,324 for charter schools
compared to $8,637 for traditional districts, resulting in a funding gap of roughly $313 per
student in ADA. Not surprisingly, the difference is most notable when comparing local sources of
revenue, since charters do not levy a local property tax (see Figure 4).

Other local revenue is composed of a variety of sources. For traditional districts, the bulk of other
local revenue is attributable to food service ($132 per student in ADA). This revenue reflects
proceeds from the sale of school lunches and breakfasts and may only be used to fund food
service. The next largest percentage of other local revenue for traditional districts is related to
earnings from temporary deposits and investments ($77 per student). Also included in this
category are proceeds from athletic events ($18 per student) and gifts or bequests ($16 per
student). For charters, gifts and bequests represent a larger proportion of this category ($124 per
student) as compared to food service ($54 per student). It is not clear whether all districts report
gifts and bequests. Reporting requirements for these funds do not differ across school type, and
funds must be reported, whether they are cash donations or in-kind contributions.

Overall, although charters received more state and federal revenues per student in ADA than
traditional districts, this was not enough to make up for the lack of local funds for charters.
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Figure 4. Charter and traditional district revenue per ADA by source: 2002-03.
Source: The Texas Education Agency PEIMS Actual Financial database, with questionable data omitted.

During the 2003-04 school year, the difference in funding between charters and traditional
districts grew from $313 to $614. The largest factors contributing to this shift appear to be a
reduction in federal funds for charter schools combined with increased local and federal dollars
for traditional public schools that more than offset losses in state aid (Table 5).

Table 5. Revenue per ADA by Source for Charters and Traditional Districts:
2002-03 and 2003-04

2002-2003 2003-2004
Charter Traditional Charter Traditional
Schools District Difference Schools District Difference
State $6,600 $3,194 $3,406 $6,655 $3,022 $3,633
Federal $1,398 $802 $596 $1,154 $889 $265
'(')‘t’ﬁ:‘: / $326 $4640  ($4,314) $290 $4801 (84,511
Total $8,324 $8,637 ($313) $8,098 $8,712 ($614)

Source: The Texas Education Agency PEIMS Actual Financial database, with questionable data omitted.

Federal revenue includes monies from many sources. Funding streams and the amount of
available funds can be identified through TEA records indicating when a grant award was made
for specific programs. However, these financial records may not align with information reported
by a school district regarding when federal funding was received and may not be consistent with
the district’s financial records. Thus, we know that both charter schools and traditional districts
received federal funds from sources such as the Texas Reading First Initiative, various
Individuals with Disabilities in Education Act (IDEA) grants, and numerous No Child Left
Behind (NCLB) grants. We also are aware that additional federal dollars for charter schools and
traditional districts reflect one-time federal School Repair and Renovation grants awarded during
the 2001-02 and 2002-03 fiscal years.

Figure 5 shows the total amount of federal funds allocated by the TEA to traditional districts and
charter schools (included in analyses) for repair and renovation in 2002-03 and 2003-04. In
2002-03, charters received $11.6 million in federal repair and renovation grant funds, or $328 per
student in ADA. Traditional districts received $31.9 million that same year in these grants, or $8
per student in ADA. In 2003-04, these federal grants drop to $4.2 million or $88 per student in
ADA for charters and $14.6 million or $4 per student in ADA for traditional districts.
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Although it is unclear exactly how much money from federal repair and renovation grants was
reported as revenue by charters and school districts during the 2002-03 and 2003-04 fiscal years,
the sharp reduction in federal funding for Texas charter schools between comparison years almost
certainly reflects the effects of the one-time federal repair and renovation grants on per-pupil
funding.

$35,000,000 $31,900,000
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Figure 5. Federal revenue for School Repair and Renovation grants: 2002-03 and 2003-04
Source: The Texas Education Agency, Division of Planning and Evaluation

Revenue Based on Enrollment

When the analysis is altered to examine revenue per enrolled student, the difference between
revenue for charters and traditional districts is somewhat magnified. Charters received an average
of $7,204 per enrolled student as compared to $7,997 for traditional districts, resulting in a
difference of $793. This change highlights the impact of charter school students’ lower average
attendance as compared to enroliment. See Figure 6 for detailed information on revenue per
enrolled student in 2002-03.

$9,000 $7,997
$8,000 - $7,20
$7,000 1

! 5,712
$6,000 - $
$5,000 $4,296 O Charter Schools

:;1888 1 $2.958 B Traditional District
’ $1,210
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$1,000 - $282
o [ o
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Figure 6. Charter and traditional district revenue per enrolled student by source:

2002-03.
Source: The Texas Education Agency PEIMS Actual Financial database, with questionable data omitted.

As shown in Table 6, during the 2003-04 school year, the difference in funding between charters

and traditional districts based on student enrollment increased from $793 in 2002-03 to $1,111 in
2003-04.
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Table 6. Charter and Traditional District Revenue per Enrolled Student:
2002-03 and 2003-04

2002-03 2003-04
Charter = Traditional Charter Traditional
Schools Districts Difference Schools Districts Difference
State $5,712 $2,958 $2,754 $5,732 $2,805 $2,927
Federal $1,210 $743 $467 $994 $825 $169
Other / Local $282 $4,296 (%4,014) $250 $4,456 (%4,206)
Total $7,204 $7,997 ($793) $6,975 $8,086 ($1,111)

Source: The Texas Education Agency PEIMS Actual Financial database, with questionable data omitted.

Facilities Funding

One major difference in the revenue structures of charter and traditional schools can explain
much of the difference in revenue: charter schools cannot levy a local debt tax to pay for facilities
and unlike traditional districts do not receive state facilities assistance through the Existing Debt
Allotment (EDA) and Instructional Facilities Allotment (IFA). Traditional school districts
received $4.4 billion in facilities-related bond proceeds in 2002-03; this number fell to $3.8
billion in 2003-04. To repay this debt, traditional districts rely primarily on local debt service tax
revenue and on state assistance through the EDA and IFA programs.

As Figure 7 illustrates, debt service revenue amounted to $658 per student in ADA in 2002-03
and $685 per student in 2003-04. For both years, districts spent 44 percent of these revenues
paying interest on debt and the balance on principle. Charter schools, by comparison, did not have
debt service revenue, thus they are using other methods for funding facilities. Those that are
repaying debt appear to be using state aid from the Foundation School Program and General Fund
Revenue to do so.

If charter schools had received funding supporting the acquisition of facilities equivalent to
traditional districts in 2002-03 ($658), their total revenue per pupil would have exceeded
traditional districts by $345 ($8,982 for charters vs. $8,637 for traditional districts). In 2003-04,
the addition of facilities funding for charter schools equivalent to traditional districts ($685)
would have put charters and traditional districts on a nearly equal footing ($8,783 for charters vs.
$8,712 for districts). Charter schools would have received about $71 more per pupil than
traditional districts under such a scenario.
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Figure 7. Comparison of debt service revenue and other revenues for charter and
traditional districts: 2002-03 and 2003-04.
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Source: The TEA PEIMS Actual Financial database, with questionable data omitted.

Students Served
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Per-pupil Revenue

Students designated as low income by their eligibility for free or reduced-price lunches are
weighted more heavily in state and federal funding formulas, which suggests that schools’ per-
pupil revenues will increase as the percentage of economically disadvantaged students served
rises. For the most part, this expectation holds for both charters and traditional district schools.

Table 7. Charter and Traditional District Revenue per ADA by the Percentage of

Economically Disadvantaged Students

Under 20%

20% to < 40%
40% to < 60%
60% to < 80%

80% and over

Charter
Schools
$7,367
n=14
$8,534
n=15
$7,443
n=31
$8,453
n=41
$8,871
n=39

2002-03
Traditional
District
$8,659
n=65
$8,342
n=248
$8,595
n=439
$8,693
n=208
$9,057
n=79

Differ-
ence

($1,292)
$192
($1,152)
($240)
($182)

Charter
Schools
$6,889
n=17
$7,316
n=20
$7,522
n=35
$8,203
n=41
$9,152
n=49

2003-04
Traditional
District
$8,717
n=65
$8,392
n=247
$8,599
n=439
$8,647
n=208
$9,061
n=78

Differ-
ence

($1,828)
($1,076)
($1,077)

($444)

$91

Source: The Texas Education Agency PEIMS Actual Financial database, with questionable data omitted.

Note. The TEA categories of 20% to under 30% and 30% to under 40% were collapsed into one group because of the
small number of charter schools within each of those groups.
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Property Wealth

As noted previously, local district property wealth figures prominently in Texas’ system of public
school finance. Because state funding formulas permit property wealthy districts some funding
advantages, it is valuable to compare charter and district school revenues in terms of district
wealth. Figure 8 presents the total district revenue per ADA broken out by property wealth for the
2002-03 and 2003-04 school years. As the figure makes clear, some Texas districts enjoy
substantially higher per-pupil funding rates than others. Many of these districts benefit not only
through property wealth, but also from their small size which provides additional revenue through
the state funding formulas. The average size of traditional districts in the wealthiest category is
more than three times smaller than the state average district. As Figure 8 indicates, charter
revenue is not all that different from revenue for traditional public schools, once high-wealth
districts are removed from the calculation.
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Figure 8. Total revenue per ADA for charter and traditional districts by property wealth:
2002-03 and 2003-04.
Source: The Texas Education Agency PEIMS Actual Financial database, with questionable data omitted.

The Costs of Schooling
Texas adjusts funding for a variety of factors that affect the cost of schooling but are outside of a

district’s control. These factors include district size, regional cost variations, and types of students
served. Sections below examine the effects of various cost factors on charter school revenues.
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Size and Scale

As noted earlier in the report, district size contributes to per-pupil revenues through size and scale
adjustments. Texas includes the Small- and Mid-size District Adjustments in its funding formulas
as a means to compensate its small districts for the diseconomies of scale inherent in serving
small student populations. Despite the small size of most charter programs, these adjustments are
not available to charter schools (the average charter district had an enrollment of 286 in 2002-03
and 342 in 2003-04 compared to 4,044 and 4,107, respectively, for traditional districts).

Charters funded under the post-2001 formula receive the state’s average size adjustment, and
charters funded under the pre-2001 formula receive the same benefits of district size adjustments
as students’ resident districts, although they may be substantially smaller than the district.
Because most charters are located in urban areas and draw students from large urban districts,
they typically do not benefit from funding awards based on district size. As Table 8 indicates,
there are substantial revenue differences between similarly sized charters and traditional districts.

Table 8. Charter and Traditional District Revenue per ADA by Size Category:
2002-03 and 2003-04

2002-03 2003-04
Traditional Traditional
Charter District Difference = Charter District Difference
500 to $8,028 $9,710 $8,071 $9,825
999 =21 n=212 ($1,682) 7 15, n=212 ($1,754)
Under $8,197 $11,190 $8,220 $11,077
500 n=117 n=338 ($2,993) n=135 n=336 ($2,857)

Source: The Texas Education Agency PEIMS Actual Financial database, with questionable data omitted.

Regional Economics and School Purchasing Power

An inherent difficulty in comparing the revenues of charter schools and similarly sized traditional
district schools is that charter schools tend to be concentrated in urban areas while small districts
are generally located in rural regions. Of the 117 charters enrolling fewer than 500 students in
2002-03, 74 percent were located in Texas’ central cities. For 2003-04, 76 percent of small
charters were located in central cities. In contrast, 93 percent of traditional districts with fewer
than 500 students were located in rural areas in 2002-03 and 2003-04.

Regional economic differences complicate revenue comparisons when urban schools are
compared to districts in other geographic regions because urban schools typically confront higher
costs for labor, materials, and facilities. Schools located in urban and rural regions with similar
revenues may experience very different purchasing power given the variances in their local
economies. And for urban charter schools that must pay higher costs for labor and facilities,
purchasing power differences may substantially reduce the amount of funds available for
instruction. Texas provides some relief for regional cost variations through its Cost-of-Education
Index (CEI), but the CEI has not been revised since it was introduced in 1991 and does not reflect
subsequent changes in economic conditions that have had a particularly strong effect on the costs
of schooling in urban areas (Taylor, 2004). Thus, small charters in urban areas may face greater
challenges than small rural districts because they face higher costs for comparable educational
inputs.
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Residential Care and Treatment Programs

The proportion of students served in residential care and treatment facilities is another factor that
may influence revenue differences between charter and traditional districts because Texas’
system of school finance provides additional funding for students enrolled in residential education
programs.

The TEA collects information on students served by residential programs and reports these data
in its Financial Management Database. Most charter and traditional districts also serve non-
residential students, and in order to collect additional funding for students who reside at the
school, residential programs are required to report residential student contact hours, which can be
translated into Full Time Equivalent (FTE) counts.

Residential program data for the 2002-03 and 2003-04 school years indicate that students
receiving residential care and treatment services comprised a relatively small proportion of
students attending both charter and traditional district residential programs. Of this study’s
2002-03 sample, 18 charter schools and 324 traditional districts provided residential care and
treatment services. And while the proportion of residential students served in these programs
varied widely, on average, the proportion of residential students relative to total ADA for both
types of schools was quite low. In 2002-03, residential care FTE students comprised 1.85 percent
of charters’ total ADA and 0.08 percent of total ADA for traditional districts. In 2003-04, the
percentage was 1.82 for charters and 0.08 for district programs. These results suggest that that the
slightly greater proportion of students receiving residential care and treatment in charter schools
may increase per-pupil funding somewhat among charters.
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Conclusions and Implications
|

Although this report has addressed the issues that affect revenue comparisons of charter and
traditional district schools separately, the true picture of revenue differences is not so cleanly
drawn. The exact sources of charter and district school funding differences are difficult to identify
because issues such as district size and location as well as the characteristics of students served
tend to have overlapping effects on available revenues, making it difficult to place a discrete
dollar amount on any one source of funding differences.

These difficulties are further complicated by data quality issues that arise out of charter school
operators’ inexperience with PEIMS data requirements and inaccurate reporting of revenues and
expenditures. This report dealt with potential inaccuracies by omitting data that appeared unlikely
or questionable in terms of percentage difference between revenues and expenditures. In 2002-03,
the elimination of questionable charter school data substantially reduced the amount of charters’
average per-pupil revenues—from $9,342 to $8,324 per student in average daily attendance
(ADA). Charter school financial reporting improved in 2003-04, however, and fewer charters
were excluded from analyses. Because the charters omitted in 2003-04 had lower than average
per-pupil revenues, the elimination of their financial data increased the amount of charters’ per-
student ADA from $8,016 to $8,098.

Using corrected data, this report finds that Texas charter schools receive less in available revenue
than the state’s traditional district schools. On a per-ADA basis, charters received roughly 96
percent as much revenue as their traditional district counterparts in 2002-03 ($8,324 vs. $8,637, a
gap pf $313) and 93 percent as much in 2003-04 ($8,098 vs. $8,712, a gap of $614). The revenue
gaps are largely attributable to differences in facilities funding for the two types of schools, but
variances in attendance rates, local property wealth, and school funding formula provisions for
district size and scale also contributed to differences.

Facilities

Charter schools do not receive facilities assistance from the state and cannot levy a local debt tax.
Consequently, analyses of total revenue using all funds will show some advantage to traditional
districts. As a way to estimate the effects of facilities funding, we used debt service revenue as a
proxy for facilities funding for traditional districts. Results suggest that funding for facilities
largely explains the differences in per-pupil revenue between charters and traditional districts. For
traditional districts, debt service accounted for $658 and $685 of revenue per student in ADA in
2002-03 and 2003-04, respectively. These yearly figures are greater than the total per-pupil
revenue differences between charters and traditional districts.

Attendance

The difference between funding for charters and traditional districts is mitigated when
comparisons are made in terms of revenue per ADA rather than per enrolled student. Revenue
per ADA is a more appropriate comparison due to fluctuation in charter school attendance and
state funding formulas that are based on attendance. Charter schools generally have lower student
attendance rates than traditional public schools, and this impacts the level of state funding
charters receive. Because state funding is based on ADA, schools with low rates of attendance

21



receive less funding than schools with higher rates. Across the two comparison years, ADA for
traditional districts was 93 percent of enrollment compared to 87 and 86 percent for charter
schools. Thus, a small proportion of the difference in funding can be explained by the lower
student attendance rates in charter schools.

Funding reductions due to attendance are particularly acute for some Texas charter schools
because, like many states, Texas has encouraged charters to develop alternative programs for
students at risk of failure or dropping out. The characteristics that define at-risk students indicate
that such students frequently suffer from poor attendance habits as well as low academic
performance and increased dropout rates (TEC 29.081(d)). Thus, charter schools that design
programs for at-risk students may be penalized by school funding formulas that base funding on
ADA. In contrast, charters that design residential treatment and care programs for
severely at-risk students get a boost in revenues because Texas funds students enrolled in
residential programs at higher rates than non-residential students.

Students Served

The percentage of low-income students enrolled in the school appears to function in roughly the
same way for charters and traditional districts, and this is to be expected since the funding
formulas compensate for the number of children participating in the federal free and reduced-
price lunch program in much the same way for both types of schools. With a few exceptions,
revenue increases as the percentage of children living in poverty increases. The exceptions to this
rule are likely related to other variables that also impact school funding (size, property wealth, tax
effort) and may have some correlation with the percentage of students who are economically
disadvantaged.

Property Wealth

Although the state funding formulas mitigate the impact of property wealth on revenue across
traditional districts, high property wealth continues to provide a revenue advantage to some Texas
districts. Charters appear to be on relatively equal footing with many of the state’s non-wealthy
school districts, and variation across traditional districts based on property wealth is not out of
line with variation between charters and traditional public school districts.

The Costs of Schooling

Although charter schools receive the state average school size cost adjustment under the new
funding formula, charters are much smaller than the average Texas school district. Thus, because
charters do not receive a scale adjustment based on their own size, they tend to have less available
revenue than districts of a similar size (between $1,683 and $2,993 less per student in ADA in
2002-03 and between $1,754 and $2,857 less in 2003-04). Furthermore, most charter schools still
receive all or some of their funding under the pre-2001 formula, which bases size adjustments on
students’ resident districts. Since most charter school students come from urban resident districts,
the majority of charters funded under the pre-2001 formula do not receive the small size
adjustment. Funding differences, however, may also be accounted for by factors other than the
small size adjustment. For example, some of the small traditional districts included in
comparisons have local district property wealth that contributes to their higher per-pupil
revenues.
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These funding differences are further complicated by the larger proportion of charter schools
located in urban areas. Because urban charters face higher costs for their educational inputs and
generally do not receive size and scale adjustments, they frequently have less revenue to spend on
instruction than similarly sized traditional districts located in less expensive rural regions.

Funding charters at a level sufficient to provide equal revenue with traditional districts of a
similar size would have cost roughly $106 million in 2002-03 and more than $114 million in
2003-04. Such an adjustment might encourage the creation of smaller charter schools (i.e.,
districts)—thus, promoting the associated diseconomies of scale.

In summary, school funding formulas that provide revenues to charters based on the
characteristics of students’ resident districts or on state averages tend to overlook the charters’
own cost factors that arise because most charters are small urban schools that must compete with
larger, better funded urban districts.

Suggestions for Further Research

Findings from this study raise questions that deserve further investigation. First, the questionable
accuracy of financial data for many charter schools is a concern. Although there appears to be
improvement in data integrity from 2002-03 to 2003-04, the source of discrepancies between
revenues and expenditures for many charter districts warrants further investigation. It may also be
useful to determine if sufficient PEIMS data support exists for charters, particularly newer
charters that may be unfamiliar with state reporting procedures.

Second, although an analysis of charter school facilities was beyond the scope of this study, such
research would be useful in shedding light on the extent to which charters have been able to find
alternative sources of facilities funding (such as donated facilities). A greater understanding of the
effects of changes made to charter school facilities in 2001 would also be useful in determining
whether there is a need for additional program changes. Another issue of particular interest for
future research is the implication of the transition to the new, post-2001 charter school finance
system. In the years to come, more and more of the state’s charter schools will shift to a system in
which funding is tied to state averages rather than the characteristics of the student’s resident
district. It remains to be seen if the post-2001 system will increase or decrease the revenue gap
between charters and traditional public school districts.
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Glossary of Terms
|

Basic Allotment: A basic amount of per pupil funding to which each district is entitled upon
achieving a state effective tax rate of $0.86. The basic allotment is currently $2,537 (TEC
42.101).

Cost of Education Index: An index value for each school district that is multiplied by basic
allotment to adjust state funding for differences in cost related to the cost of employing teachers
in different parts of the state.

Effective Tax Rate: A calculated rate based on current-year maintenance and operations tax
collections divided by the prior-year state property values.

Equalized Wealth Level: The amount of property wealth per weighted student that triggers the
state’s recapture mechanism. It is currently set at $305,000 per WADA (TEC 41.002). This has
the effect of capping school district revenue per student.

Guaranteed Yield: The state’s method for providing equalized revenue in Tier Il. Through it,
each district is entitled to a guaranteed yield on each penny of tax effort per weighted student in
average daily attendance (ADA). Currently, the guaranteed yield is set at $27.14 (TEC 42.302).

Interest and Sinking Tax (I&S): A tax rate adopted for the purpose of repaying a bond issue that
was authorized by the voters (also referred to as the debt tax).

Maintenance and Operations Tax (M&O): A tax rate adopted for the purposes of funding the
maintenance and operations of the school district. For most districts, this rate is capped at $1.50
per $100 in assessed local property value.

Recapture: A payment of local property tax revenue to the state from a property -wealthy school
district (one with local property values in excess of $305,000 per weighted student in average
daily attendance (ADA).

Scale Adjustment: A series of adjustments to student counts that are designed to compensate
small and midsized school districts for costs associated with diseconomies of scale.

Weighted Average Daily Attendance (WADA): A count of ADA that is adjusted based on
student program participation, the scale adjustment, and the cost of education index.
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