REVENUE

Distribution of revenues available to districts

Are the funds available to districts in the state equally distributed based on students, or other educationally relevant factors?  

Most funding sources for districts

Most funds that are distributed to districts from the state or federal government are either distributed on an educational need of the district or educational goal of state or federal government.  Examples of these distributions are general education, transportation, Title I, special education, vocational education, and others.

Some state and federal funding is not allocated based on educational reasons, but are replacements for taxable resources.  The largest sources and FY 2002 amounts of these are:

1. Oil, Gas, and Coal $21.3 million

2. HB 124 block grants and other reimbursements  $60.7 million

3. Impact Aid  $39.4 million

The first two are distributed by the state and are replacement revenue for changes in statutes that reduced taxable values.  The third type is impact aid, which is distributed by the federal government to compensate districts for lost taxable value as the result of the districts inability to collect taxes on federal land.  Not all federal lands qualify for these federal revenues.  

State distributed resources

The sources distributed by the state (oil, gas, coal, and property tax reimbursements) are included in the general fund equalization formula and provide an offset to local taxes and state GTB aid available to the district.  In extreme cases, districts that receive an unusually large amount of these two revenue sources will have little to no general fund BASE mills and may have revenues that exceed the maximum budget.  Districts that receive oil and gas revenue are able to anticipate revenues.  Schools that receive reimbursements must anticipate the actual amounts they will receive.

Budget Amendments – MCA 20-9-161, Part 6

Districts with unanticipated revenue, revenue in excess of that which was anticipated in the general fund budget, may budget amend additional general fund revenues for “6) any other unforeseen need of the district that cannot be postponed until the next school year without dire consequences affecting the safety of the students and district employees or the educational functions of the district.” (MCA 20-9-161)  While this law seems reasonable, in the past several years some districts have funded items that would not usually be considered “dire to safety or educational functions”.  

A district that typically receives substantial oil and gas revenues may anticipate little oil and gas revenue, may collect state GTB aid, and when the revenues come in significantly greater than what the district anticipated, the district budget amends the additional revenue and spends it on “dire” situations like:  score boards, football helmets, bonuses for every person on staff, facilities remodeling, computers, etc…  See attached example resolutions of districts and response from OPI to School representatives.  Note that OPI estimated that the use of budget amendments in this way cost the state $350,000 in state GTB cost in FY 2001.

Distribution of mills

The attached report dated October 1, 2001 on distribution of HB 124 demonstrates how HB 124 impacts tax equity in the district general fund.   Page 5 table 2 shows the distribution of the number BASE mills needed in elementary and high schools.  Oil, gas, and coal revenues have the same type impact as HB 124 block grants in the general fund budget.  

Districts also receive the oil, gas, coal and HB 124 block grants in other funds of the district that receive levied revenue.  The variance in revenue in other funds of the district will not be offset by state GTB aid, but could be made up by local levies.

The following graphic shows that most taxpayers pay between 70 and 80 mills, but a few pay very few mills.  

FY 2002 Combined BASE mills
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This measure of the distribution of mills demonstrates how much local mills vary even in an area of the budget that is tax equalized to a significant degree.  Two factors are causing this large disparity in mills levied:  1) taxable value – districts with taxable values greater than 175% of the average district relative to their general fund costs, 2) districts with significant non-levy revenue.

Federally distributed resources

From the Department of Education website, impact aid is for local educational entities that:

1. experience a substantial and continuing financial burden due to the acquisition of real property by the United States; 

2. educate children who reside on Federal property and whose parents are employed on Federal property; 

3. educate children of parents who are in the military services and children who live in low-rent housing; 

4. educate heavy concentrations of children whose parents are civilian employees of the Federal Government and do not reside on Federal property; or 

5. need special assistance with capital expenditures for construction activities because of the enrollments of substantial numbers of children who reside on Federal lands and because of the difficulty of raising local revenue through bond referendums for capital projects due to the inability to tax Federal property
Impact aid is not considered in the state funding formula and unlike other non-levy revenue sources, there is no offset to GTB or any other state funding if a district receives impact aid.  In order to consider impact aid in the funding formula, the federal government requires the state to equalize expenditures to meet the range ratio test.

Title 20, Chapter 70, Section 7709 of the US Code

(b) State equalization plans

 (1) In general

A State may reduce State aid to a local educational agency that receives a payment under section 7702 or 7703(b) of this title (except the amount calculated in excess of 1.0 under section  7703(a)(2)(B) of this title) for any fiscal year if the Secretary determines, and certifies under subsection (c)(3)(A) of this section, that the State has in effect a program of State aid that equalizes expenditures for free public education among local educational agencies in the State.

(2) Computation

 (A) In general

For purposes of paragraph (1), a program of State aid equalizes expenditures among local educational agencies if, in the second fiscal year preceding the fiscal year for which the determination is made, the amount of per-pupil expenditures made by, or per-pupil revenues available to, the local educational 

agency in the State with the highest such per-pupil expenditures or revenues did not exceed the amount of such per-pupil expenditures made by, or per-pupil revenues available to, the local educational agency in the State with the lowest such expenditures or revenues by more than 25 percent. 

(B) Other factors

In making a determination under this subsection, the Secretary shall--

 (i) disregard local educational agencies with per-pupil expenditures or revenues above the 95th percentile or below the 5th percentile of such expenditures or revenues in the State; and (ii) take into account the extent to which a program of State aid reflects the additional cost of providing free 

public education in particular types of local educational agencies, such as those that are geographically isolated, or to particular types of students, such as children with disabilities.

In the past, Montana has met this test in the distribution of the general fund budgets, but the all funds budget has not been tested.

Combined impacts of non-equalized revenue

The following table demonstrates the variance of non-equalized non-levy revenue compared to all revenue available to the district.  Non-equalized revenue includes all of the revenue sources discussed in this report:  oil, gas, coal, impact aid and state reimbursements, plus other smaller non-levy revenue sources.  

The chart breaks the districts into quartiles or equal numbers of districts ranked by the percent of non-equalized revenue in all funds.  

· The first quartile or the districts with the lowest percent of non-equalized revenue average 5% of their budget funded with non-equalized revenue.  

· The second quartile average is 8% 

· The third quartile average is 12%  

· The last quartile is broke into districts between 75 and 90 percentile, which average 23% and the top ten percentile, which average 47%.

Of the non-equalized revenue available to all students ($139.7 million), nearly half ($69.0 million) of the revenue is available to one quarter of all districts, which educate 11.5% of all students.  The top 10% of districts educating 4.4% of all students receive 29% of this non-equalized non-levy revenue.
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The districts in the first three quartiles will have local levies and state GTB available to them to partially or fully offset the amounts of revenue available to the top quartile districts.  

Impacts of unequal revenue going to districts can cause one of two results:

1. Taxpayer fairness:  If the same amount of outside revenue is not available to all districts, taxpayers in one district will pay more than taxpayers in another district.

2. Unequal expenditures for students:  In the interest of an efficient funding system where revenues available to fund education in the state are limited, the current system may not distribute state dollars to most efficiently fund the education for all students.  The inequity that exists does not necessarily cause legal concerns, but may cause efficiency concerns. 
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