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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 General Assembly sets yields and property tax rates annually at the
level necessary to fund education expenditures

* There are two types of property taxes — homestead and nonhomestead

* Since the Brigham decision (1997), the homestead property tax rate has
been 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 General Assembly 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 (1997)

e The combination of reduced State appropriations and property tax rate inequities across towns led to the
Brigham decision in 1997

* |n response, the General Assembly passed Act 60 the same year

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 General Assembly reduces
State funds for education
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Education Finance Timeline

a )

School boards begin
preparing school district
budgets

- J

a )

e Taxpayers pay
education property
taxes

e School districts
implement budgets

- J

>

-

- ™

December 1

e Commissioner of Taxes
publishes the
December 1 Letter,
forecasting rates for the
next fiscal year!

- J

Late summer or early fall

e Towns administer
education property
taxes

N\ J

)

-

(School boards continue
preparing school district
budgets and warn
budgets for voters

e Decisions are informed
by December 1 Letter

- J

(On or before June 30

e Department of Taxes
sets the spending-
adjusted homestead tax
rate for each town

- /

-

March (usually at town
meeting)

¢ \Vermonters vote on
school district budgets

N

J

L

-~

General Assembly sets
property taxes at the
estimated level
necessary to fund all
voter-approved school
budgets (Yield Bill)

N

~

J

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 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

* From a financial perspective, 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

* Education Fund expenditures are the statewide aggregated costs of
public education

* This includes all school budgets

* In general, there are two buckets of Education Fund 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 the Education Fund Outlook

December 2, 2024
Education Fund Outlock for FY 2026
Consansus forecst for the Decemesr 1 Latier
FY2024 FY2025 FY2026
{millians of defiars) B o
A Avcrage Homestead Property Tax Rate® $1.311 51,303 51677
b Awerage Tax Rate on Houschold Income 233% 233% 2.38%
c Unifarrn Non-Hormestead Progerty Tax Rate’ 51.391) 51391 51791
d  Property Yickt for Pupil™” 515,443 53,593 58,553
= Income Yield Per Pupil™* 517,537 510,110 512,260
1 Total Long Term Weighted Average Daily Membership (LTWADM) -] 142,810 141,596
g Average Percentage Bill Change Compared to Prior Year (H5/Inc/NHS) Uniform: 43%) Unifarm: 13.8% Uniferm : 5.9%
h Statewide Education sprnr!mg(irrmﬂ' B0 10,7% B.2%:
i Statewide Education Grand List Growth 9,7H%) 14.3% 14.7%
Sources
12 Homestead Fducation Froperty Tax Ba34 TE] &m0
1k Property Tas Crodit {155.3)| (164.0] [153.0]
2 Nan-Homestead Education Property Tax N3 8945 G48.3
3 Sales & Use Tax 5952 606.3 622.5 — .
4 Purchase & Use Tax - one-third of tatal 283 s 511 Appropriations
5 Meals & R T mr#ml als 721 76,1 -
o Loty e 11  Education Payment 1,711.1 1,893.3 1,996.2
edicaid sfie 9 X . . .
e & i 2 12 Special Education Aid 235.3 264.6 270.7
11 Other Seurces (Wind & Solar, Fund Interest] 5.0 N: 13 State-P'aCEd Students 19-0 20v0 172
Approprizticns i i
e i EaTE i 14 Transportation Aid 235 25.3 26.1
12 spenal tducation Aid 2353 045 15  Technical Education Aid 17.0 17.9 18.7
13 State-Placed Students 1%.0 200
14 Transportation Al 35 53 16  Small School Support/Merger Support 8.3 1.8 1.8
15 Technical Educath 170 179 . . .
16 Small School Support/Merger Support 83 13 17  Essential Early Education Aid 8.4 8.7 9.0
17 Essential Early Education Aid B4 87 .
16 Tieble Fathways 23 104 18  Flexible Pathways 9.3 10.4 10.4
19 Uni | School Meal: 264 204 .
30 brleh toamens Semdecs s 19  Universal School Meals 26.4 204 185
ST P e 20  English Learners Services - 2.3 2.3
23 VSTRS OPEE Normal Cost H H
A 21 PCB Remediation Grants 29.7 - -
25 Other Uses (ACCOUNTINg & Auditing, CMF transfer, Financial Systems) .
I orher v 22 VSTRS Pension Normal Cost 42.5 36.0 38.3
Allocation of Revenue 23 VSTRS OPEB Normal Cost 15.4 19.1 223
27 Revenue Surplus/{Defict) H
28 prior-Year Reversions 24 One-time COLA payment 3.0 - -
20 Transfer {to)from Stabilization Reserve . P " -
30 Transfer {tol/from Aditional Reserves . 25  Other Uses (Accounting & Auditing, CMF transfer, Financial Systems) 4.8 6.0 5.0
31 BAA- One-time transfer to afterschoal special fund
22 Transfes {ra)ffrom UnresorvedUnallocated {1.8) 321 26 Total Uses 2, 153.7 2, 325.7 2,436.6
Stabilization Reserve
33 PriarYear Stabilization Resorve 418 470 -
34 Current-Year Stabilization Reseree 470 521
35 Percent af Priar-Year Net Appropriations 5.0% 50%
36 Reserve Target 470 521

Additional Recerve

o S e The education payment is generally about 80% of all

38 Current‘Year Tax Rate Offsct Resoree

393 Use of Tax Rate Offsct Reserve towards FY25 tax rates {13.0) . . . *
Available Funds
- — - apboropriations from the Education Fun
40 Current ¥ear UareservedyUnallocated a1 3304 083
e 2 13,27 R . e 2n the meim yema’
» af retic from A<t 137 Aa awch, The PY 2025 ond FYI028 property pisla and incams. December 1, 2024
it canmat be gty compared Ta The ek ariar o FIZOZS. Fregared by JFO

*Note: Education payment is primarily composed of personnel costs.
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Education Funding
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Education Fund Sources (Projected FY 2025)

* The Education
Fund has 2 buckets
of funding:

* Property tax
sources

* Non-property
tax sources

Meals &
Rooms Tax

Lottery One-
time GF
Transfer, | '™
transfer,

- one- 2% 1%
quarter o...

Non-Homestead Education Property
Tax, 39%

Note: net homestead education property tax includes the cost of the property tax credit
Data Source: Education Fund Outlook for the December 1 Letter, (December 2024)
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Revenues in the Education Fund Outlook

December 2, 2024
Education Fund Outlock for FY 2026
Consansus forecst for the Decemesr 1 Latier
FY2024 FY2025 FY2026
{millians of doliars) . o
A Avcrage Homestead Property Tax Rate® 51311 51,303 51,677
b Awerage Tax Rate on Houschold Income 233% 233% 2.38%
c Unifarrn Non-Hormestead Progerty Tax Rate’ 51.391) 51391 51791
d  Frapery Yicld Per Pupil™” 515,443 59,893 58,553 -
3 Income Yield Per Pupil™* 517,537 510,110 512,260 soumes
1 Total Long Term Weighted Average Daily Membership (LTWADM) -} 142,810 141,596 . 3
8 Average Percentage Bill Change Compared to Prior Year (H5/Inc/NHS) Uniform: 43%) Unifarm: 13.8% Uniferm : 5.9% la HomEStead Educatlcn Prope ty Tax 6283 568'2 ?89'3
h Statewide Education bpmr]mgfirrmth B0 10,7% B.2%: .
| Siateuiie Eduarion coand 1 Gt am e L 1b Property Tax Credit (163.7) (155.0) (158.3)
Sources -
T Hamestead Education raperty Tox s ror s 2 Non-Homestead Education Property Tax 7389 | 792.2 924.9 |
1b  Property Tax Credit (155.3), [164.0] [153.0]
2 Nan-Homestead Education Property Tax N3 8945 G48.3 3 Sa |ES & Use Tax 584'0 1 585'2 1 59?'4 1
3 Sales & Use Tax 5952 606.3 622.5 i
& birchone & e Tax e g5 ot o o e 4 Purchase & Use Tax - one-third of total 474 48.8 | 50.9 |
5 Meals & Rooms Tax m?wmr#ml als 721 76,1 )
e e S18 Il %1 5 Meals & Rooms Tax - one-guarter of total 594 60.5 62.2
7 Medicaid Transfies 86 40 8.0
O sn 6 Lottery Transfer 321 323 33.0
9 Other Seurces (Wind & Solar, Fund Interest] 5.0 8.4 15 t H
S Dther Sources 20588 204 2080 7 Medicaid Transfer 10.3 10.8 11.2
i — i T T 3 Other Sources (Wind & Solar, Fund Interest) 9.0 9.4 8.9
12 spedal Education Ald FETE] 2648 2.y
e %2 e o2 9 Total Sources 1,945.9 2,052.4 2,319.5
14 Transportation Ald 235 53 6.1 S—
15  Technical Education Aid 170 17a 187
16 Small School Support/Merger Support B3 L8 18
17 Essential Early Education Aid B4 87 2.0
18 Flexible Pathways 93 10.4 104
13 Universal School Meals 264 204 185
20 English Learmers Senvces 13 23
21 FCE Remediation Grants - -
22 VSTRS Pension Normal Cost 360 383
23 VSTRS OPEE Normal Cost 191 23
24 One-time COLA payment - -
25 Other Uses (ACoounting & Auditing, OMF transfer, Financial Systems) 6.0 50
26 Total Uses 2325.7 2,436.6
Allocation of Revenue
27 Revenue Surplus/{Defict) 3 (28.6]
2B Prior-Year Reversions 243 -
20 Transfer {to)from Stabilization Reserve (5.0} (35
30 Trangfer {to)/from Additional Reserves 13.0 -
31 BAA - One-time transfer to afterschool special fund
32 Transfor {tal/from UnresorvedMUnallocated 18] 321
Stabilization Reserve
33 Prior-Year Stabilization Reseree 418 470 521
34 Current-Year Stabilization Reserve 470 521 556
35 Percent af Priar-Year Net Appropriations 5.0% 50% 50%
36 Reserve Target 474 52.1 55.6
Additional Rezerve
37 Current-Year Reserve for Future COLA pravisions 491
38c.  Use of Currant-Year Reserve for Future COLA provisians (8.1),
EL) Current-Year Tax Rate Offset Reserve 130 1310
389a.  Use of Tax Rate Offset Reserve towards FY25 tax rates {13.0
Available Funds
g Priar-Year Unreserved/Unallocated 137.25 310m 3304
40 Current-Year Unreserved,/Unallocated 1108 EETT) 053
[P —— PP — P S —
Frogerly lax. Tes and yicids.
I r ratic from AcT 127. Aa acch, The PY 3023 and PYICIE propesiy picits and incame December 2, 2024

firat of
yisizh cannag be dieesly companed 1 The yicks ariar i FEEZS.
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Property Taxes

e Education tax rates are set to keep the Education Fund 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 their rates differ
* 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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Property Taxes and the Common Level of Appraisal

 Vermont has a statewide Education Fund but not a statewide
reappraisal system

 The Common Level of Appraisal (CLA) is used to account for
different appraisal schedules across the state

* When discussing tax rates, we generally use the term “equalized”
to refer to the tax rate if the property were to be appraised at fair
market value

* The term “actual” is used for tax rates after the CLA has been applied
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Nonhomestead Property Tax

* Tax on all real property that doesn’t
gualify 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 General Assembly?

* The rate is set in session law (usually as
part of the Yield Bill)

3k

B E

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




Homestead Property Tax
Adjusting to Account for Per Pupil Spending

* By statute, the homestead property tax rate is $1.00 per $100.00 of
property value, and then adjusted for local per pupil education spending

 The homestead property tax rate is adjusted by the locally-approved per
pupil education spending

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

Education spending

Per pupil education spending =
pup p g Long Term Weighted Average Daily Membership (LTWADM)

per pupil education spending

District equalized homestead property tax rate = $1.00 X

property yield
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Pupil Weights and Long Term Weighted
Average Daily Membership (LTWADM)

* Pupil weights are in statute and

are used to adJUSt student Current Law Pupil Weights by Weighting Category

counts to address different

" Weighting category Weight

StUdent needs or ClrcumStanceS Grade level weights PreK./Essential Early Education (EEE) -0.54

* After Long Term Average Daily K-5 0

Membership (LT ADM) is -5 036

reported, weights are applied to 012 030

Certaln t pes Of StUdentS to Economucally deprived background weight 1.03
account for thedpotentlal higher — —

. . nglish language learners (EL) weizght 249

costs to school districts to —— - -

parsity weight < 36 persons 0.15

educate these students Nurier o sesple in dstic) 56— 54 persons -

* These weights are added to the 55 — 100 pessons 0.07

LT ADM to calculate the Lor]g Smnall school < 100 pupils 021

Term Weighted Average Daily (Ony applcable for districts alo 100 _ 249 pupils 0.07

Membership (LTWADM) 2 st =
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Homestead Property Tax
Interpreting the “Property Yield”

per pupil education spending
property yield

District equalized homestead property tax rate = $1.00 X

* The Froperty yield can be interpreted as the per pupil spending amount of a district that would
result in an equalized tax rate of $1.00 on homestead value

In districts that spend more per pupil than the property yield, the homestead property tax
increases proportionately

* |n fiscal year 2025, the property yield was $9,893

* Districts spending up to $9,893 per (weighted) pupil have an equalized tax rate of $1.00

* Districts spending more than $9,893 per (weighted) pupil have an equalized tax rate greater than $1.00

* For example, any district spending $14,839 per (weighted) pupil, or 150% of the yield, the equalized
homestead property tax rate is $1.50*

$14,839
$9,893

$1.50 = $1.00 x

*Note: this assumes the district does not receive a tax rate discount according to Act 84 (2024)
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Property Tax Credit
Overview

The homestead 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 - $115,000* Property tax credit may be used on the first $225,000 of the housesite value
Greater than $115,000* Household will not qualify for a property tax credit

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



Property Tax Credit
Interpreting the “Income Yield”

per pupil education spending
income yield

Spending adjusted equalized income tax rate = 2% X

* The income yield follows the same principle as the homestead property yield
* Like Pcqumestead property tax rates, income tax rates increase in proportion to per pupil
spending

* |n fiscal year 2025, the income yield was $10,110
* Districts spending up to $10,110 per (weighted) pupil have a tax rate on income of 2%
* Districts spending more than $10,110 per (weighted) pupil have a tax rate on income higher

than 2%
* For example, in any district that spent $15,165 per (weighted) pupil, or 150% of the income
yield, the homestead income tax rate was 3.0%

$15,165
$10,110

3.0% = 2.0% X
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Property Tax Credit
Further Credits for Incomes Less Than 547,000

* Households with income under $47,000 are entitled to a further tax credit
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 . : -$400,
2 > $400,000 (income * income rate) + ((HS valuiosmo 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) + (( = uio_o ’ ) x* HS rate) | P
< $225,000 income * income rate
> $90,000 ) ) - , ...The amount that would be paid based on income
> >$225,000 (income * income rate) + ((HS valuiojzzs 000) x HS rate) N wot pal !
>$115,000* 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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Resources

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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