
                 School District Finance and the Loss of Mission Objectives

Often, one hears that administrative expenses consume too much of the revenue and resources available to support the mission of public enterprises. In order to examine the actual expenditures of multiple public entities, we obtained access to the annual financial reports of 48 school districts in the northwest region of New York State and we developed a financial comparative model that attempted to control for differences in local control and decision making ability about school finance issues in three functional areas of the municipal report: administration, operations and instruction. This study offers a methodology to compare school district expenditures across multiple regions of the world whether or not the finance program has local control or federal control of all expenditures. Furthermore, our study examined the relationship between the School Business Administrator’s actual use of computer technology and the level of administrative, operational, and instructional expenditures as a percent of the total general fund expenditures. 

The participants in this study were limited to the School Business Administrators in the following five counties in the western part of New York State:  Allegany, Cattaraugus, Chautauqua, Erie, Niagara, and Orleans.   The School Business Administrator from the City of Buffalo was excluded due to the size of district.   Of the 82 possible respondents, 48 returned their surveys.  Of the 48 respondents, 28 (58%) were male and 20 (42%) were female.  Twenty-seven respondents (56%) were certified through a university or college degree program and 21 (44%) were civil service approved.  The School Business Administrators who participated in this study had a wide range of ages, years of experience, years of computer technology use and hours of computer technology training.

Expenditure information was gathered by using the 2002-2003 School District Annual Finance Report to New York State Department of Education (ST-3) from each district. The expenditure data from the ST-3 reports was entered into an excel spreadsheet.  There was a dollar amount recorded for the expenses reported in three categories: Administration, Operations, and Instruction.  The three portions were added together to create a total for these categories.  There was a percentage calculated for each section by taking the total expenses for that section divided by the total of the three categories.

Expenditure Data

The expenditure data of each school district was gathered from the school district’s 2002–2003 Annual Financial Report (ST-3).  Every school district in New York State must file an ST-3 with the State Education Department by September 2nd of each year (Hyary, 2003).  This report showed final expenditures of the school district by budget code (Table 1). 

For this study, Administration was defined as all expenses reported in the ST-3 on lines #17 titled Total Board of Education AT1099.0, #55 titled Total Finance AT1399.0, #83 titled Total Staff AT1499.0 and #127 titled Total Special Items AT1998.0.   Furthermore, Operation was defined as all expenses reported in the ST-3 on lines #113 titled Total Central Services AT1699.0 and Instruction was defined as all expenses reported in the ST-3 on line #298 titled AT2999.0 Total Instruction.  In addition, the

Table 1 

Expenses Codes from ST-3

	Area of Expenditure
	Line Number in ST-3
	Budget Code in ST-3
	Title

	Administration
	17

55

83

127
	AT1099.0

AT1399.0

AT1499.0

AT1998.0
	Total Board of Education

Total Finance

Total Staff

Total Special Items

	Operations
	113
	AT1699.0
	Total Central Services

	Instruction
	298
	AT2999.0
	Total Instruction

	Excluded
	318

346

357

428

436
	AT5599.9

AT8099.0

AT9098.0

AT9898.0

AT9959.0
	Pupil Transportation

Community Services

Employee Benefits

Debt Service

Interfund Transfers


expenses reported in the areas of Pupil Transportation AT5599.0 line #318, Community Services AT8099.0 line #346, Undistributed Expenditures – Employee Benefits AT9098.0 line #357, Undistributed Expenditures – Debt Service AT9898.0 line #428, and Undistributed Expenditures – Interfund Transfers AT9959.0 line number 436 were excluded for this study.  These expenses were excluded because they were not at the discretion of the School Business Administrator or they were a function of the size of the student population and land area.  Often the excluded expenses were set by outside organizations and the school had little discretion in how much they would spend in these areas.  

School Administrative Costs

Researchers have tried to define school efficiency.  Little is known, about the efficiency of educational organizations when examined beyond the traditional cost-minimization framework (Rolle, 2003).  Frumkin and Kim (2001) have determined efficiency can be measured by the ratio of administrative expenses to total expenses in a given year.  This is the most common way to measure administrative efficiency in not-for-profit organizations since efficiency would limit waste and focus financial resources towards the support of the main function of the organization (Frumkin & Kim, 2001).  For schools the main focus is instruction.  Therefore, in this study, the efficiency of a school district will be measured by percent of the total budget that is spent on instruction.  The more a district spends for administration and operational functions, the less it has to spend on teaching and learning which are the main focus of schools.  

Many believe that large portions of education dollars are consumed by administrative inefficiency (Odden, Monk, Nakib, & Picus, 1995).  In response to this belief, the Finance Center of the Consortium for Policy Research in Education (CPRE) has looked into where revenue comes from, how money is distributed and how schools and districts spend the money (Odden et al., 1995).  The study found that expenditures for administration are modest on average.  CPRE also reported there are slight differences among school districts, but that high spending districts tend to spend money in the same proportions as low-spending districts (Odden et al., 1995).  Tight budgets and cuts to instructional programs were more often caused by ever increasing costs for benefit and pension plans ("The Good, the Bad and the Ugly," 2004).  The research documented that although administrative spending is relatively modest, it is viewed as questionable at any level because it reflects uses of education dollars that are unlikely to directly improve student learning (Odden et al., 1995).  


According to data provided by the National Center for Education Statistics (2003), the average school district in the United States of America spends about 60 percent of their total budget on Instruction and 30 percent of the budget is spent on Instructional Supports, such as operations and maintenance, transportation, and food service.  The remaining 10 percent of the budget is spent on central office and building level administration (Odden et al., 1995).   In New York State, the averages are slightly different. An average New York State school district spends 68 percent of the budget on instruction, 29 percent on Support services and 3 percent on Administration (Dianis, 2004).   

Findings

 
The findings of this study indicated that School Business Administrators who were certified managed budgets with a lower percentage of administrative expenditures from the total general fund expenditures than their civil service counterparts.   In addition, a significant correlation was found between both administrative and operational expenditures as a percent of total included general fund expenditures and instructional expenditures as a percent of total included general fund expenditures.   

How does the level of administrative, operational and instructional expenditures as a percent of total included general fund expenditures differ between districts with School Business Administrators who are certified and School Business Administrators who are civil service approved?

An independent t test was conducted to evaluate if the level of administrative, operational and instructional expenditures as a percent of total included general fund expenditures differ between districts with School Business Administrators who are certified and School Business Administrators who are civil service approved.  The test shown in Table 2 did not show a significant difference between the percentages of the certified and civil service approved School Business Administrators for the operational and instructional expenditures.   

The t test did show a significant difference, t (44) = -2.02, p = .05, for the level of administrative expenditures as a percent of total included general fund expenditures between districts with School Business Administrators who are certified and School Business Administrators who are civil service approved.  Certified School Business Administrators (M = 4.30, SD = 1.22) on the average spent less on administrative expenses as a percent of the total included general fund expenditures than those School Business Administrators are civil service approved (M = 5.06, SD = 1.32). 

Generally, there were no significant statistical differences between the percent of the certified and civil service School Business Administrators for operational and instructional expenditures.  However, there was an important statistical finding School Business Administrators who were certified had, on average, lower administrative expenditures as a percent of the total general fund expenditures than civil service approved School Business Administrators.

Table 2

Independent Samples Test of Certified and Civil Service Approved School Business Administrators and Percent of Expenses

	
	Certified
	Civil Service
	
	
	

	
	N
	M
	SD
	N
	M
	SD
	t
	df
	p

	Administration
	26
	4.30
	1.22
	20
	5.06
	1.32
	-2.02
	44
	.050

	Operations
	26
	12.07
	2.07
	20
	11.56
	2.24
	.80
	44
	.428

	Instruction
	26
	83.63
	2.25
	20
	83.39
	2.37
	.36
	44
	.720


What relationship is there among the level of administrative, operational and instructional expenditures as a percent of the total included general fund expenditures and the following:  years of technology use, hours of technology training, age, years of experience as a School Business Administrator and the three categories of:  actual basic, actual job specific, actual information sharing as reported by the School Business Administrator?

The responses to one of the variables in this question, hours of technology training, did not fall within normal distribution.  The skewness was computed to be 2.27 and the kurtosis was 5.52.  Therefore, the item was transformed using a logarithm to become normally distributed.  A correlation matrix was then computed to analyze the differences among the variables.  The correlation coefficient (r) indicated the degree that the variables were linearly related and r2 is used to explain the variance.  The results of the correlation analyses are shown in Table 3.  This matrix indicated that the combinations of expenditures tended to be related.   There were also positive relationships among years of computer use, hours of computer training and actual use of computer technology as an administrative tool.  Additionally, there was a significant positive correlation between age and years as a School Business Administrator.  Age accounted for 39.2 percent of the variance in years as a School Business Administrator.
 

There were significant statistical correlations between the percent of administrative expenditures and percent of operational expenditures with the percent of instructional expenditures.   Administrative expenditures accounted for 15.1 percent of the variance in instructional expenditures.  Likewise, operational expenditures accounted for 68.6 percent of the variance in instructional expenditures. Hours of computer training accounted for 12.4 percent of basic computer technology usage, 7.9 percent of job specific computer technology usage and 28.5 percent of information sharing.  Hours of computer technology training also tended to be negatively related to administrative expenditures as a percent of the total included general fund.  Therefore, as the amount of technology training increased, the level of administrative expenditures decreased.  

Hours of computer technology training accounted for 14.5 percent of the variance in the percent of administrative expenditures.   

The most important insights in these relationships are revealed by the strongest correlations.   This analysis demonstrated that strongest relationships in this study were as follows: (1) operational expenses accounted for 68 percent of variance in instructional expense as revealed in the inverse relationship of r = -.83, (2) actual basic computer technology use accounted for 34 percent of the variance in job specific technology usage and (3) hours of computer training accounted for 28 percent of the variance in actual use of technology for information sharing.

Table 3

Correlations Among Expenditures, Demographics and Technology Usage

	
	
	Admin. 
	Opr. 
	Instr. 
	Yrs. Comp. Use
	Hrs. Comp. Train.
	Age
	Yrs. as SBA
	Basic Actual
	Job Spec. Actual

	Opr. 


	r

r2 (%)
	-.20 3.89   
	
	
	
	
	
	
	
	

	Instr. 
	r

r2 (%)
	-.39 15.1
	-.83 68.60
	
	
	
	
	
	
	

	Yrs. Comp. Use
	r

r2 (%)
	-.01 0.00
	.10 1.10
	-.09 0.80
	
	
	
	
	
	

	Hrs. Comp. Train.
	r

r2 (%)
	-.38

14.52
	.09 0.88
	.13 1.56
	.46 21.44
	
	
	
	
	

	Age


	r

r2 (%)
	-.10 1.0
	.05 0.20
	.01 0.01
	-.03 0.09
	-.02 0.04
	
	
	
	

	Yrs. as SBA


	r

r2 (%)
	-.08 0.60
	-.08 0.60
	.12 1.40
	.10 1.10
	-.02 0.04
	.63 39.2
	
	
	

	Basic Actual


	r

r2 (%)
	.25 6.20
	-.14 2.0
	-.01 0.01
	.40 16.1
	.35 12.46
	-.18 3.30
	.01 0.01
	
	

	Job Spec. Actual
	r

r2 (%)
	.03 0.10
	.08 0.60
	-.09 0.80
	.42 17.6
	.28 7.90
	.01 0.00
	-.04 0.20
	.59

 34.20
	

	Info. Shar. Actual
	r

r2 (%)
	-.01 0.01
	.05 0.20
	-.04 0.10
	.34 11.80
	.53 28.52
	-.26 6.80
	-.11 1.10
	.52

 26.70
	.54 29.20


There was a significant statistical negative correlation between the percent of administrative expenditures  (r = -.39) and the percent of instructional expenditures.   Administrative expenditures accounted for 15.1 percent of the variance in instructional expenditures and demonstrated that as administrative expenses rose, funds expended for instruction declined.   

Administrative Expenditures


Little has been written about the efficiency of educational organizations because usually, they can not be analyzed in the same way as profit seeking organizations (Rolle, 2003).   Ball and Goldmand (1997) stated that a productive educational system would focus all its energies on a limited number of clearly defined, stable goals and align its function to achieve the goals.  A study conducted by Riggs and Thompson (2000) of the National Association of College and University Business Officers found that colleges that gave budget emphasis to instruction and academic support had students who achieved higher scores on individual academic performance standards. They noted that in this time of public scrutiny of schools it was important to increase public confidence with evidence that they focus on their primary mission, instruction (Riggs & Thompson, 2000).  


Manley, Manley, and Rudiger (2000) suggested that financial assessments of schools must examine distribution of funds for administration, operations and strict instructional expenditures. This study determined there was a range of percents of total budgets allocated to instruction in one region of a state.  The districts that were evaluated demonstrated that between 78 and 88 percent of the total included general fund was spent on instruction.  The other monies were used on either administration or operations.  The data in this study demonstrated there was a negative relationship between the amount spent toward instruction, the main focus of school, and the amounts spent on administration and operations.  The more the districts assigned expenditures in Administration or Operations, the less they had to spend on Instruction.   More importantly, the area of the expenditures with greatest negative influence on instructional expenditures was operations.  School districts need to control fluctuations in operational budgets including cost for unusual use of buildings.  Growing costs in these functional areas of the budget can adversely affect the funds available to support instruction. It seems reasonable to speculate that other areas of the United States and other countries could benefit from closer examinations of the variance in the cost of operations among municipal enterprises that operate in close proximity to one another.

This study showed that percent of administrative expenditures was higher for Civil Service licensed Chief Financial Officers (CFO) than it was for the university trained CFO. The data supported the fact that School Business Administrators who were university certified had significantly lower administrative expenditures as a percent of total included general fund expenditures than those who were civil service approved. This in an important finding when viewed in the light that the percent of administrative expenditures has a negative relationship to the percent of the total included general fund available for instruction.   

If municipal services and especially, school districts are to be effective, they must use their limited resources more efficiently and monitor their operational expenditures. At a time when the world is “becoming flat” (Friedman, 2005), education is the one ingredient that will determine the future well being of every nation and school systems must operate so that the primary mission is unhindered by operational ignorance or malfeasance. Comparative analysis of budget expenditures in specific functions across neighboring school districts will reveal the benchmark districts that represent model performance provided that the achievement of their students continue to be at the most competitive levels. At some point, the educational outcomes of the students must be examined simultaneously with the finance functions of the districts if one is to truly assess the effects of finance practices. In order to conduct such studies, districts will have to share their student and financial data with appropriate research centers. In New York State, the data bank has been established. The public policy for access to student and financial data that has been secured and in which individual student identities are protected has not been initiated. Until we have public officials sufficiently informed so that they can write policy to guide research and make a difference in the quality of the data available for long term decisions, we will continue to report enormous amounts of information that has little or no meaning for our daily lives.  In his book, Running on Empty, Peter G. Peterson notes that by 2040, “the college age youths will grow to only 20.3 million while the number of elderly will swell to 77.2 million” (p. 57). Public funds for schools will be in direct competition with federal mandates for the support and care of the elderly who will comprise the majority of the voting population. School efficiency coupled with more effective and less costly instructional techniques will be a necessary priority long before 2040. Federal policy needs to be enacted to reward efficient schools and a greater emphasis on mathematics and science knowledge must be part of the reward system that the federal government extends to schools. Punishments enacted by the United States Congress in the No Child Left Behind legislation for schools that fail to achieve average yearly progress in language arts and mathematics do not address the financial issues nor the true academic needs of students. In fact, the financial issues the public schools face in the next twenty-five years in the United States are interwoven with the funding and taxation issues that the federal and state governments face with support for social security, Medicare assistance for those over sixty-five years of age, and the dependent poor who will receive Medicaid assistance. No segment of the social support system can ignore its responsibility to find efficient and effective ways to deliver its services. Anything less than excellence in the delivery of social services will result in extreme failure for social support systems whose financial resources will be severely limited by 2010. Public schools can do their part. However, if we do not have visionary leaders in the United States Congress and State Governorships who look to the future twenty years ahead of their time, our financial system of social support is likely to fail.   
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