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April 5,2011

TO: Representative Fred Clark
Room 9 North, State Capitol

FROM.: Russ Kava, Fiscal Analyst

SUBJECT: Comparison of Funding Reductions from General School Aids and School Levy Tax’
Credit

At your request, [ am providing you with information comparing the reduction in funding in
general school aids under the Governor's budget bill to an equivalent reduction in school levy tax
credit funding.

General School Aids

The general school aids appropriation funds equalization, integration (Chapter 220), and
special adjustment ards. Almost all of the funding in the appropriation is distributed through the
equalization aid formula. A major objective of the equalization aid formula is tax base equalization.
The formula operates under the principle of equal tax rate for equal per pupil expenditures. There is
an inverse relationship between equalization aid and property valuations. Districts with low per
pupil property valuations receive a larger share of their costs through the formula than districts with
high per pupil property valuations. |

Equalization aid is distributed to districts according to the following statutory payment
schedule: 15% on the third Monday in September; 25% on the first Monday in December; 25% on
the fourth Monday in March; and 35% on the third Monday in June. A district may also request to
receive payments equal to 10% of its total aid entitlement each month from September to June, at
the cost of compensating interest payments to the state. The state pays $75 million of equalization
aid on a delayed basis, with districts receiving these monies on the fourth Monday in July of the
following school year.

Special adjustment aid is fully funded as a first draw from the general school aids
appropriation. This aid is equal to the amount needed to make an eligible district's total general aid
eligibility in the current year equal to 85% of its prior year's general aid payment.



Under the 2011-13 budget bill (Senate Bill 27/Assembly Bill 40), funding in the general
school aids appropriation would decrease from $4,652,500,000 in 2010-11 to $4,261,954,000 in
2011-12 and $4,293,658,000 in 2012-13. This would result in changes of -8.4% and 0.7%,
respectively, compared to the prior year. The bill would also provide that, for the 2011-12
distribution of general aid, special adjustment aid would be calculated based on 90% of a district’s
prior year general aid payment. This provision would further limit the year-to-year decline m a
district’s general aid payment in 2011-12. The current law 85% provision would resume beginning
in the 2012-13 aid year.

School Levy Tax Credit

The school levy tax credit is extended to all taxable property. The credit is distributed based
on each municipality's share of statewide levies for school purposes during the preceding three
years multiplied by the annual amount appropriated for the credit and allocated proportionately to
reduce individual owners' property tax bills. Although the credit is based on school levies, the
credit is initially paid to municipalities or counties. The state pays the credit on the fourth Monday
in July. Since the levy reduction under the school levy tax credit (excluding the effects of using a
three year levy average), is proportionate for all districts and produces a similar reduction in tax
rates, the credit could be characterized as neutral with regard to equalization.

For the 2010(11) property tax year, $747.4 million is appropriated for the school levy tax
credit. Base level funding for the levy credit is maintained under the budget bill.

Proposal

You asked for information on the distribution of funding under the budget bill compared to a
proposal to instead make an equivalent reduction in funding for the school levy tax credit. General
aid and levy credit projections for 2011-12 and 2012-13 cannot be done at this time. However, to
provide some indication of the effects of the proposal compared to the bill, this memorandum uses
the funding distribution for 2010-11, the most recent year for which audited data is available, as if
the provisions of the bill and the propesal had been in effect for that year. While this does not give
any indication of the funding for 2011-12 or 2012-13, it can provide an illustration of the possible
magnitude of the changes in comparison to current law.

The attachment to this memorandum shows, for each school district (column 1), the sum of
the general aid payment to the district and the estimated levy credit payments received by the
underlying municipalities in each district under current law in 2010-11 (column 2). Column 3
shows the sum of the hypothetical general aid payment each district would have received in 2010-
11 had the bill been in effect and the current law levy credit payments received by the underlying
municipalities in 2010-11. Columns 4 and 5 show the change in the hypothetical payments under
the bill compared to current law in dollar and percentage terms. Column 6 shows the sum of the
general aid payment to each district under current law in 2010-11 and the hypothetical levy credit
payments that would have been received by underlying municipalities had the proposal been in
effect in 2010-11. Columns 7 and 8 show the change in the hypothetical payments under the
proposal compared to current law in dollar and percentage terms. Columns 9 and 10 show the
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change in dollar and percentage terms in the hypothetical payments that would have been received

under the proposal compared to the hypothetical payments that would have been received under the
bill.

A total of 248 districts would have received more funding under the proposal compared to
the budget bill, while 176 would have received less funding. In total, an estimated $128.6 million
in funding would have been redistributed under the proposal compared to the budget bill. The
districts with the largest reductions in funding under the proposal compared to the budget bill
would generally be those that are subject to the primary aid hold harmless or that receive special
adjustment aid. These districts generally receive a higher proportion of funding from property taxes
as compared to general aid and are thus advantaged by the levy credit distribution formula.
However, if a special adjustment aid district is no longer eligible for that aid in a future year, or if a
district becomes eligible for special adjustment aid in a future year, the effect of the funding shift
under the proposal could be significantly different than shown in the attachment.

It should be noted that the figures shown in the attachment represent the distribution of
property tax relief to school districts. Under revenue limits, the amount of general aid received by a
district reduces the amount the district is able to levy. The levy credit appears on property tax bills
after the levy has been set, reducing the net levy paid by property owners. In effect, the state acts as
a property taxpayer through the levy credit, with school districts receiving this revenue through the
property tax settlement process. Because revenue limits would not be changed under the proposal,
school district spending would not be directly affected by the funding shift if school districts levy to
the maximum under revenue limits in either case.

Because of the July payment date for the levy credit, the timing of the funding reductions
under the bill and the proposal would have to be considered. Under the budget bill, funding in the
general school aids appropriation would be reduced by $390.5 million in 2011-12 and $358.8
million in 2012-13 compared to the base. In order to avoid a cost to the general fund in restoring
general aid funding through a corresponding reduction in the school levy tax credit, the payment
schedule for general school aids could be modified. Under this approach, the proposal would
specify that $390.5 million for aid year 2011-12 and $358.8 million for aid year 2012-13 would be
paid in the following July. This would align the payment of the additional school aids with the
current July payment date that is used for the school levy tax credit. If the additional general aid
were not paid on a delayed basis then some combination of revenue increases or expenditure
reductions totaling $358.8 million would be needed.

I hope this information is helpful. Please contact me if you have further questions.

RK/sas
Attachment
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