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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

* School district spending is determined at the local level
* School boards set budgets that must be approved by voters

* The Legislature sets education yields and property tax rates annually 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 (1997), the homestead property tax rate is a
function of district per pupil spending
 District rates are not a function of property wealth
* Tax rates vary in proportion to per pupil spending across districts
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Brief History of Education Finance in Vermont

Prior to 1997, 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 benefited 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

A town’s property wealth no longer affects its 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

e All school districts, regardless of their property wealth, are adversely affected if the Legislature reduces state
funds for education
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Education Finance Timeline

(O £ ) S
On or before December 1 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 estimated level necessary
to fund all voter-approved
| | | school budgets
A8 | A8 | A8 | A8
a O
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 10, December 10, and April
30, with 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

* Each school district builds an annual budget
* Budget requires local voters’ approval

* In general, budgets have two primary parts: 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 — State 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 administrative costs at
the state level
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Expenditures in Education Fund Outlook

30-Nov-23
Preliminary Education Fund Outlook for FY 2025
Consensus forecast for the December 15t Letter
2oz Frzoza Frzozs
[millians of dllars) . projeced .
é Awerage Homestead Property Tax Rate' 51385 $1.311) $1.359
b Average Tax Rate on Househald Income™ 2.32% 2330 LETH
3 Unifarm Non-Homestead Property Tax Rate 1,466 51391 51.442
d  Property Yield Per Pupil® 513314 $15,443 58,452
® Income Yield Per Pupil® 515,948 $17,537 5103000
1 Total Long Term Average Daily Membership (LTADM) 85,806 4,009 83,433
§  Total Lang Term Weighted Average Daily Memiership [LTWADM) - - 141,190
h Awerage Percentage Bill Change Compared to Prior Year (HS/inc/NHS) . uniform 4.27%) uniform  18.50%
i Statewide Education Spending Growth 6.2%. 800 12.0%
| Semtewide fducation Grand List Grawth 5% 5.7 18.3%
Saurces
13 Homestead Education Property Tax® 6283 6682 7883
1b Praperty Tax Credit {163.7) (155.0} (1583)) —
2 Mon-Homestead Education Property Tax 7389 7922 4248 . .
3 Salesf lse Ta se4.0 5852 14 Appropriations
4 Purchase & Use Tax - one-third of roce/ 474 48.5 503 2
5 Mcals & Rooms Tax - ane-quarrar of racal 504 s 22 10  Education Payment 1,576.5 1,710.7 1,516.0
6 Loftery Transfer 321 323 330 | it R R
§ ooy Mo 2 23 2 10a.  E-Board Release of Funds for PCB remediation 1.1
8 Other Sources (Wind & Solar, Fund Interest) 9.0 2.4 89 11 Special Education Aid 208.1 226.2 2491
+——orarsaurees TeaTE 0o 2
Apprapristicns 12 -PI n 17. 19. 20.
10 Education Paymant 15765 1,710.7 J.QIA State aced‘ StUt‘ie ts 5 9 0 0 0
0a € Board Release of Funds for PCB remedistion 11 13 Transportation Aid 218 235 25.3
11 Special fducation Aid 208.1 2262 2491 - R -
12 state Flacer Students 15 9 200 14 Technical Education Aid 313 17.0 17.1
13 Transportation Ak 218 235 253
14 Technical Education Ald 313 170 171 15 Small School Support 8.2 8.3 3.0
e o i & a3 2 16  Essential Early Education Aid 7.5 8.4 8.7
17 Fleible Pathways 83 a3 86 P
18 Universal Schial Meals 23.0 10 %5 - 17 Flexible Pathways 83 9.3 856
10 Enghich Leamers Sarvices : : e 18 Universal School Meals 29.0 29.0 26.5
20 Afterschoal grants 4.0 65
21 PO Remediatian Grants mr 19 English Learners Services - - 3.0
22 Teachers' Pensions (Nermal Cost Oniy} 334 33,1 378
71 On-going Normal Cost of Teachar's OFER 15.1 15.4 Faky 20 Afterschool gra nts - 4.0 6.5
24 One-time COLA payment - 30 - o
\ 25 Other Uses|Accounting & Auditing, Financial Systems} 34 a8 y 21 PCB Remediation Grants - 29.7 -
26 TotalUses 19612 21414 23470 -
i 22 Teachers' Pensions (Normal Cost Only) 334 331 378
27 Revenue Surpius/(Defiit) 1531 (5.0} 275 B
38 Brioresr Reverians a5 . o0 23 On-going Normal Cost of Teacher's OPEB 15.1 15.4 216
2% Transfer {ta)/from Stabilization Rescrve (8.6} .
30 Transfer (ta)ffrom Additional Acscrves 130 24 One-time COLA payment - 3.0 -
s Lonsfor o}/ from wresercinaliocsted Bl 25  Other Uses (Accounting & Auditing, Financial Systems) 34 4.8 35
32 Prior-Year Stabilization Reserve 39,3 41,8 a7
33 Curment-Year Stabilization Reserve a8 470 556 26 Total Uses 1,961.2 2,141.4 2,347.0
34 Percent of Prior-Fear Net Appropriations 5% 5% 5%
35 ReserveTarget L8 470 555 —
Additians] Reserve
36 Current-Year Reserve for Future COLA provisions - 91 91
7 Current-Year Tax Rate Offset Reserve - 13.0 110 L] L] o
37a.  Lise of Tax Aate Offset Reserve towards FY25 ta rates {1310
Anailable Funds 0
38 Prior-Year Unreserved/Unallocated 158 137.25 23.82
38 Curenc.Year Unresarved/Unaliocated 137 2382 0.7% H 4 H h E d H F d k
e B . appropriations in the ucation Fun
o sem et itk

*Note: Education payment includes primarily personnel costs

1 Baldwin Street ® Montpelier, VT 05633-5701 e (802) 828-2295 e https://ljfo.vermont.gov 9




Education Funding
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Education Fund Sources (2022)

* Vermont
pays for
education
through the
Education
Fund (EF)

e The EF has 2
buck_ets of
funding:

* Property
tax sources

* Non-
property
tax sources

Net Homestead Edu.
Prop. Tax, 25%

Lottery Transfer,
2%
ransfer, 1%

Nonhomestead Edu.
Prop. Tax, 39%

Meals & Rooms
Tax, 3%

Note: Homestead Education Property Tax includes the cost of the property tax credit
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

Revenues in Education Fund Outlook

30-Nov-23
Preliminary Education Fund Outlook for FY 2025
Consensus forecast for the December 15t Letter
203 Frz0za Frz0zs
millions of dollars) . e o
4 Awerage Homestead Property Tax Rate' 51385 BEm| 51359
b Awerage Tax Rate on Househald Income” 232% 233 267H
[ Unifarm Non-Homestead Property Tax Rata 1446 51.351 51442
4 Property Yicld Por Pupil® §13314 $15,443) 58,452 Sources
©  Income Yield Per Pusil’ 515848 517,537 510,300 . 3
1 Total Lang Term Average Daily Membership (LTADM) 85,805 84,009 3,133 1a Homestead Education Property Tax 628.3 | 668.2 | 789.3 |
§ ot Long Term Weighted Average Daily Mernbership (LTWADM) - - 121,180 :
h Awerage Percentage Bil Change Compared to Priar Year (HS/inc/NHS) - Unirm 427%) Uniform  18.50% 1b Property Tax Credit (163.7) (155.0) (158.3)
Statowide Educatian Spending Grawth 5.2% 0% 12.0% ¢
T R e T eul Sl e 2 Non-Homestead Education Property Tax 7389 792.2 924.9
urces
13 Hermestead Education Property Tax’ 62183 | 668.2 | 7883 3 Sa |E$ & Use Tax 584.0 585.2 597.4
16 Property Tax Credit 16371 1155.0) (1583) - -thi
e T 1627 T 2 4 Purchase & Use Tax - one-third of total 47.4 48.8 50.9
3 Salesf lse Ta se4.0 5852 14 -
e R —— ol el o 5 Meals & Rooms Tax - one-quarter of total 59.4 60.5 62.2
5 Mcak & Rooms Tax - ane-guarter of sara! 594 605 622
P Moo = o o 6 Lottery Transfer 321 32.3 33.0
7 Medicaid Transler 103 103 12 7 Medicaid Transfer 10.3 10.8 11.2
] Other Sources (Wind & Solar, Fund Interest) 2.0 a4 89
§ _Total Sources 18058 20524 23195 8 Other Sources (Wind & Solar, Fund Interest) 9.0 9.4 8.9
10 Education Baymant 15765 | 1,710.7 18160 g Total Sources 1945.9 2052.4 2.319.5
10 E-Baard Release of Funds for PCE remediation 11 - - L L Ll
11 Specisl foucation Aid 208.1 262 2880
12 siste-Flaced Students 175 1.0 200
13 Transportation Akl 2.8 25 253
14 Technical Education Ald 313 7.0 171
15 Small School Support 8.2 83 30
16 Essential Early Education Aid 75 84 87
17 Flexible Pathways 83 EX| 86
18 Universal Schoal Meaks 2.0 290 | 365
19 English Learners Services | 0
20 Afterschaal grants a0 65
21 PCHFemediation Grants 297 .
2@ Teachers' Fensions (Normal Cost Qniy) 33.1 ELE]
23 Ongoing Normal Cost of Teacher's OPER 15.4 | 216
24 One-time COLA payment 30 -
25 Other Uses {Accounting & Auditing, Financial Systems) 48
25 TotalUses 2,141.4
Allocation of Revenue
37 Aevenue Surphus/{Defeit) (3.0
38 Prior-Year Reversions 29|
38 Transfer {ta)/from Stabiliration Resers ]| (9.6)
30 Transfer jta)/from Additional Brscres (22.1) 130
31 Transfor {tajfrom Unreserved/Unallacated 1134 231
Seabilization Reserve
32 Prior-Year Stabilization Reserve 33.3 418 4t
33 Curent-Year Stabilization Reserve aL8 470 556
34 Percent of Prior-Year Net Appropriations % % S
35 Reserve Target L8 47.0 556
Additional Reserve
36 Current-Year Reserve for Future COLA provisians a1 91
37 CurrentVear Tax Rate Offset Rescrve 1.0 130
37a.  Use of Tax Rate Offset Resarve towards FI25 tax rates 113.0)
Available Funds
38 Prior-Year UnreservedfUnallacated 7158 13725 | 282
3% Current-Year Unresarved/Unallocated 137.25 23.82 | 0.76
Motes: 1] Homestead ratis bare besn capped 1 Fropared &y JF0

e
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Property Taxes

* Education tax rates are set to keep the EF balanced
 Amount to raise statewide 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 as defined in statute (32 V.S.A. § 5401):

* "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 doesn’t qualify
as a homestead or isn’t exempt?

* The equalized nonhomestead property tax rate is
uniform across towns

* The rate is set in statute, but the statute is annually
notwithstood 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) Therateis $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 tax rate is $1.00 for homestead property
* The tax rate effectively creates a floor on per pupil education spending

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

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

Education spending
Equalized pupils

T

Education spending per equalized pupil =

ed. Spendiﬁg 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

» 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 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 an 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 property tax has 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 the following year’s tax bills
The credit is limited by the taxpayers’ income

Household income Property tax credit parameters*®

Less than or equal to * Property tax credit may be used on the first $400,000 of the housesite value
S47,000 * 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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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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https://ljfo.vermont.gov/subjects/education
https://education.vermont.gov/data-and-reporting
https://tax.vermont.gov/property-owners

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 up to $13,770 per equalized pupil had an equalized tax rate on income of 2%
* Districts that spent more than $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 547,000

* 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%

1 Baldwin Street ® Montpelier, VT 05633-5701 e (802) 828-2295 e https://ljfo.vermont.gov




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 . : -$400,
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
$47.001 - < $400,000 income * income rate
’ . . -$400, ...The amount that would be paid based on income
$90,000 > $400,000 (income * income rate) + ((HS valuiojwo 000) x HS rate) ! wo pal !
< $225,000 income * income rate
> $90,000 ) ) - , ...The amount that would be paid based on income
> >$225,000 (income * income rate) + ((HS valuioizzs 000) x HS rate) N wot pal !
>$134,800* Households above this income will never qualify for a property tax credit, and will always pay solely based on property value

*Note: This amount is not set in statute, but is determined as a mathematical exercise after the yields have been set
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