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Introduction

“The stability of a republican form of government depending mainly upon
the intelligence of the people, it is the duty of the legislature to establish a
general and uniform system of public schools. The legislature shall make
such provisions by taxation or otherwise as will secure a thorough and
efficient system of public schools throughout the state.”

- Minnesota Constitution, Article XIII, Section 1

The financing of elementary and secondary education in Minnesota comes through a combination of
state-collected taxes (primarily income and sales) and locally collected property taxes. Revenue to
school districts is received in three major categories, all of which are described in greater detail in
this booklet. In summary, the three categories are:

1.

State Education Finance Appropriations (funded with state-collected taxes)

A. General Education Aid - The largest share of the education finance appropriation,
general education aid, is intended to provide the basic financial support for the
education program.

B. Categorical Aids - Categorical revenue formulas are generally used to meet costs that
vary significantly between districts (i.e., special education) or promote certain types
of programs (i.e., literacy incentive aid, adult basic education aid).

State Paid Property Tax Credits (funded with state-collected
taxes)

Property tax credits reduce the amount of property taxes paid.
To make up for this reduction, the state pays the difference
between what was levied in property taxes and what is actually
received in property taxes to school districts and other taxing
districts.

Property Tax Levies

Property tax levies are made with voter approval, or at the discretion of individual school
boards, usually up to limits or for expenditures in categories authorized in law by the
Legislature. The largest share of the property tax levies made by school districts is from
voter-approved levies: the excess operating referendum and debt service levies.



Minnesota Education Finance Terms

General Education Program - The general education program is the method by which school districts
receive the majority of their financial support. There are several components to the general
education program. The chart below illustrates the various categories of general education funding
and the narrative that follows explains each category in detail.

Note: FY 2021 is the 2020-2021 school year.

General Education Program Components (FY 2021)

Referendum Revenue

8.2% Compensatory

6.2%

Local Optional
7.1%

Operating Capital
2.4%

Equity
1.2% Other*
1.7%

Sparsity
1.2%

i

Extended time
0.6%

English Language
Transition Learner (ELL)
0.3% 0.7%

Basic
70.3%

*Other includes Declining Enrollment, Small Schools, Gifted & Talented, PSEO and various other Adjustments.

1. Basic General Education Formula Revenue

The basic general education formula establishes the minimum level of funding for school districts.
Basic general education aid is determined by multiplying the formula allowance by adjusted pupil
units. The basic formula allowance is set for each year in legislation. For FY 2021, the basic
formula allowance is $6,567. School districts and charter schools will receive $6.2 billion in basic
formula allowance revenue in FY 2021.

Prior to FY 2015, the general education formula revenue was funded solely with state aid. The
Student Achievement Levy, which was first effective for the 2014-15 school year, was designed to
raise $20,000,000 annually, statewide. This levy expired after FY 2018 and raised $0 in FY 2019.



The following chart shows recent annual formula allowances and tax rates:

Basic

School Formula Tax

Year Allowance Rate
2007-08 $5,074 0.00%
2008-09 $5,124 0.00%
2009-10 $5,124 0.00%
2010-11 $5,124 0.00%
2011-12 $5,174 0.00%
2012-13 $5,224 0.00%
2013-14 $5,302 0.00%
2014-15 $5,831 0.35%
2015-16 $5,948 0.33%
2016-17 $6,067 0.30%
2017-18 $6,188 0.14%
2018-19 $6,312 0.00%
2019-20 $6,438 0.00%
2020-21 $6,567 0.00%

Of a district’s basic general education revenue, a fixed dollar amount per average daily membership
($299 for kindergarten pupils and $459 for first through sixth grade pupils) must be reserved for the
purpose of reducing or maintaining the district’s average class size for kindergarten through third
grade classrooms. The goal for these grade levels is to have an average class size of 17 students to 1
full-time classroom teacher.

2. Extended Time Revenue

Extended time allows students to generate up to an additional 0.2 (for a total of 1.2 maximum)
ADM, which is then used to calculate the district’s weighted pupil count, which is multiplied by the
extended time formula amount of $5,117 to calculate extended time revenue. The revenue can be
used for extended day, week or year programs, as well as vacation break academies and summer
term academies. Charter schools operating an extended day, extended week or summer program are
eligible for extended time revenue equal to 25 percent of the
statewide average extended time revenue per adjusted pupil. For
FY 2021, charter schools will receive $10 per adjusted pupil unit.
145 districts and 36 charter schools qualify for a total of $50.2
million in extended time revenue.




3. Gifted and Talented Revenue

Districts qualify for $13 per pupil for gifted and talented revenue. Gifted and talented revenue must
be used to identify gifted and talented students, to provide programming for those students and to
provide staff development for teachers of those students. All districts and charter schools qualify for
a total of $12.2 million in gifted and talented revenue.

4. Declining Enrollment Revenue

Districts that experience declining enrollment from year to year are eligible for declining enrollment
revenue. Previously, declining enrollment revenue was captured as part of “marginal cost pupil
unit” calculations in many funding formulas. Due to pupil weighting simplification effective for
fiscal year 2015, a separate declining enrollment category was established. Declining enrollment
revenue acknowledges that lost per pupil funding due to
fewer students does not always align neatly with the
district’s ability to cut its personnel and other operating
costs. The declining enrollment formula is 28 percent
($1,839 for FY 2021) of the current year formula
allowance times the difference between the current year
and previous year weighted pupil count. 237 districts and
62 charter schools qualify for a total of $39.8 million in
declining enrollment revenue.

5. Basic SKkills Revenue

Basic skills revenue includes compensatory, English learner (EL) and EL concentration revenues.
The funding for basic skills revenue is based on separate formulas for the individual components.
The components are:

= Compensatory revenue. School sites where pupils eligible for free and reduced priced
lunches attend generate compensatory revenue based on the number of eligible pupils at
the site. Compensatory revenue per pupil increases as the percent of free and reduced
price pupils at a particular school site increases (however, the percent is capped). School
boards may allocate up to 50 percent of compensatory revenue on a district-wide basis,
but at least 50 percent must remain at the site that generates the revenue.

= English Learner (EL) revenue. Districts receive EL revenue based on the number of
English Learners enrolled in their district. Students are eligible for EL revenue for up to
seven years (increased from 6 years). In addition, a per pupil amount is provided to
districts with concentrations of EL students. The per pupil funding increases as the
concentration increases (though the concentration percentage is capped).

All school districts receive some portion of $601 million in basic skills revenue, which includes
$542 million in compensatory revenue and $59 million in the EL revenue.



6. Sparsity Revenue

Sparsity revenue provides additional revenue for small and isolated schools. This revenue
acknowledges the higher cost of necessarily small education programs, where options to increase the
number of students in a school would require students to travel an unacceptable amount of time.
There are two parts to the sparsity formula, one for secondary schools and one for elementary
schools. The secondary school sparsity formula takes into account a secondary school's enrollment,
distance from the secondary school to the nearest secondary school and the geographic area of the
secondary school attendance area. The elementary sparsity formula provides additional funding for
elementary schools that average 20 or fewer pupils per grade and that are 19 miles or more from the
nearest elementary school. Districts that are relatively small in enrollment and large in geographic
area tend to have the largest sparsity allowances. Charter schools are eligible for sparsity revenue
based on the state average sparsity revenue per pupil. 103 districts and all charter schools receive a
total of $28.6 million in sparsity revenue.

7. Transportation Sparsity Revenue

Transportation sparsity revenue provides districts with additional
funding based on the number of pupils per square mile in a school
district. $73.7 million of transportation sparsity revenue is divided
among 307 districts and 69 charter schools.

8. Operating Capital Revenue

The operating capital formula has a component representing the former equipment and technology
formulas ($79 per pupil unit), and a component representing the former facilities formula ($109
times the district’s maintenance cost index). Operating capital revenue is an equalized formula. The
equalizing factor for fiscal year 2021 is $23,885 and it is $22,912 in FY 2022. Operating capital
revenue ranges from $188 to $243 per adjusted pupil unit per district and totals $213.6 million
statewide.

9. Equity Revenue

Equity revenue is intended to reduce the per pupil disparity
between the highest and lowest revenue districts on a regional
basis. For the purposes of equity revenue, there are two regions in
the state: the seven-county metropolitan area and the balance of the
state. In each region, districts are ranked according to their basic
and referendum revenue. There are three components to the equity
formula: regular, low-referendum and a supplemental amount. The
regular component is based on a district’s ranking in their region
(rural or metro), the low-referendum component provides
additional revenue for districts with referendum amounts below

10 percent of the state average referendum amount, and the supplemental component is a fixed
amount ($50 per pupil) for all districts. Only districts below the 95™ percentile of revenue in
referendum and basic revenue are eligible for the regular and low-referendum equity revenue, except
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districts in cities of the first class as of 7/1/99 (Minneapolis, St. Paul and Duluth), which are
automatically excluded. Equity revenue is an equalized formula, equalized at $510,000 of
referendum market value per pupil.

For the regular equity program, a district without an excess levy referendum is eligible for $14 per
pupil unit. A district with an excess levy referendum is eligible for $14 per pupil unit, plus an
additional amount based on its percentile ranking. To determine how much regular equity revenue a
district receives, the district’s equity index is calculated by dividing the difference between a
district’s basic and referendum revenue by the regional 95™ percentile of basic and referendum
revenue. The result is multiplied by $80. The product of that calculation is added to the basic $14 to
generate the district’s equity revenue.

Districts with referendum amounts below 10 percent of the state average referendum amount are also
eligible for the supplemental low-referendum equity portion of equity revenue. Qualifying districts
receive an amount per pupil equal to the difference between their referendum amount and 10 percent
of the state average referendum amount, with a $100,000 limit.

For FY 2017, FY 2018 and FY 2019, the revenue amount resulting from both the regular and
low-referendum equity calculations was multiplied by 1.25 for metro districts and 1.16 for non-
metro districts. For FY 2017 only, the 1.16 adjustment for non-metro districts came in the form of
100 percent state aid. Beginning in FY 2020, all districts are eligible for the 1.25 adjustment.
Prior to FY 2017, only districts located in the seven county metropolitan area were eligible for the
1.25 adjustment.

Finally, all districts are eligible for an additional $50 per pupil.

Statewide, all districts qualify for equity revenue, sharing a total of $109.3 million, with revenue
amounts ranging from $50 to $170 per pupil per district.

10. Small Schools Revenue

School districts (excluding charter schools) with fewer than 960
pupil units qualify for small schools revenue, with the revenue
amount per pupil increasing as the enrollment size of the district
decreases. The maximum amount a district could theoretically
qualify for under the formula is $544 per pupil. 162 school
districts qualify for $16.6 million in aid. The small schools
revenue program includes small high schools in districts with
more than one high school in geographically isolated areas.

11. Transition Revenue

Transition revenue guarantees a district that changes to various funding formulas will not result in
the district receiving less money in the current year than it received in the prior year. It is in essence
a “hold harmless” provision. For example, the 2013 Legislature made changes to the special
education revenue program. A district that received special education revenue under the pre-2013
funding formulas would be able to continue funding its program at the same level as the previous
year, regardless of changes to the formula that would otherwise indicate that the district was eligible
for less revenue. Transition revenue is undesignated revenue which may be used for any general
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fund purpose. Transition revenue is a mix of aid and levy, levied against referendum market value
using $510,000 per pupil as the equalizing factor. $29.4 million of transition revenue is divided
among 199 school districts and 36 charter schools.

12. Referendum Revenue

Referendum revenue allows districts to increase their general fund revenue with the approval of the
voters in the district, and in limited cases, by board approval. A referendum to obtain voter approval
for an increase in general fund revenue may be held on the first Tuesday following the first Monday
in November (Election Day). Elections may be held at a different time if the election is held by mail
ballot. If a district is in statutory operating debt and receives the commissioner's approval, the
district may hold an additional election on a different day. A referendum election may be held in the
calendar year before it is levied or one year earlier.

The referendum revenue formula is an equalized formula; that is, the state pays in aid the difference
between what is raised by a local levy and a guaranteed revenue amount.

The referendum revenue program has a two-tier equalization aid formula as follows:

= First tier revenue (up to $460 per pupil) equalized at $567,000

= Second tier revenue (revenue from $460 to 25 percent of the basic formula allowance, which
is $1,642 for FY 2021) equalized at $290,000. Districts that qualify for sparsity revenue are
not subject to the second tier revenue limit of $1,642 for equalization. All revenue above
$460 is eligible for equalization at the $290,000 level for sparsity districts.

Equalization is used to apply the same property tax burden to
districts that have similar per pupil referendum revenues, but varying
tax bases. The relationship of a district’s referendum market value
per pupil unit to the equalizing factor ($567,000 in the case of the
first $460 of referendum revenue) indicates how much referendum
revenue the district will receive from property taxes. If a district’s
property valuation per pupil unit were $283,500 for example

(50 percent of $567,000), the district would receive 50 percent of its
revenue from its referendum levy and 50 percent from state
equalization aid. If a district’s referendum market value per pupil
unit is greater than $567,000, that district will receive all of its referendum revenue from the local
levy. The closer a district’s referendum market value per pupil is to $0, the higher the percentage of
state aid the district receives for referendum levies below $460 per pupil. The same district with
$283,500 per pupil in market value would levy 98 percent ($283,500 / $290,000 = 0.98) of the
revenue for a referendum amount between $460 and $1,642 per pupil.

Prior to fiscal year 2021, school boards could convert up to $300 per pupil of existing referendum
authority to “board approved” authority. Starting in FY 2021, the first $300 per pupil is moved to
local optional revenue. This is a revenue neutral change.



Referendum revenue is calculated based on an adjusted pupil unit (APU) basis, which factors in
open enrollment. However, referendum equalization aid is computed on a resident pupil unit basis.

The maximum amount per pupil that districts can generate in referendum revenue is capped by
statute. For fiscal year 2021, the standard cap is $1,780. The standard cap is adjusted annually
based on changes in the Consumer Price Index. Districts eligible for sparsity revenue are not subject
to the standard referendum cap.

For fiscal year 2021, 230 school districts have referendum authority totaling $722.4 million in
revenue, with amounts up to $3,546 per pupil unit. Some districts with referendum revenue receive
referendum equalization aid, which totals $35.1 million statewide (and is included in the $722.4
million).

Referendum levies must be certified on referendum market value rather than adjusted net tax
capacity (ANTC). ANTC provides tax advantages for residential and agricultural property
compared to commercial and industrial property; referendum market value treats most residential
and commercial property the same. Agricultural land and seasonal recreational cabin properties are
excluded from referendum market value.

13. Local Optional Revenue

The 2013 Legislature added an additional component to the
general education program called location equity, or local
optional revenue. It allows school districts to access up to
$724 per adjusted pupil unit in board-approved revenue.

Like referendum revenue, local optional revenue is an
equalized levy formula certified on referendum market
value. The first $300 per adjusted pupil unit is equalized at
$880,000 of referendum market value per pupil, and the amount between $300 and $724 per
adjusted pupil unit is equalized at $510,000 of referendum market value per pupil. For fiscal year
2021, an estimated 330 districts chose to access local optional revenue. Total local optional revenue
is projected to be $628.6 million: $502.3 million coming from local levy and $126.3 million coming
from state aid.

Equalizing Factor — The dollar amount used to calculate the state and local shares in formulas that
are equalized. Most equalizing factors are fixed, such as that for operating capital revenue, which is
set at $23,885 for FY 2021. A fixed equalizing factor is a guarantee by the state that a certain tax
rate will generate a certain amount of revenue for a school district, regardless of the district’s
property value. In the case of operating capital revenue, the state guarantees that a 1 percent tax rate
will generate $239 (calculation: 0.01 x $23,885) in revenue for the district, whether it is raised via
the local property tax, or provided by the state. The percent of revenue in a given formula which
will be raised through local levies is equal to the district’s property value (in ANTC or market value
for referendum) divided by the equalizing factor. In the case of operating capital revenue, for
example, a district with $7,870 in ANTC per pupil unit will raise 33 percent of its revenue locally
($7,870 / $23,885 = 0.33), with the balance provided through state aid.




Pupil Weighting — A weighted count of pupils used to determine revenue in many funding formulas.

The weights are as follows:

Grade Level

Voluntary Pre-Kindergarten Pupil
One Kindergarten Pupil

One Elementary Pupil (grade 1-3)
One Elementary Pupil (grade 4-6)
One Secondary Pupil (grade 7-12)

Pupil Weight
0.6 pupil units
1.0 pupil units (full) / 0.55 (half)
1.0 pupil units
1.0 pupil units
1.2 pupil units

A preschool pupil with disabilities is counted as 1.0 pupil unit for the ratio of hours of service to
825, with a minimum of 0.28 ADM and a maximum of 1.0 pupil unit.

Adjusted Pupil Units (APU) — Each student is weighted by grade level according to the weights
listed above. For example, if a district has 1,000 students in grades seven through twelve, its
adjusted pupil count for these secondary students is 1,200 (calculation: 1,000 x 1.2 pupil units).

Weighted Average Daily Membership (WADM) is another term for Adjusted Pupil Units
(APU). Itis the total of the above weighted pupil unit categories for a school district.

Pupils in Average Daily Membership (ADM) is the total headcount of students in a school
district. Each student may not count for more than 1.0 ADM.

Note: In the examples presented in this booklet, “pupil units” means adjusted pupil units,
unless otherwise noted.

Categorical Revenues — Additional resources for specific school programs. Examples of categorical
revenues include:
1. Special Education Revenue

2. School Lunch Aid \ I V4

3. Debt Service Equalization Aid - -
Market Value — The value assigned to property by an assessor. o -~
Referendum market value (RMV) — Allows certain types of property that ’ ~

have classification rates below one to have a lower market value than the
value assigned by the assessor, and excludes cabins and agricultural land.

/14
4

Property Tax Classification Rates — Percentages applied to the market value of property to arrive at
the adjusted net tax capacity. For example, residential homestead property under $500,000 has a
class rate of 1 percent; the amount over $500,000 has a class rate of 1.25 percent.

Adjusted Net Tax Capacity (ANTC) — The property value used for calculating most school taxes.
ANTC is determined by equalizing differences in tax capacities by property type in different
counties. This equalization process compares market values to actual sales and is intended to
neutralize the effect of differing assessment practices. Also, the ANTC reflects the application of the
classification rates to the market value of property.

Tax Capacity Rate — The rate of taxation for a specific program. Tax capacity rates are expressed as
a percent of the adjusted net tax capacity. Many tax capacity rates are set in law.
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Uniform Financial Accounting and Reporting Standards (UFARS) — A statewide accounting
procedure that must be used by school districts to record financial transactions and report financial
information to the State Department of Education.

School Funds — A set of financial accounts to manage school operations.

a. Operating Funds
1. General Fund — general operations of the school district including salaries and
benefits, instructional materials, supplies and custodial operations,
transportation, ongoing capital expenditures and equipment
il. Food Service Fund — school lunch and breakfast programs
iil. Community Service Fund — community service, early childhood family
education, adult and recreation programs

b. Non-Operating Funds

1. Building Construction Fund — bond proceeds used to pay for building
construction

ii. Debt Service Fund — used to pay principal and interest on building project
bonds

iil. Trust Fund

1v. Agency Fund

Districts Off The Formula — In districts with high property values per pupil unit, the levy rate for
particular programs may generate revenue that is equal to or greater than the total revenue the district
is entitled to for the program. These districts are referred to as being “off the formula” for that
program, because all of the revenue is paid by local property taxes.
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General Education Program Revenue

General education revenue is a combination of several revenue categories that provide the major
share of funding for school districts. Most of the general education revenue is for the general
operation of the school district and is not designated by the state for a specific purpose. General
education revenue is part aid and part levy; the levies for general education include local portions of
equity, transition, operating capital, referendum and local optional revenue. These local portions of
general education revenue are equalized.

The basic general education formula for FY 2021 is $6,567 per pupil unit. Basic general education
revenue plus several additional components (extended time, gifted and talented, declining
enrollment, small schools, basic skills, secondary sparsity, elementary sparsity, transportation
sparsity, operating capital, equity, pension adjustment, transition, referendum and local optional)
make up total general education revenue.

Example — Gopherville School District

($ per pupil unit)
Number of Pupil Units * = 900
Basic Revenue = $6,567
Extended Time Revenue = $30
Gifted & Talented Revenue = $13
Declining Enrollment Revenue = $85
Small Schools Revenue = $144
Basic Skills Revenue = $50
Secondary Sparsity Revenue = $10
Elementary Sparsity Revenue = $0
Operating Capital Revenue = $200
Transportation Sparsity Revenue = $62
Equity Revenue = $100
Transition Revenue = $16
Referendum Revenue (voter-approved) = $460
Local Optional Revenue = $724

General Education Revenue = (Basic Revenue + Extended Time Revenue + Gifted & Talented Revenue
+ Declining Enrollment Revenue + Small Schools Revenue + Basic Skills Revenue + Secondary Sparsity
Revenue + Elementary Sparsity Revenue + Operating Capital Revenue + Transportation Sparsity
Revenue + Equity Revenue + Transition Revenue + Referendum Revenue (voter-approved) + Local
Optional Revenue) x Pupil Units

(36,567 + $30 +