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Executive Summary

In August 2004 the first ever federally funded
school voucher program began in Washington,
D.C. Eligible students could attend a private
school of their choice in the District of Columbia.
Each participant received up to $7,500 for school
tuition, fees, and transportation. In addition, the
D.C. Public School System (DCPS) and D.C. char-
ter school system each received $13 million in fed-
eral grants to improve their programs.

This study examines the fiscal impact of the
voucher program on DCPS and the District of
Columbia. The program is currently funded by
the federal government and creates a net inflow
of funds to both the District and DCPS. This
study also examines the fiscal impact of the pro-
gram under several proposed changes to the law.
Those scenarios include funding the program
locally, making it universally available to all D.C.
public school students, and expanding capacity
by including regional private schools.

Our findings include the following:

® The current program saves the city nearly
$8 million, mostly because it is federally
funded and includes a federal grant to pub-
lic schools.

® If federal grant subsidies were withdrawn
and the program were locally funded, the
city would still save $258,402 due to the
greater efficiency of school choice.

® A locally funded universal program would
maximize the economic benefits of school
choice, saving $3 million.

® The process by which both DCPS and its
schools are funded is not conducive to efti-
ciency or excellence. The voucher program
currently allows the central administration to
retain an even higher share of overall funding
than it did previously, leaving the manage-
ment of reduced expenditures predominately
at the school level. A universal school choice
program could help to put a larger share of
resources into the hands of schools.

Susan L. Aud is senior fellow at the Milton and Rose D. Friedman Foundation. Leon Michos is an adjunct profes-

sor of economics at George Washington University.



Introduction

In the second half of the 20th century,
many traditionally monopolistic sectors of
the U.S. economy, such as the telecommuni-
cations and airline industries, were privatized
in order to improve efficiency. Other govern-
ment monopolies, such as the U.S. Postal
Service, began to face competition in the
form of entrepreneurial corporations that
saw an opportunity to capture market share
from the public sector by providing higher-
quality service at a lower cost. Fortunately for
U.S. consumers, we can now pay virtually
nothing for long-distance telephone service,
fly cross-country for less than the cost of the
gasoline to drive, and have packages delivered
overnight.

Nonetheless, one government bastion still
holds a near total monopoly on its customers,
requires a larger and larger share of tax dollars
each year, and faces a constant stream of criti-
cism for the declining quality of the product it
provides. The U.S. public education system
has become a self-protective bureaucracy
whose only solution to declining performance
is increased funding and then, when that fails,
more increases in funding,

Another solution, initially proposed in the
1950s, has gained ground in the last decade.
It is now being tried in several school dis-
tricts, although often without public fund-
ing. That solution is to open the public edu-
cation system to competition by allowing
consumers to take their educational dollars
with them to the public or private schools of
their choice.' The premise is that schools will
be forced to improve both quality and effi-
ciency in order to successfully compete for
students and the funds they generate.

A completely open program of publicly
funded school choice has yet to be attempted in
the United States. Strong opposition from local
teachers’ unions and successful court chal-
lenges have prevented some states from imple-
menting even limited programs, regardless of
parental support.” Nonetheless, limited pub-
licly funded voucher programs have been oper-
ating for 15 years in Milwaukee and for nearly a

decade in Cleveland. The state of Florida has
established two limited programs—one for stu-
dents in consistently failing public schools and
the other for special-needs students.

The unique characteristic of congressional
oversight in the District of Columbia, however,
allowed for a national debate and the passage
of a federally funded pilot program for the city.
The D.C. Opportunity Scholarship program,
passed by Congress and signed by the presi-
dent in January 2004, provides tuition vouch-
ers of up to $7,500 for low-income children to
attend private schools in the District.

As this program is intended to provide a lab-
oratory setting for future voucher programs, its
academic impact on participants is being close-
ly assessed.” The fiscal impact, however, has not
yet been thoroughly analyzed. This paper exam-
ines how the D.C. voucher program has affect-
ed the city’s finances as well as those of the D.C.
Public School System (DCPS) and its schools.
The first section describes the motivation and
history behind the D.C. voucher legislation and
provides a detailed summary of both the vouch-
er law and D.C. public education funding
mechanisms. There follows an examination of
the fiscal impact of the voucher program on
D.C. educational funding in 2004-05, the first
year of the voucher program. Several proposed
changes to the program, such as local funding
or expansion of the program, are then consid-
ered. The paper concludes with a discussion of
how to optimize the fiscal impact of the pro-
gram.

Motivation behind the D.C.
Voucher Program

DCPS faces myriad problems: declining
enrollment, crumbling facilities, high crime
rates, repeated claims of fraud and waste, and—
most important—notoriously low educational
achievement. Those problems, which have per-
sisted for more than a century, currently seem
to be approaching crisis level."

In the spring of 2005, 80 percent of 10th
grade students at DCPS high schools failed the
Stanford-9 basic-skills test in math (scoring at

The U.S. public
education system
has become a
self-protective
bureaucracy
whose only
solution to
declining
performance is
increased

funding.



In the 2000-01
school year, DCPS
had total
expenditures of
$15,196 per
student, well over
the national
average of $9,360
for that year.

the “Below Basic” proficiency level), and 57 per-
cent failed in reading’ Similarly, on the
National Assessment of Educational Progress
(NAEP), used to compare achievement be-
tween states, 64 percent of 4th graders and 71
percent of 8th graders failed in math in 2003.°
Adding insult to injury, that dismal perfor-
mance is purchased with nearly the highest per
pupil spending of any district in the nation. In
the 2000-01 school year, DCPS had total
expenditures of $15,196 per student, well over
the national average of $9,360 for that year.”

Not surprisingly, when parents were given a
no-cost option of removing their children from
DCPS schools and placing them in public char-
ter schools in 1997, they began leaving in droves.
The enrollment mix went from 77,000 DPCS
students and 300 charter school students in
1997-98 to 64,000 DCPS students and 14,000
charter school students in 2003-04.° The strong
desire of parents to exert control over their chil-
dren’s education, coupled with the continued
downward spiral of DCPS, led some local lead-
ers to give their support to the voucher option.
Kevin Chavous, a D.C. Council member and
strong supporter of public schools, recognized
that external pressure was going to be the only
way to improve D.C. schools.”

District of Columbia School
Choice Incentive Act of 2003

After substantial debate at both the local
level and in the U.S. Congress, the D.C. School
Choice Incentive Act of 2003 was signed into
law in January 2004 as part of the Consolidated
Appropriations Act of 2004. The act established
the first ever federally funded K-12 voucher pro-
gram. The program is targeted at low-income
families, and the act established a five-year pro-
gram that allows participating students to
attend private schools of their choice within the
District of Columbia. Eligible students are pro-
vided with scholarships of up to $7,500 that
can be used to pay for tuition, fees, and trans-
portation.

A maximum of $14 million in scholarships
is provided for each fiscal year, and no more

than 3 percent of that amount may be used for
the administrative purposes of operating the
program. Furthermore, the D.C. School Choice
Incentive Act provides an additional $13 mil-
lion for DCPS and $13 million for District of
Columbia charter schools. Those additional
funds were intended to allow DCPS and charter
schools to upgrade their facilities and improve
their academic programs. Information on the
use of those federal grant funds was not obtain-
able at the time of publication.

D.C. Public School System
Budgeting Process

Typically, public schools in the United
States receive a majority of their funding from
local and state sources, with a smaller portion
coming from federal grants. Through a system
of funding formulas, local and state revenues
are distributed to school districts, which in
turn distribute those revenues to schools with-
in their jurisdictions. Local school boards have
the responsibility of regulating schools within
their districts, and the task of regulating the
school districts is left each state’s education
agency.

The District of Columbia is not a state and
has only one school district. Thus DCPS acts
in the capacity of a local education agency and
is overseen by the State Education Office
(SEO), created in July 2000 as part of the
Executive Office of the Mayor."’ Furthermore,
because the District is not a state, all of its gov-
ernmental revenue is received from local and
federal sources.

Local revenues are appropriated annually
by the mayor and the D.C. City Council
through the city’s budgeting process and
must be approved by Congress. Local funds
are distributed to the SEO and are used to
operate both public and charter schools with-
in the District of Columbia. In addition, a
portion of the local funds is used by the SEO
to fund administrative agencies and to pro-
vide additional funding for students with spe-
cial educational needs. The District also
receives education funding from private



sources and from intradistrict transfers.
Intradistrict transfers are generally federal for-
mula grants allocated to D.C. for the adminis-
tration of federal programs, such as the school
lunch program, and to reimburse schools for
Medicaid-eligible costs."

In fiscal year 2005 D.C. allocated a total of
$943 million to DCPS. A majority of that
funding ($760 million) came from taxes via
local appropriations. Federal revenue and pri-
vate sources accounted for $128 million, while
the remaining $54 million was intradistrict
transfers.'? Of the total revenue, DCPS distrib-
uted roughly half ($426.7 million) directly to
schools for current operating expenditures,
the SEC retained $192.4 million, and DCPS
reserved the remaining $324 million for cen-
tral administration.””> DCPS central adminis-
tration allocated just over half of its amount
to special education ($103.4 million) and
transportation ($66.3 million)."

Like most states, DCPS relies on spending
formulas to collect and distribute revenues on
the basis of the number of students enrolled.
Unlike most states, however, the District uses
two separate funding formulas to accomplish
those tasks, and the two formulas are dissimi-
lar in many ways. The first formula, referred to

as the Uniform per Student Funding Formula
(UPSFF), is the main mechanism used to dis-
tribute local revenues from the District of
Columbia to DCPS and D.C. charter schools.
The second funding formula, referred to as the
Weighted Student Formula (WSF), is used to
distribute local revenues from DCPS to each
public school within the District of Columbia.
Both formulas are based on student counts
and therefore represent what the D.C. City
Council and the D.C. School Board, respec-
tively, consider to be the amount of variable
funding required to educate an additional
public school student.

The Uniform per Student
Funding Formula

The UPSFF is used to ensure that local
resources are distributed equitably among
public and charter schools within the District
of Columbia. The formula is based on school
enrollment in October of the prior school year,
multiplied by a base funding level. The base
funding level is then multiplied by add-on
weights, depending on student grade levels
and characteristics (Table 1).

Table 1

UPSFF Category Weights

Category Add-on Weight
Pre-kindergarten 1.17
Kindergarten 1.03
Grades 1-3 1.03
Grades 4-5 1.00
Grades 6-8 1.03
Grades 9-12 1.17
Ungraded elem./middle/junior high 1.03
Ungraded senior high 1.17
Special education level 1 (add-on) 0.55
Special education level 2 (add-on) 0.85
Limited English proficiency (add-on) 0.40

Source: D.C. code division VI, title 38, subtitle X, chapter 29, subchapter I.
Note: Additional weights exist for special education schools, adult education, special education level 3 and level 4, res-

idential special education, and summer school.

The D.C. School
Choice Incentive
Act of 2003
established the
first ever
federally funded
K-12 voucher
program.



Table 2

The base level of funding each student
received for 2004-05 was $6,903.60."> Add-on
weights were associated with grade level, spe-
cial educational needs, and limited English
proficiency. Each add-on weight is multiplied
by the base level to come up with the level of
local funding for that specific category.

The grade-level-adjusted figures ranged
from alow of $6,903.60 for students in 4th or
5th grade to $8,077.21 for high school stu-
dents. The average across all student types
was $8,532. That was the amount allocated
when students came to DCPS and the
amount deducted when they left because of
either graduation or moving to another
school.

The Weighted Student
Formula

Although the UPSFF is the mechanism
used to distribute funds from the city gov-
ernment to DCPS, the D.C. School Board
created its own formula, the WSF, to distrib-
ute funds from DCPS to local schools. The
purpose of that formula is to give principals
substantial financial control over their
schools and make them accountable for their
expenditures. In fact, more than 90 percent
of all school-level funding is distributed by
the WSF formula.

The base amount for the WSF is $4,620
per student, only about 67 percent of the

WSF Weights by Type of Student

base amount of $6,903.60 per student under
the UPSFF. That indicates that DCPS central
administration retains nearly one-third of
the variable funding it receives from the city
government. In addition, the base amount of
the WSF has been flat for the last three years,
while the base amount of the UPSFF has
increased by nearly 8 percent over the same
time. That means an even larger proportion
of the base amount of the UPSFF is being
retained for central administration, and a
smaller proportion is being allocated to the
schools."®

Like the UPSFF, the WSF relies on weights
that take into account student grade level,
special educational needs, and limited
English proficiency. The WSF grade-level
weights, however, are different from those in
the UPSFF. Whereas 4th and 5th graders are
weighted at 1.0 in the UPSFF, with students
in other grades receiving more, students in
grades 6-12 are weighted at 1.0 under the
WSF (Table 2). The WSF includes an add-on
weight for low-income students, as defined
by enrollment in the free and reduced lunch
program. Furthermore, WSF weights associ-
ated with special educational needs, free and
reduced lunch, and limited English profi-
ciency vary by grade level, which is not the
case with the UPSFF.

The weighted student formula is intended
to tie resources to students and to provide local
schools with a high degree of flexibility in

responding to student needs. The role of cen-

Category Preschool Kindergarten =~ Grades -3 Grades 4-5  Grades 68 Grades 9-12  Nongraded
Basic level funding 1.19 1.19 1.06 1.01 1.00 1.00 1.06
Special education level 1 1.55 1.55 0.62 0.62 0.50 0.50 1.55
Special education level 2 1.55 1.55 0.62 0.62 0.50 0.50 1.55
Special education level 3 2.34 2.34 1.56 1.56 1.56 1.56 2.34
Special education level 4 3.12 3.12 3.12 3.12 3.12 3.12 3.12
ESL (add-on) 0.56 0.56 0.56 0.56 0.56 0.56 0.56
Free/reduced lunch (add-on) 0.09 0.09 0.09 0.09 0.10 0.10 0.09

Source: District of Columbia Public Schools: FY 2005 Operating Budget, p. 399, www.k12.dc.us/dcps/budget/FY05docs/DCPS_FY2005 Propsed-budget.pdf.



tral administration is to assist school princi-
pals and, at the same time, allow them the flex-
ibility necessary to target specific needs. In the-
ory, such flexibility increases efficiency because
schools are allowed to respond to changing cir-
cumstances. Competitive pressure to maintain
enrollment should be a driving force that moti-
vates principals to design programs that best
meet the needs of their students. If students
were allowed to choose which DCPS school to
attend, the formula would work as a voucher
program within DCPS. Since students are
assigned to schools by attendance zones, the
student-centered funding system does not pro-
duce the same healthy competitive effects as a
voucher program.

In the absence of school choice, many
problems have arisen as principals have faced
continual declines in enrollment. One such
problem is that principals have reduced their
teaching staffs in order to retain administra-
tive staff."” Consequently, more than 15,000
elementary school students in the District
attend a school without an art teacher, and
12,000 have no music teacher. Also, the stu-
dent weights allow schools to increase their
funding simply by reclassifying regular stu-
dents as special-education or LEP students.
That method of funding special-education
and LEP programs creates an incentive for
school principals to identify an increasing
number of students as disabled or LEP and
therefore in need of special services."®

The problem is not necessarily the formula;
it may be due to a lack of market pressure
caused in part by the absence of school choice.
If public schools were open to parental choice,
the WSF would be a good way to distribute
funds because principals would work to
attract and keep students in order to increase
their funding. However, declining enrollment
over the past decade has led the D.C. School
Board to question whether schools should
continue to be 90 percent variably funded.
Although the recent voucher program repre-
sents another form of exit for students, as will
be discussed in the next section, it is far from
the underlying cause of fiscal difficulties for
DCPS principals.

Fiscal Impact of the D.C.
Voucher Program

Given that the costs of the D.C. voucher
program are fully paid by the federal govern-
ment, it stands to reason that the D.C. govern-
ment would gain financially from the pro-
gram. The D.C. government no longer has to
provide UPSFF revenue to DCPS for each stu-
dent participating in the voucher program.
While the D.C. government unambiguously
gains from the program, it is less clear whether
the same holds true for DCPS. DCPS loses
UPSFF revenue on each voucher student, as it
would on any student who left the system, but
it gains $13 million from the federal grant that
is part of the voucher program. If the reduc-
tion in UPSFF revenues is less than the $13
million federal grant, then DCPS gains from
the voucher program. In addition, DCPS no
longer has to bear the cost of educating the
students who leave.

Impact on D.C. Government and DCPS
Revenue

When students and their parents choose to
participate in the D.C. voucher program they
are no longer counted in the enrollment totals
of the UPSFE."” Therefore, the D.C. govern-
ment is no longer obligated to provide DCPS
with $6,903.60 per student in base funding,
plus the weighted add-ons required by the for-
mula. That is no different from what happens
when a student leaves for a charter school or
moves out of the District. Students using
vouchers do receive as much as $7,500 to attend
the private schools of their choice, but those
funds come from the federal government, not
the District. Therefore, every student who par-
ticipates in the program saves the D.C. govern-
ment the corresponding UPSFF amount.
Those funds can be either returned to taxpayers
or spent on other public needs.

In 2004-05, the first year of the voucher pro-
gram, 1,027 students chose to participate in the
program rather than attend their assigned pub-
lic schools.”® Most of those students were con-
centrated in the lower grade levels, with 72 per-

Competitive
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enrollment
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motivates

principals.



Table 3

UPSFF Comparison
DCPS Students DCPS and Voucher Students

Category Weight No. Students Total USPFF No. Students Total USPFF
Prekindergarten 1.17 4,417 $35,680,862 4417 $35,680,861
Kindergarten 1.03 4,897 $34,821,897 5,043 $358,60,590
Grades 1-3 1.03 14,820 $105,382,810 15,192 $108,027,993
Grades 4-5 1.00 10,183 $70,299,739 10,411 $71,873,759
Grades 6-8 1.03 12,834 $91,261,296 13,062 $92,882,537
Grades 9-12 1.17 13,124 $106,002,217 13,177 $106,430,309
Ungraded K—5 1.03 336 $2,389,198 -336 $2,389,198
Ungraded 9-12 1.17 1,038 $8,384,146 -1,038 $8,384,146
LEP (add-on) 0.40 5,341 $14,748,851 5,416 $14,955,959
Special ed. level 1 (add-on) 0.55 1,678 $6,371,332 1,724 $6,545,994
Special ed. level 2 (add-on) 0.85 2,515 $14,758,171 2,561 $15,028,102
DCPS enrollment 61,650 62,677

DCPS UPSFF revenue $490,100,518 $498,058,920
Savings to D.C. from voucher program $7,958,402

Note: The base formula amount for all students is $6,903.60.

cent attending kindergarten through Sth
grade®! There were only 53 high school stu-
dents who were able to participate in the pro-
gram. That is likely due at least in part to the
limited amount of excess space immediately
available in the District’s private secondary
schools. Although information on special-
needs students is limited, approximately 9 per-
cent of the voucher students, or 92 students,
have special needs. For purposes of our analysis,
we assume that those students would be evenly
divided between Level 1 and Level 2, as students
in the higher need levels are not likely to be able
to find a suitable program for $7,500. Finally, it
should be noted that some of those students
attended private or charter schools prior to the
inception of the voucher program.

UPSFF funding for 2004-05 was based on
the October 2003 enrollment counts. In October
2003 there were 61,650 DCPS students.”* Some
of those students undoubtedly left DCPS to par-
ticipate in the voucher program in 2004-05, but
DCPS would have continued to receive full fund-
ing for those students during their first year in
the program. However, as that provision has only
a one-year impact, and the number of voucher

students in the prior-year enrollment count is
unknown, for the sake of simplicity, we assume
that no students were dually funded. This yields
the most aggressively negative estimate of the
potential effect on DCPS finances.

To determine how voucher students changed
the total UPSFF revenue allocated to DCPS from
the D.C. government, it is necessary to determine
how much UPSFF funding they represent. In
Table 3 the total UPSFF revenue associated with
each weighted category under the current vouch-
er program (column 4) is compared to what
UPSEFF revenue would have been without the
program (column 6). With the current voucher
program in place, D.C. would have needed to
allocate roughly $490 million to DCPS, rather
than the $498 million required without the
voucher program.” In other words, the voucher
program saved the D.C. government almost $8
million. DCPS had its UPSFF revenue reduced
by that amount because it enrolled 1,027 fewer
students.**

Although the UPSFF revenue received by
DCPS was reduced by nearly $8 million, overall
revenue to DCPS actually increased, due to the
federal grant of $13 million provided to DCPS



to improve school facilities. Therefore, the cur-
rent voucher program netted DCPS a $5 mil-
lion gain. Furthermore, average spending per
student is higher with the voucher program
than without the program, as will be demon-
strated below. Considering only UPSFF rev-
enue, average spending per student increased
slightly from $7,946 ($498 million for 62,677
students) without the program to $7,950
($490 million for 61,150 students) with the
program.

The voucher program saves the D.C. gov-
ernment money and at the same time has a
positive effect on DCPS revenues. DCPS rev-
enue increases because of the federal grant
that is part of the program. However, that
additional support essentially negates the
oft-cited rationale for voucher programs—
that creating competition will induce the
public schools to operate more efficiently.
Any competitive effect depends on public
schools facing the prospect of smaller overall
budgets if they lose students to vouchers.
When schools do not face any budgetary con-
sequences if they lose students, vouchers do
not create a competitive effect. As a result, the
idea that a voucher program can provide the
rising tide that lifts all boats is not coming
into play in the D.C. voucher program, and,
therefore, not only are the program’s total

Table 4

costs much higher than necessary, but the
program is not creating an incentive for
DCPS to better manage its finances.

Impact on School-Level Finances

In addition to having an impact at the dis-
trict level, voucher students have an effect on
the amount of funds distributed to schools.
That effect is all the larger because the D.C.
School Board has chosen to fund schools
almost entirely on the basis of enrollment.
When a student leaves DCPS, the school that
student attended loses the amount of WSF
funding associated with the student’s grade
level and characteristics. Principals are expect-
ed to then reduce their expenditures by a com-
mensurate amount. Therefore, to calculate the
fiscal impact the program has had on school
finances, it is necessary to adjust the WSF for
the loss of the 1,027 students who chose to
participate in the voucher program.

Without the current voucher program,
local schools would have received an addition-
al $5.9 million in WSF funding (Table 4). That
means each voucher student, on average, is
considered to have a variable cost to educate of
approximately $5,700. That is higher than the
base amount because very few of the partici-
pating students fell into the 1.0 weighting cat-
egory, and they were all low-income because

WSF Reduction Associated with the D.C. Voucher Program

Category Weight

* No. of Students
Category * WSF Base Amount WSF Reduction
Kindergarten 1.19 * 146 * $4,620 $802,678
Grade 1-3 1.06* 372 * $4,620 $1,821,758
Grade 4-5 1.01* 228 * $4,620 $1,063,894
Grade 6-8 1.00 * 228 * $4,620 $1,053,360
Grade 9-12 1.00 * 53 * $4,620 $244,860
LEP (add-on) 0.56 * 72 * $4,620 $186,278
FRL (add-on) 0.09 * 1072 * $4,620 $445,737
Special education level 1 (add-on) 0.62 * 46 * $4,620 $131,762
Special education level 2 (add-on) 0.62 * 46 * $4,620 $131,762
Total WSF funds for voucher students $5,882,092

The idea thata
voucher program
can provide the
rising tide that
lifts all boats is
not coming into
play in the D.C.
voucher program.



One way to
strengthen the
current program
would be to

have it funded
exclusively by the
D.C. government.

only low-income students are eligible for the
program.

A key argument made against voucher pro-
grams is that such programs place financial
pressures on public schools because public
schools find it difficult to reduce costs in
response to falling revenues that result from
declining enrollment. A school system’s ability
to reduce costs in response to declining enroll-
ment depends on the degree to which costs are
either variable or fixed. If costs tend to be vari-
able, then schools can quickly reduce expendi-
tures in response to falling enrollment. The
opposite holds true when a higher proportion
of costs is fixed.

That issue is somewhat negated in the DCPS
because the D.C. School Board has mandated
that nearly all school-level revenue, and therefore
expenditures, be variable. That requires princi-
pals to reduce their expenditures in response to a
loss of enrollment. However, to test whether
principals are able to do so, a regression model
was developed to determine how total school-
level expenditures change in response to a one-
student change in enrollment after controlling
for the low-income enrollment, LEP enrollment,
and special-needs designations. The number of
teachers and dichotomous variables for school
type (elementary, middle, high, and alternative)
were also included as independent variables.

According to the results of the analysis, the
marginal (variable) cost associated with edu-
cating one more basic student was $3,424 in
2003, while the marginal cost of educating a
student who participated in the free and
reduced lunch program was $4,288. A low-
income student who had limited English pro-
ficiency had a marginal cost $6,058.% As that
is typical of students in the voucher program,
this analysis confirms that principals are able
to reduce their costs by an amount similar to
the reduction in WSF funding that they
receive when a student leaves. That is not sur-
prising, given the D.C. funding procedure.

It seems apparent that the current struc-
ture of the program is financially very benefi-
cial to the D.C. government, results in a net
gain for DCPS even with 1,027 fewer students,
and does not hurt D.C. schools in any way that

10

is different from any other type of enrollment
decline. However, the program falls far short
in creating competitive pressure that might
induce DCPS to raise its quality. Although
market forces are one of the primary ration-
ales behind voucher programs, such forces are
reversed in the D.C. voucher plan. There is, in
fact, a financial incentive for the District and
DCPS to encourage students to leave their sys-
tem and participate in the voucher program.
The next section examines how the program
could be better structured to optimize finan-
cial and academic outcomes.

Fiscal Impact of Changes to
the D.C. Voucher Program

Although advocates of vouchers reluctant-
ly cheered the D.C. voucher program as a
chance to establish a pilot study of the bene-
fits of school choice, that program is a weak
example of what a voucher program ought to
resemble. Because DCPS is rewarded for
declining enrollment, the program fails to cre-
ate incentives to improve fiscal responsibility
and accountability.

A Locally Funded Means-Tested Voucher

One way to strengthen the current program
would be to have it fully funded locally by the
D.C. government. The voucher amount under
this scenario would remain $7,500 per student,
but DCPS would no longer receive $13 million
in federal grants. Without the federal grants,
DCPS would lose UPSFF revenue as a result of
declining enrollment. The prospect of smaller
budgets due to declining enrollment would
provide DCPS with the necessary incentive to
improve fiscal responsibility and accountabili-
ty. Furthermore, the D.C. government would
have a greater incentive to monitor DCPS
because the voucher amount would be less
than the average UPSFF amount, meaning
that the D.C. government would save money
for every student using a voucher.

Since the voucher amount s $7,500 per stu-
dent and 1,027 students participated in the
program in its first year, the D.C. government



Table 5

Comparison of DCPS FY05 Revenue with the Current Voucher Program, without the
Current Voucher Program, and with D.C. Paying for the Voucher Program

Current Voucher No Voucher Voucher Program

Program Program Funded by D.C.
DCPS UPSFF revenue from D.C. $490.100,518 $498,058,920 $490,100,518
DCPS federal voucher—related grant $13,000,000 $0 $0
DCPS all other revenue sources $444,865,215 $444,865,215 $444,865,215
DCPS total revenue $947,965,733 $942,924,135 $934,965,733
DCPS average UPSFF revenue per student $7,950 $7,946 $7,950
DCPS average total revenue per student $15,376 $15,050 $15,165

Note: DCPS enrollment is 61,560 with either voucher program and 62,677 without a voucher program.

would need to devote $7.7 million to fund the
program. Because DCPS enrollment with the
program in place is 61,650 students, the city
would continue to provide DCPS with $490
million in UPSFF funding (Table 3). Therefore,
it would cost the District of Columbia $497.7
million to fund both the voucher program and
the UPSFF portion of the DCPS budget ($490
million + $7.7 million). Without the voucher
program, DCPS enrolls 62,677 students and
receives $498 million in UPSFF funding. The
city therefore saves $258,402 even if it fully
funds the voucher program itself.

UPSFF funding levels are independent of
whether the program is funded by the federal
government or by the D.C. government, because
DCPS enrollment is the same regardless of who
funds the voucher program. In either case,
DCPS receives $490 million in UPSFF funding
from the city (Table 5). Although UPSFF fund-
ing remains constant in both scenarios, DCPS
revenues decline by $13 million when the D.C.
government funds the program. That is because
DCPS would stand to lose the federal grants
that were part of the program when it was fund-
ed by the federal government.

Furthermore, including all DCPS funding
sources, average spending per student is
$15,165 when the program is fully funded by
D.C. That represents a $115 per student
increase relative to average spending without
the voucher program. But it also represents a
$211 per student decrease relative to average
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spending when the federal government fully
funds the program.

The fiscal impact on school-level WSF funds
when the program is appropriated from local
funds is identical to the fiscal impact when the
program is federally funded. That is because
students’ decisions to participate are indepen-
dent of the funding source. Rather, participa-
tion depends on factors such as the amount of
the vouchers and the number of private schools
participating in the program. In either case,
1,027 students choose to participate in the pro-
gram, leading to a decline in local school rev-
enues of $5.9 million. However, as our analysis
has demonstrated, D.C. principals are able to
reduce their expenses commensurately when
their enrollments decline.

Locally Funded Universal Voucher

Given that nearly every voucher student
saves D.C. money, as well as giving parents con-
trol over where their children attend school, it
might be beneficial to open the program up to
all parents rather than just to a limited number
of low-income parents. Expanding access to
the program will allow the benefits of competi-
tion to develop, attracting new private schools
into the market and creating an incentive for
public schools to attract and retain as many
students as possible. To assess the fiscal impact
of such a scenario, we made calculations of the
UPSFF similar to those in the analysis above,
but the number of voucher students is allowed

Expanding the
program to
include all
families would
allow the benefits
of competition to

develop.



Advocates of
vouchers have
suggested that the
D.C. program be
expanded to
include private
schools in
neighboring

counties.

Table 6

The Effect of Expanding the D.C. Voucher Program

DCPS Students®

Voucher Students®

Category Weight No. Students ~ Total UPSFF  No. Students  Total Voucher
Prekindergarten 1.17 3,976 $32,112,776 442 $3,315,000
Kindergarten 1.03 4,539 $32,274,054 504 $3,780,000
Grades 1-3 1.03 13,673 $97,225,194 1,519 $11,394,000
Grades 4-5 1.00 9,370 $64,686,384 1,041 $7,808,250
Grades 6-8 1.03 11,756 $83,594,284 1,306 $9,796,500
Grades 9-12 1.17 13,124 $106,002,217 53 $397,500
Ungraded K—5 1.03 302 $2,150,278 34 $252,000.00
Ungraded 9-12 1.17 1,038 $8,384,146 0 $0.00
LEP (add-on) 0.40 4,872 $134,52,907 542 $0.00
Spec. ed. 1 (add-on) 0.55 1,552 $5,891,394 172 $0.00
Spec. ed. 2 (add-on) 0.85 2,305 $13,525,291 256 $0.00
DCPS enrollment 57,778 4,900

D.C. tax revenue req’d $459,298,925 $36,742,500
UPSFF savings to D.C. $2,011,886

*UPSFF base amount = $6,903.60.
b Voucher amount = $7,500.

to increase to include 10 percent of total enroll-
ment in public schools including the 1,027 stu-
dents already using vouchers.

In the District of Columbia as elsewhere,
there are many fewer private high schools than
private elementary schools. It is therefore possi-
ble that, after the creation of a universal vouch-
er program, there might be a temporary period
when D.C. private schools would be unable to
accommodate all secondary students who
wished to use the program. That would be par-
ticularly likely to be a problem if the program
continued to exclude private schools outside
the D.C. city limits.

To take that possibility into account, the
analysis was performed under two scenarios.
Under the first, it is assumed that the number
of secondary school students currently using
the program (53) does not increase. In this sce-
nario, 10 percent of current DCPS elementary
enrollment transfers to the voucher program.
Under the second scenario, we assume that sec-
ondary school students transfer into the
voucher program at the same rate as elemen-
tary students; that is, 10 percent of DCPS
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enrollments in all grades transfer to the vouch-
er program.

Under the first scenario for expanding the
program, student participation would increase
from 1,027 students to 4,900. In that case, the
District would be required to allocate $459 mil-
lion under the UPSFF and $37 million to the
voucher program, for a total of just over $496
million. That represents a decrease of slightly
more than $2 million in revenues compared to
those needed without the voucher program
(Table 6).

Finally, advocates of vouchers have sug-
gested that the D.C. voucher program be
expanded to include private schools in neigh-
boring counties. Tuition costs for private sec-
ondary schools in D.C. are some of the highest
in the country, yet much more affordable pri-
vate secondary schools are available in neigh-
boring counties in Virginia and Maryland.**

There would actually be two types of
impact from such a change. The first would be
a rise in the number of private schools in
which students could enroll. The second
would be a likely drop in the voucher amount



required. Although students would still be
allowed to spend up to $7,500, fewer students
would use the full amount permitted. As this
analysis assumes that all students use the
maximum voucher amount, only the increase
in capacity will be reflected in our analysis.
Although this requires that capacity be drawn
from neighboring counties, it is quite likely
thatif a universal voucher were in place private
secondary schooling capacity for D.C. stu-
dents would increase commensurately.””

Like the previous scenario, this scenario
assumes that 10 percent of public school stu-
dents would choose to participate. In this case,
high school as well as elementary school stu-
dents would enter the program Even if stu-
dents were allowed to take their D.C. funds to
schools outside the District of Columbia, the
total cost to D.C. taxpayers would be less than
if there were no voucher program.

Under the second scenario for expanding
the program, student participation would
increase from 1,027 students to 6,268. The city
would be required to allocate $448 million
under the UPSFF and $47 million to the vouch-

Table 7

er program, for a total of just over $495 million.
This represents an decrease of just under $3
million in revenues compared to those needed
without the voucher program (Table 7).

It is possible to analyze the impact a uni-
versally funded voucher program would have
on school-level WSF funding. Overall fund-
ing would fall by $39 million, and average
spending per student would decrease slightly
to $5,723. Grades 1 through 3 would experi-
ence a decline in revenue of approximately
$8.6 million, and revenues would decline by
roughly $7.8 million for grades 9 through 12.
Of the 6,267 students who would use vouch-
ers to attend private schools of their choice,
we assume 3,995 would qualify for the free
and reduced school lunch program, 515
would be LEP, and 884 would be classified as
needing special education.

Summary and Conclusions

The District of Columbia public school
system has been plagued with problems that

The Effect of Expanding the D.C. Voucher Program with New Secondary Capacity

DCPS Students®

Voucher Students”

Category Weight No. Students ~ Total UPSFF  No. Student ~ Total Voucher
Prekindergarten 1.17 3,976 $32,112,776 442 $3,313,104
Kindergarten 1.03 4,539 $32,274,054 504 $3,782,230
Grades 1-3 1.03 13,673 $97,225,194 1,519 $11,394,223
Grades 4-5 1.00 9,370 $64,686,384 1,041 $7,808,291
Grades 6-8 1.03 11,756 $83,594,284 1,306 $9,796,760
Grades 9-12 1.17 11,859 $95,787,278 1,318 $9,882,461
Ungraded K-5 1.03 302 $2,150,278 34 $252,000
Ungraded 9-12 1.17 934 $7,545,731 104 $778,500
LEP (add-on) 0.40 4,872 $13,273,966 541 $0
Spec. ed. 1 (add-on) 0.55 1,552 $5,734,199 172 $0
Spec. ed. 2 (add-on) 0.85 2,305 $13,282,354 256 $0
Enrollment 56,409 6,268

D.C. tax revenue req’d $448,246,400 $47,007,670
UPSFF savings to D.C. $2,803,950

* UPSFF base amount = $6,903.60.
b Voucher amount = $7,500.
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Expanding into
neighboring
counties would
increase parental
choice and reduce
program cost.



The current

D.C. voucher
program is not
creating any type
of competitive
pressure for D.C.
public schools to
improve. Funding
the program
locally could
remedy that
problem.

make it a national debacle. Its academic per-
formance is abysmal, its financial account-
ability has been nonexistent, it has under-
gone several iterations of administrative
restructuring, and many of its schools are
falling apart. Consequently, it is no surprise
that parents who can do so often choose
alternatives to the public school system, such
as charter or private schools. That has result-
ed in a steady decline in enrollment during
the last decade.

A large proportion of D.C. parents, how-
ever, does not have the economic means to
send their children to private schools. The
D.C. voucher program was designed to give
some of those parents the choice of private
schooling. The offer of $7,500 for private
school tuition has generated a waiting list of
interested parents, and expansion of the pro-
gram is currently being considered.

The fiscal impact of the program must be
assessed. It would not be helpful to further jeop-
ardize a school system that is already dealing
with myriad problems. As has been demonstrat-
ed here, the voucher program, with its unique
characteristic of federal funding, has resulted in
a substantial economic benefit to the D.C. gov-
ernment in that D.C. no longer has to allocate
funding to DCPS according to the Uniform per
Student Funding Formula that is associated
with program participants. Similarly, the pro-
gram has been a windfall for DCPS, as it no
longer has the 1,027 students in the voucher
program, but it receives a net gain of $5 million
over what it would have received without the
program because of the associated federal grant.
This means that it has nearly an additional $100
per student remaining. The only entity that does
not gain is the federal government, as it has to
fund students who were previously the respon-
sibility of D.C. and also has to pay out an addi-
tional $26 million in grants to D.C. public and
charter schools just to make the deal palatable
to legislators.

The current D.C. voucher program seems
to be a win-win fiscal situation for the D.C.
government and DCPS. However, it is not cre-
ating any type of competitive pressure for D.C.
public schools to improve. Funding the pro-
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gram through the D.C. government rather
than the federal government could remedy
that problem.

It must be noted that there are many anom-
alies in the funding of the D.C. education sys-
tem that need to be considered. The first is that
the funding of DCPS by the D.C. government
is done through the UPSFF, which has a base
amount of nearly $7,000 and increases each
year, while the base amount of the WSF is only
$4,620 and has been flat for at least the last
three years. That means DCPS is taking an
ever-increasing chunk of D.C. funds for central
administration. Similarly, the UPSFF repre-
sents only about half of total funding for D.C.
public education. Of the $1 billion allocated
for public education, only about halfis allocat-
ed on the basis of enrollment and only about
one-third ends up in schools. That is a clear
indication of a school system that needs to
improve its fiscal accountability.

Finally, the amount of funds currently being
spent by the voucher program ($8 million) rep-
resents only approximately 0.8 percent of total
funds spent on public education in the District
of Columbia, although the program served
about 1.6 percent of all D.C. students. Not only
does this represent a net savings, it also indi-
cates that the program in its present form is not
significantly affecting DCPS finances one way
or the other. Expanding the program, however,
could introduce the benefits of competition
and create a cost savings.
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