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Introduction to Vermont’s Education Finance
System

* Vermont’s education finance system is different from other states
 Statewide funding formula coupled with local property tax administration

e Each school district’s education spending is determined at a local level
e School boards set budgets which must be approved by voters

* Annually, the Legislature sets education yields and property tax rates at the
level necessary to fund education expenditures

* There are two types of property taxes — homestead (including income credits) and
nonhomestead

* Since the Brigham decision, the homestead property tax rate is a function
of district per pupil spending
 District rates are not a function of property wealth
* Across districts, tax rates vary in proportion to per-pupil spending
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Act 60 and Act 68

Prior to the Brigham decision, Vermont relied on a foundation program to fund its education system

¢ A foundation formula relies on a base level of state funding for each school district
e State aid is provided to districts that are unable to raise the full foundation amount on their own

Inequities in towns’ tax rates and per-pupil spending )

¢ Fluctuations in the state’s fiscal status led the Legislature to underfund the foundation formula to reduce state
costs
* Property wealthy districts benefitted from low tax rates and high per-pupil spending while property poor districts
faced high tax rates and low per-pupil spending w

Passage of Act 60

* This combination of reduced state appropriations and property tax rate inequities across towns led to the
Brigham decision

* The Legislature responded with the passage of Act 60 in 1997

Now, a town’s property wealth does not affect its base education tax rate

e Under Act 60, towns with the same per-pupil spending have the same homestead tax rate regardless of their
property wealth

* Now, if the Legislature reduces state funds for education, all school districts, regardless of their property wealth,
are adversely affected
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Education finance timeline

. a , a
On or before December 1°t: March (usually during Town Legislature sets State-level
e The Tax Commissioner Meeting) base education property tax
“recommends” education School boards and towns e \/oters approve school ylEld, nonhomestead property
tax rates for the next fiscal prepare school district district budgets tax rate, and income yield at
year! budgets the level (necessary)
estimated to fund all voter-
approved school budgets
A8 A8 A8 A8
a n
Late summer or early fall: On or before June 30"
e Towns administer education e Tax Department sets
_ property tax spending-adjusted
Taxpayers pay education taxes homestead tax rate for each
town
A " A SN
Year round:

School districts receive education payments from the State based on their voter approved budget on September 10th, December 10t, and April
30th, other categorical aid payments are made throughout the year.

1: This is largely a ministerial task because of statutory constraints on the Commissioner’'s recommendation; however, the recommendation is based on a consensus Education Fund
Outlook and provides timely guidance for school board budget deliberations
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Education Expenditures
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Education Expenditures — Local Level

* Annually, each school district builds a budget which must be
approved by local voters

* In general, there are two primary parts of local school budgets:
offsetting revenues and education spending

Local School Budget

Offsetting Revenues Education Spending
e State and Federal Categorical Aid e All funds a school district decides to spend net of
e Tuition revenues (to the school district) the offsetting revenues it receives
e Prior year surpluses or deficits (of the school
district)
e Reserve funds (of the school district)
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Education Expenditures — Statewide Level

e Education Fund (EF) expenditures are statewide aggregated costs of
public education

* This includes all school budgets

* In general, there are two buckets of EF expenditures: statewide
Education Payment and all other expenditures

Education Fund Expenditures

Education Payment All other expenditures

e Aggregated amount of all school districts’ e Categorical aid

Education Spending e One-time appropriations

e Other operating and administerial costs at
the State level
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Expenditures in Education Fund Outlook

Preliminary Education Fund Outlook for FY2023
Emergency Board Meeting July 28, 2022

FY2021 FYz0zz FY2023
{millions of dollars) Actwal Actual Forecast
a  Awerage Homestead Property Tax Rate 51.538 51.523 $1.385
b Average Tax Rate on Household Income 2.50% 2.50% 2.32%
[ Unifarm Non-Homestead Property Tax Rate 51,628 51612 51.466
d  Property Yield Per Equalized Pupil 510,958 511,317 513,314
e Income Yield Per Equalized Pupil $13,535. 513,770 515,343
1 Equalized Pupil Count 87,304 B340 85,806
g8 Statewide Education Spending Growth 3.9% 1.3%) 5.4%)
h Statewide Education Grand List Growth 2.7% 3.0% 7.5%)
Sources
1a Homestead Education Property Tax 633.7 G4BT 635.0 —
i Property Tax Credit (171.5) (172.3) (170.0) e
2 Mon-Homestead Education Progerty Tax 7352 7524 7271 Approp"atlons
3 Sales & Use Tax 5076 5452 563.2 .
4 Purchaie & Use Tax - Greigof ol aar a7 ar1 10 Education Payment | | 1,483.7 1,502.0 1,572.5
T e — =¢ 2 =1 11  Special Education Aid 223.7 229.0 2141
7 Medicaid Transfer Ta 115 10.2
3 Other Sources (wind & Saiar, und iiarast] 28 ie 2s 12 State-Placed Students 18.0 17.0 175
Al SOuUECes, - -
emiliichil LS 82 AR 13  Transportation Aid 20.5 20.5 21.8
ucati ¥ 502 . . .
e Lo e 14  Technical Education Aid 14.8 17.2 30.5
-Placed Studs - . .
e - — 15  One-Time CTE construction and rehab learning program | - - 15.0
14 Technical Education Aid 148 172
15 One-Time CTE canstruction and rehab learning program . ; - 16 Small School Support 8.2 8.1 8.1
16 k! hool Su) E2 21 . - .
e e D e = A 17 Essential Early Education Aid 7.0 7.1 7.5
1E Flexible Pathws E3 82 o
10 Teathers' Dems [Marrmal Cost Only) B9 376 18 Flexible PathWﬂVS 83 8.2 8.4
- f 3 - .
B Cragin Naimi Cout ol Teichars OPER : : 19  Teachers' Pensions (Normal Cost Only) 6.9 37.6 33.0
p>3 Other Uses (Accounting & Auditi Fu | 5, s 34 34 -
12Ot toes oo DS 17985 18501 20 On-going Normal Cost of Teacher's OPEB | - - 15.1
24 Revenue Surplus/|Deficit] 340 B0 [57.3) 21 Universal School Meals - - 29.0
S Tt Seb R ori e e 22  Other Uses (Accounting & Auditing, Financial Systems) 3.4 3.4 3.4
27 Transfer to/{from) additional Reserve 14.0 220 - 1
28 Transfer to/{from) Unreserved/Unaliocated” =7 s82 (60.2) 23 Total Uses 1,794.5 1,850.1 1,960.9
‘Stabilization Reserve — - -
P Prior-Year Stabilization Reserve 330 382 393
30 Cwrrent-Year Stabilization Reserve 3|2 393 422
31 Percent of Prior-Year Net Appropriations 5% 5% 5%
£ Reserve Target 3|2 393 422
Additional Reserve
33 Additional Reserve for Other Post Employment Benefits. 140 140 [ .
334, ‘Frefund of Normal Cost of Teacher's OPEE using reserved funds [TEE]] 0
- ucati Yy | Yy u G
Available Funds - . - -
35 Frior-Year Unreserved/Unallocated* 00 287 769 *
o ] — apopropriations in the ucation Fun
36a. Designation of FY22 funds for FY23 uses 640 p p
36h. [« L and ig Frior to PCE Desit it 225 168
S Transfer ta FCS Aeserve 100
i7 Final Current-Year L Inallocated and L i (Past PCB Trarsfer) * 125 168
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Education Funding
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Education Fund Sources (2022)

Property tax sources Non-Property tax sources
* Vermont pays
for education
through the
Education Fund
(EF)

* The EF has 2

buckets of
funding Non-Homestead |Homestead
Edu. Prop. Tax, | Edu. Prop. Meals &

Rooms Tax -

39% Tax, 34% a5

Lottery
Transfer, 2%

total), 3% .
B Homestead Edu. Prop. Tax B Non-Homestead Edu. Prop. Tax Sales & Use Tax
Purchase & Use Tax (1/3 of total) B Meals & Rooms Tax - (1/4 of total) B Lottery Transfer

Medicaid Transfer Other Sources (Wind & Solar, Fund Interest) Data Source: Education Fund Outlook for FY 2023
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https://ljfo.vermont.gov/assets/Subjects/Education-Fund-Outlooks-for-2022-Session/6b228f3199/EF-Outlook_EBoard_072722_Final.pdf

Sources of Revenue in the Education Fund
Outlook

Preliminary Education Fund Outlook for FY2023
Emergency Board Meeting July 28, 2022

Fr2021 Frzozz
{millions of dollars) pctual actual
Awerage Homestead Property Tax Rate 51538 51523 _
Average Tax Rate on Household Income | 2.50% 2.500%
Uniform Mon-Homestead Froperty Tax fate I $1.628 SL512 Sources
Property Yiedd Per Equalized Pupil | 510,958 511,317 .
Incame Yiekd Per Equalies Pupi ‘ $135% 13770 la Homestead Education Property Tax 633.7 648.7 635.0
Equalized Pupil Count I 87,304 B340 . 1 1
Satewide Education Spencing Growth | 39% 13% 1b Property Tax Credit (171.5) (172.3) (170.0)
Statewide Education Grand List Growth 2.7% 3.0% N
2 Non-Homestead Education Property Tax 735.2 752.4 727.1
Homestead Education Property Tax | 633.7 G4BT
Property Ta Credit I (1715 1723 3 Sales & Use Tax 507.6 545.2 563.2
Mon-Homestead Education Property Tax | 7352 7524 "
Sales & Use Tax | 5076 5452 . 4 Purchase & Use Tax - one-third of total 44.7 45.7 47.1
Purchase & Use Tax - one-third of total | a7 457
Mieals & Rams Tax - one-guarter of total I 360 542 5 Meals & Rooms Tax - one-quarter of total 36.0 54.2 57.1
Latteny Transfer | 325 308 . .
Medicaid Teansfer | 74 115 6 Lottery Transfer 32.5 30.8 31.8
Other Sourees (Wind & Selar, Fund Interest) I 29 36
Total Sources 18285 18187 7 Medicaid Transfer 7.4 115 10.2
10 Education Payment 14837 1,502.0 1
B e : 4232 S0 8 Other Sources (Wind & Solar, Fund Interest) 2.9 3.6 2.5
12 State-Placed Students ! 180 170 9 Total Sources 1,828.5 1,919.7 1,903.6
13 Transportation Aid ms 05 L . r * L4 *
14 Technieal Education Aid | 148 1732
15 One-Time CTE construction and rehab leasning program | - - —
16 Srmall School Suppert B2 a1
17 Essentisl Early Education Aid I 70 71
18 Flexible Pathvays B3 832
10 Teachers' Pensions (Narmal Cost Only) | B9 376
20 On-going Normal Cost of Teacher's OPER | - -
21 Universal School Meals - -
23 Other Uses (Accounting & Auditing, Financial Systems) 34 34
23 Total uses® 1,794.5 18501
allocation of Revenue Surplus/{Deficit]
24 Revenue Surplus/|Deficit] 3440 696 | (57.3)|
25 Prior-Year Reversions. {14} {117 00|
26 Transfer tof{from) Stabiization Reserve 52 11 29|
27 Transfer tof{from) additional Reserve 1440 220 |
28 Transfer tojifrom) Unresarved,/Unallocated” 87 | 582 | 160.2)|
Stabilization Reserve
23 Prior-Year Stabilization Reserve 320 382 383
30 Current Vear Stabilization Reserve Rl 383 412|
31 Percent of Prior.Year Net Appropriations B E %
31 Reserve Target Rl 383 412]
Additional Reserve
31 Additional Reserve for Other Fost Employment Banefits 140 140]
330, Prefund of Normal Cost of Teacher's ORES using reserved funds Bl 1133]] |
34 PCBRessrve B 220] a0
available Funds
35 Prioc-Year Unreserved/Unallocated* 00/ 87| 768 |
36 Current-Year Unreserved/Unallocated |7 863 | 168 |
S50, Designation of FY22 funds for FY23 uses - 6.0
- u and Undesiy Frior ta AC5 Designati B 23 168 |
3c Transfer ta FCB Ressrve 10.0 |
37 Final Current-Year U and L i (Prst PCB Transfer) * - 129 168
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Property taxes

* Education tax rates are set so that the EF is in balance
 Amount to raise statewide on education property tax is determined by
subtracting non-property tax revenues from total uses

* There are 2 property tax bases subject to the statewide education
tax, and rates differ by base
* Nonhomestead property
 Homestead property

* “Homestead” property is defined in statute (32 V.S.A. § 5401(7)):

* "Homestead" means the principal dwelling and parcel of land surrounding
the dwelling, owned and occupied by a resident individual as the
individual's domicile [...]”
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Nonhomestead property tax

* Tax on all taxable real property that does not qualify
as a “homestead” or that is not exempt!

* The equalized nonhomestead property tax rate is
uniform across towns

* The rate is set in statute?, but the statute is annually
not withstood by the Legislature

* The rate is set in session law (usually as part of the yield
bill)

Notes: 1) See 32 V.S.A. §5401(10) for full definition of nonhomestead property

2) The rate is $1.59 per $100.00 in 32 V.S.A. § 5402(a)(2)
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Homestead property tax

* Tax on all taxable real property that qualifies as a
“homestead”

* The homestead property tax rate in each town is
dependent on its locally approved education
spending per pupil
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Homestead Property Tax:
Adjusting to account for per pupil spending

* By statute, the base homestead tax rate is $1.00 for homestead property
* The base tax rate effectively creates a floor on per-pupil education spending

e After voters approve the school budget, the base homestead property tax
rate is adjusted by education spending per equalized pupil

* |f a town belongs to more than one school district, the homestead tax rate
is weighted by enrollment in each district

Education spending per equalized pupil =

Education spending
Equalized pupils

T

ed. Spendi'ng per eq.pupils

Spending adjusted equalized property tax rate = $1.00 X roperty yield
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Homestead Property Tax:
Pupil weights and equalized pupils

* Pupil weights adjust student counts to address different student

needs or circumstances

e After Average Daily Membership (ADM) is reported, weights are applied to
certain types of students to account for the potential higher costs to
school districts to educate these students

» After weights are applied to all school districts” pupil counts, the
equalization ratio is used to make the number of state equalized

pupils match the overall student count

Note: Act 127 (2022) added and adjusted pupil weights to Vermont’s funding formula. Act 127 (2022)
also eliminated the equalization ratio. Starting in FY 2025, no equalization ratio will be applied.
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Homestead Property Tax:
Interpreting the “Property Yield”

ed. spending per eq.pupil
property yield

Spending adjusted equalized property tax rate = $1.00 X

* The property yield can be thought of as the per equalized pupil amount of spending that
the fund can support with a uniform homestead tax rate of $1.00 on homestead value

* In districts that spend more per equalized pupil than the property yield, the homestead
property tax is increased proportionately
* In FY22, the property vield per equalized pupil was $11,317
* Districts that spent < 511,317 per equalized pupil had an equalized tax rate of $1.00
* Districts that spent > $11,317 per equalized pupil had a higher equalized tax rate than $1.00

* For example, in any district that spent $16,975 per eq. pupil, or 150% of the yield, the equalized
homestead property tax rate was $1.50

$16,975

1.50 = $1.00 X
$1.50 = $1.00 $11317
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Property Tax Credit:
Overview

The homestead tax is property tax with a credit based on income

About 70% of Vermont households receive a “property tax credit” to their homestead
property tax based on their income

The credit is applied to tax bills in the following tax year
Credit is limited by the income of the taxpayers:

Household income Property tax credit parameters*

Less than $47,000 * Property tax credit may be used on the first $400,000 of the housesite value
* Additional tax relief based on household income is available

$47,001 - $90,000 Property tax credit may be used on the first $400,000 of the housesite value

$90,001 - $134,800 Property tax credit may be used on the first $225,000 of the housesite value

Greater than $134,800 Household will not qualify for a property tax credit
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Property Tax Credit:
Interpreting the “Income Yield”

ed.spending per eq.pupil

Spendi djusted lized i t te = 2% X
pending adjusted equalized income tax rate ) income yield

* The income yield can be thought of as the per-pupil amount of spending that the fund can
support with a uniform tax rate on income

* The tax rate on income in any district spending more than the yield is increased proportionally

* Whether a resident homeowner pays the education tax on homestead value or income, the
homestead tax rate increases in proportion to per-pupil spending

* |In FY22, the income yield per equalized pupil was $13,770
* Districts that spent < 513,770 per equalized pupil had an equalized tax rate on income of 2%
* Districts that spent > $13,770 per equalized pupil had higher equalized tax rate on income than 2%

* For example, in any district that spent $20,655 per pupil, or 150% of the income yield, the equalized
homestead income tax rate was 3.0%

$20,655

3.0% = 2.0% X
o o $13,770
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Property Tax Credit:
Further credits for incomes less than S47,000

* Households with income under $47,000 are entitled to additional tax relief
if their net education tax exceeds a fixed percentage of household income

* This is often referred to as the “circuit breaker”

* About 30% of homesteads eligible for income sensitivity are also eligible
for a homeowner rebate

* The cost of the municipal homeowner rebate is borne by the General Fund

Net State Education Tax Municipal Property Tax
Household Income Tax Cap as % of Income Household Income  Tax Cap as % of Income
Less than $9,999 0.5% Less than $9,999 1.0%
$10,000 — $24,999 1.5% $10,000 — $47,000 3.0%
$25,000 - $47,000 2.0%
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Review of Calculating Property Tax Credits

Household Housesite (HS) | Calculation of amount that would be paid under income Calculation of the property tax credit
income value
The property tax credit is the amount paid for
property taxes minus...
< $400,000 income * income rate The lesser of:
e The amount that would be paid based on
income
<$47,000 . . - ,
2 > $400,000 (income * income rate) + ((HS valuioswo 000) * HS rate) | OR
e The statewide education tax rate multiplied
by the equalized value of the housesite,
reduced by $15,000, in the taxable year
< $400,000 income * income rate
247,001 - HS value—$400,000 The amount that would be paid based on income
$90,000 > $400,000 (income * income rate) + (( w2 ui(;o . ) *x HS rate) P
< $225,000 income * income rate
S _ . .
> $90,000 > $225,000 (Eiine  SREmTe F0E) - ((HS valuiojzzs,OOO) S ] The amount that would be paid based on income
>$134,800 Households above this income will never qualify for a property tax credit, and will always pay solely based on property value
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Resources

Legislative Joint Fiscal Office — Education Finance
https://lifo.vermont.gov/subjects/education

Agency of Education — Data & Reporting

https://education.vermont.gov/data-and-reporting

Department of Taxes — Property Owners

https://tax.vermont.gov/property-owners
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