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Legislative Charge 

Options for General Education Formula Changes to Limit Revenue Disparities 

Statutory Directive: Minnesota Statutes, section 127A.51, reads as follows: 

127A.51 STATEWIDE AVERAGE REVENUE. 

By December 1 of each year the commissioner must estimate the statewide average adjusted general revenue 
per adjusted pupil unit and the disparity in adjusted general revenue among pupils and districts by computing 
the ratio of the 95th percentile to the 5th percentile of adjusted general revenue. The commissioner must 
provide that information to all districts. 

If the disparity in adjusted general revenue as measured by the ratio of the 95th percentile to the 5th percentile 
increases in any year, the commissioner shall recommend to the legislature options for change in the general 
education formula that will limit the disparity in adjusted general revenue to no more than the disparity for the 
previous school year. The commissioner must submit the recommended options to the education committees of 
the legislature by February 1. 

For purposes of this section and section 126C.10, adjusted general revenue means the sum of basic revenue 
under section 126C.10, subdivision 2; referendum revenue under section 126C.17; local optional revenue under 
section 126C.10, subdivision 2e; and equity revenue under section 126C.10, subdivisions 24a and 24b. 

Introduction 

The December 2018 calculations under Minnesota Statutes, section 127A.51, given in the table below, show an 
increase in the projected ratio of the 95th percentile to the 5th percentile of adjusted general revenue from 
1.181 in Fiscal Year (FY) 2019 to 1.219 in FY 2020 (two shaded cells found in the 95th-5th Ratios row/FY 2019 
and FY 2020 columns). The projected increase in the disparity ratio for FY 2020 triggers the statutory 
requirement for the commissioner to “recommend to the legislature options for change in the general 
education formula that will limit the disparity in adjusted general revenue to no more than the disparity for the 
previous school year.” FY 2020 data was used to model the options presented in this report; however, since the 
levies for FY 2020 have already been calculated, the options presented would take effect beginning in FY 2021.
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Analysis 
Minnesota Department of Education General Education Revenue Disparity Report (Minn. Stat. § 127A.51) 
School Finance Division 11/28/2018 

• Estimated General Revenue per Weighted ADM (average daily membership)
• Definition of "General Revenue" varies over time
• Current definition includes Basic Revenue, Referendum Revenue, Local Optional Revenue and Equity Revenue
• Because of changes in pupil weights, revenues for FY 2015 and later are not comparable to revenues for earlier years.

Description FY 
2004 

FY 
2005 

FY 
2006 

FY 
2007 

FY 
2008 

FY 
2009 

FY 
2010 

FY 
2011 

FY 
2012 

FY 
2013 

FY 
2014 

FY 
2015 

FY 
2016 

FY 
2017 

FY 
2018 

FY 
2019 

FY 
2020 

State Averages 5,088 5,185 5,411 5,719 5,873 6,012 6,082 6,107 6,170 6,266 6,369 7,080 7,260 7,454 7,605 7,602 7,807 

1st Percentile 4,611 4,614 4,819 5,056 5,156 5,207 5,206 5,200 5,256 5,305 5,383 6,265 6,392 6,676 6,836 6,836 7,111 

5th Percentile 4,611 4,614 4,856 5,109 5,239 5,306 5,290 5,280 5,332 5,389 5,486 6,275 6,794 6,947 7,071 7,069 7,193 

10th Percentile 4,644 4,693 4,931 5,208 5,313 5,366 5,376 5,470 5,566 5,716 5,802 6,487 6,815 6,949 7,071 7,070 7,194 

50th Percentile 5,051 5,194 5,420 5,752 5,881 5,960 6,071 6,084 6,139 6,212 6,346 6,939 7,092 7,383 7,512 7,519 7,685 

90th Percentile 5,478 5,519 5,741 6,175 6,357 6,601 6,775 6,800 6,841 6,944 7,056 7,765 7,986 8,144 8,266 8,266 8,648 

95th Percentile 5,570 5,603 5,838 6,329 6,534 6,717 6,781 6,833 6,947 7,060 7,170 7,856 8,028 8,185 8,364 8,350 8,771 

99th Percentile 5,977 5,967 6,138 6,549 6,643 6,855 6,908 6,959 6,999 7,120 7,186 8,200 8,333 8,497 8,677 8,663 8,848 

90th-10th Dollar Gaps 834 826 811 967 1,044 1,235 1,399 1,330 1,274 1,228 1,255 1,279 1,172 1,194 1,195 1,196 1,454 

95th-5th Dollar Gaps 959 989 982 1,220 1,294 1,411 1,491 1,553 1,615 1,671 1,683 1,581 1,234 1,238 1,293 1,281 1,577 

99th-1st Dollar Gaps 1,366 1,353 1,318 1,493 1,487 1,648 1,702 1,759 1,743 1,815 1,803 1,935 1,941 1,821 1,842 1,827 1,737 

90th-10th Ratios 1.179 1.176 1.164 1.186 1.197 1.23 1.26 1.243 1.229 1.215 1.216 1.197 1.172 1.172 1.169 1.169 1.202 

95th-5th Ratios 1.208 1.214 1.202 1.239 1.247 1.266 1.282 1.294 1.303 1.31 1.307 1.252 1.182 1.178 1.183 1.181 1.219 

99th-1st Ratios 1.296 1.293 1.274 1.295 1.288 1.317 1.327 1.338 1.332 1.342 1.335 1.309 1.304 1.273 1.269 1.267 1.244 
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Options to Limit Revenue Disparities 

Four options to limit revenue disparities are offered for consideration. The first two options would increase total 
equity revenue, which is targeted to low revenue districts, and simplify equity revenue calculations. The other 
two options simplify equity and referendum revenue calculations, and would limit revenue disparities by rolling 
a portion of referendum revenue either into basic general education revenue or into local optional revenue 
(LOR). A detailed description of each option is outlined below. Draft bill language and runs showing the district-
by-district impact of each option based on FY 2021 data are included in the Appendix. 

Current Equity Revenue Formula 

The current equity revenue formula has five components: 

1. A flat allowance of $14 per pupil unit for districts whose referendum revenue per pupil unit falls below 
the regional (Twin Cities metro or nonmetro) 95th percentile. 

2. A variable amount, ranging up to $80 per pupil unit on a sliding scale, depending on the ratio of (1) the 
gap between the sum of the district’s basic revenue, transition revenue, and referendum revenue per 
pupil unit and the sum of these revenues per pupil unit for the district at the 95th percentile of school 
districts in its equity region to (2) the gap between the sum of these revenues per pupil unit for districts 
at the 95th and 5th percentiles in the equity region. 

3. An additional amount for districts with low referendum revenue per pupil unit (below 10 percent of the 
state average referendum revenue per pupil unit–estimated at $97 for FY 2020), equal to the amount by 
which the district’s referendum allowance falls below 10 percent of the state average, but not to exceed 
$100,000 per district. 

4. An additional amount equal to 25 percent of the sum of the first three components for all districts. 
5. An additional $50 per pupil unit for all districts. 

Minneapolis, Saint Paul and Duluth are ineligible for the first four components of equity revenue, but are eligible 
for the fifth component. School districts with no referendum revenue are ineligible for the sliding scale 
component of equity revenue (item number 2 above), but are eligible for the other four components. 

Analysis of Current Equity Revenue Formula 

The exclusion of districts with no referendum revenue from receiving the sliding scale component of equity 
revenue currently has minimal impact on equity revenue calculations, because all but two district receive 
referendum revenue. All other districts that previously had no voter-approved referendum levies now have 
board-approved referendum levies. 

The low referendum provision (item number 3 above) currently has minimal impact because all but these two 
districts have referendum allowances exceeding 10 percent of the state average. 

The exclusion of Minneapolis, Saint Paul and Duluth from receiving the first four components of equity revenue 
reduces the equity revenue available to Saint Paul and Duluth. With the passage of a recent referendum, 
Minneapolis is above the 95th percentile for the Twin Cities metro region. The exclusion of these districts does 



General Education Revenue Disparity Fiscal Year 2020 7 

not contribute to the gap between the 95th and 5th percentiles of adjusted general revenue, because none of 
the three districts has referendum revenue allowances falling below the 5th percentile. 

Use of the regional 95th and 5th percentiles of basic, referendum and transition revenue per pupil unit in the 
equity formula creates a potential disparity between Twin Cities metro and nonmetro districts in access to 
equity revenue. This also makes it difficult for the state and school districts to budget for equity revenue, since 
the regional 95th and 5th percentiles are a moving target until data for the fiscal year are finalized after year-
end. 

Simplifying the Equity Revenue Formula 

Based on November 2018 forecast data, the 95th percentiles are estimated to be $8,379 for the Twin Cities 
nonmetro region and $8,463 for the metro region, while the 5th percentiles are estimated to be $6,612 for the 
nonmetro region and $6,616 for the metro region. Equity revenue calculations could be simplified and potential 
future disparities between Twin Cities metro and nonmetro districts eliminated by eliminating the use of the 
regional 95th and 5th percentiles and calculating the divisor for the equity gap calculation for all districts using 
89 percent of the standard referendum allowance limit. This could be accomplished since $8,379 and $8,463 are 
very close, both approximately 410 percent of the standard referendum allowance limit (under Minn. Stat. § 
126C.17, subd. 2 (a) (1)). $6,312 is approximately 320 percent of the referendum allowance limit, a difference of 
89 percent of the standard referendum allowance limit. There would essentially be no losers and the average 
district would receive an increase of $1 per pupil unit. Total state aid would increase by $56,000 and levy would 
increase by $488,000 statewide. In addition, eliminating the exclusion for districts with no referendum revenue 
and eliminating the calculation of added revenue for districts with referendum allowances below 10 percent of 
the state average would simplify calculations and have almost no impact on revenues, since only two districts 
are minimally affected by these two provisions which largely cancel each other out. These changes are 
incorporated as the starting point for the options for limiting general revenue disparity outlined below. 

Options for Limiting General Revenue Disparity 

Four options for limiting general revenue disparities for FY 2021 to the level computed for FY 2019 are: 

Option 1 – Equity Sliding Scale Revenue: 

Increase the multiplier for the sliding scale portion of the equity revenue formula from $80 to $392. This option 
would proportionately increase the sliding scale portion of equity revenue for all districts eligible to receive the 
sliding scale revenue. Districts with referendum plus transition revenue per pupil unit at or above 103.4 percent 
of the standard referendum allowance limit (currently $2,079.50) would receive no increase. Districts with the 
lowest revenue per pupil unit would receive the highest amount per pupil unit, reducing the disparity to the FY 
2019 level. This option would increase state total equity aid entitlements by $36.1 million and the equity levy by 
$170.4 million, for a total increase of $206.5 million in equity revenue. 
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Option 2 – Low Referendum Equity Revenue: 

Replace the current low referendum component of equity revenue with a new component that would target 
increases to districts, where the sum of referendum and transition revenue per pupil unit is less than 36 percent 
of the standard referendum allowance limit ($748.62 per pupil unit in FY 2021), and leave the multiplier for the 
sliding scale portion of the equity revenue formula at $80. The additional equity revenue for these districts 
would be the difference between 36 percent of the standard referendum allowance limit and the sum of the 
district’s referendum and transition revenue per pupil unit. This option would target the increase to a smaller 
set of districts at the low end of the revenue scale, accomplishing the reduction in the 95 percent/5 percent 
disparity ratio to the FY 2019 level for a lower cost. This option would increase state total equity aid 
entitlements by $23.8 million and the equity levy by $95.7 million, for a total increase of $119.5 million in equity 
revenue. 

Option 3 – Roll-in to Basic Formula Allowance: 

Increase the basic formula allowance from $6,312 to $7,478 by rolling $692 per pupil of referendum revenue, 
$424 per pupil of LOR, and $50 per pupil of equity revenue into the basic formula allowance. This option would 
simplify general education and referendum revenue calculations by eliminating the separate LOR revenue 
component and making the $424 LOR subtraction from referendum revenue permanent. The $692 of 
referendum revenue rolled into the basic formula allowance includes the $300 first tier of referendum revenue 
that is currently available to all districts statewide, by board action without voter approval, and an additional 
$392 to reduce revenue disparity. The $424 is the LOR revenue available to all school districts by board action. 
The $50 is the portion of equity revenue currently allocated on a flat per pupil basis to all school districts 
statewide. 

Other formulas linked to the general education formula (e.g., compensatory, transportation sparsity, sparsity, 
shared time, postsecondary enrollment options, nonpublic pupil, nonpublic transportation, private alternative 
and early childhood family education), would be adjusted to neutralize the impact of the formula allowance 
change on those formulas. 

The first tier of referendum revenue equalization would be eliminated, and referendum equalization tiers and 
revenue caps would be adjusted to reflect the lower referendum allowances. 

The reduction in the referendum, LOR and equity levies would be neutralized, and a portion of the new revenue 
would be funded by re-establishing the student achievement levy as the lesser of 0.178 percent of each district’s 
referendum market value (RMV), or 15 percent of the district’s basic revenue. However, the aid/levy shift for a 
number of districts would require a hold harmless aid guarantee of $21.6 million. 

The increase in general education revenue for charter schools from the roll-in of LOR and part of referendum 
revenue into the basic formula would be partially neutralized by reducing the charter school lease aid formula 
from the lesser of 90 percent of approved cost, or $1,314 per pupil unit, to the lesser of 27.6 percent of 
approved expenditures, or $406 per pupil unit. 

Under this option, school districts with more than $692 per pupil of referendum revenue would receive no 
increase. All districts with less than $692 per pupil of referendum revenue would receive additional revenue. 
Districts with the lowest revenue per pupil unit would receive the highest amount per pupil unit, reducing the 
disparity to the FY 2019 level. This option would increase state total general education aid entitlements by $44.5 
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million and the total net referendum, LOR and equity levy by $143.0 million, for a total increase of $195.9 million 
in net revenue. 

Option 4 – Referendum Roll-in to Local Optional Revenue (LOR): 

Increase the local optional revenue (LOR) allowance from $424 to $1,166 by rolling $692 per pupil of 
referendum revenue and $50 per pupil of equity revenue into LOR. This option would simplify referendum 
revenue calculations by making the $424 LOR subtraction from referendum revenue permanent and provide 
additional revenue for districts with less than $692 per pupil of referendum revenue. The $300 is the first tier of 
referendum revenue currently available to all districts statewide, by board action without voter approval. The 
$392 is the additional portion of referendum revenue to reduce revenue disparity. The $50 is the portion of 
equity revenue currently allocated on a flat per pupil basis to all school districts statewide. The first tier of 
referendum revenue equalization would move to LOR, and the additional LOR revenue would be equalized at 
the current tier 2 equalizing factor of $510,000 based on referendum market value. The referendum 
equalization tiers and revenue caps would be adjusted to reflect the lower referendum allowances. 

Charter schools would receive $242 per pupil of LOR revenue. Of that amount, $50 replaces the amount 
transferred from equity revenue to LOR: $192 is the statewide average increase for school districts and helps 
offset the loss of referendum aid for some charter schools. 

Under this option, school districts with more than $692 per pupil of referendum revenue would receive no 
increase. All districts with less than $692 per pupil of referendum revenue would receive additional revenue. 
Districts with the lowest revenue per pupil unit would receive the highest amount per pupil unit, reducing the 
disparity to the FY 2019 level. This option would increase state total net referendum, LOR and equity aid 
entitlements by $40.8 million, and the total net referendum, LOR and equity levy by $143.9 million, for a total 
increase of $184.7 million in net revenue. 

Appendix: Equity and Disparity Revenue Options 

The Equity and Disparity Revenue Options spreadsheet is on the Minnesota Department of Education website. 
From the homepage, select Data Center > Data and Analytics. Scroll down to School Finance Spreadsheets and 
click General Education. Choose Category: General Education; Subcategory: Revenue Disparities and Year: 
2018. 

http://education.state.mn.us/mdeprod/idcplg?IdcService=GET_FILE&RevisionSelectionMethod=latestReleased&Rendition=primary&dDocName=MDE086271
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