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Assumptions Used in Arriving at Fiscal Estimate:

Under current law, municipalities receive a school levies credit from the state. The credit is distributed to
municipalities based on their share of statewide school levies in the previous three years and allocated to
taxpayers in proportion to their share of their municipality's total assessed value. Municipalities treat the
credit as if it was a payment of property taxes. The credit, which is paid by the state on the 4th Monday in
July, is funded at $469.3 million and offset or paid about 7.5% of total levies for 1999/2000. Under the bill,
the school levies credit is repealed.

Under current law, school equalization aids are calculated using a 3-tier (primary, secondary, and tertiary)
formula under which the total aid payment may not be less than the primary level aid. Also under current
law, for aid calculation purposes, pupils with special needs are given no extra weighting. Under the bill,
school equalization aids rise by $469.3 million, the amount now distributed as the school levies credit. The
additional aid is paid on the 4th Monday in July, the same day the levies credit is paid. Also under the bill,
aids under the 3-tier formula could not be less than zero. Finally, pupils in programs for children-at-risk and
pupils who qualify for free or reduced-price lunches are counted as 1.2 pupils for aid payment purposes.

The bill has the following fiscal effects:

State school aids

The additional $469.3 million (a 12.5% increase based on the 1999/2000 appropriation) would increase
equalization aid for nearly all school districts. However, allowing the sum of aids under the 3-tier formula to
be zero reduces equalization aid to a few districts with very high equalized value per pupil. Weighting at
1.2 children-at-risk and pupils receiving free or reduced-price lunches shifts aid to districts where such
pupils form a higher than average percentage of the student population.

(continued on page two)

Long-Range Fiscal Implications:
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Property tax levies

Assuming no change in school spending, school levies would decrease by $469.3 million. This would be
offset by the elimination of the school levies credit, resulting in no change in the statewide total net property
tax levy. However, significant changes in net taxes and tax rates for individual localities would occur. In
general, communities in school districts with low per pupil equalized values and higher than average
percentages of pupils considered at risk or from low-income families will have lower taxes. The department
does not have the data needed to estimate individual school district aid changes or net tax rate changes for
individual municipalities.

Cash flow and property tax settlement
The statewide total net property tax levy is not affected by the bill, but the timing of tax collections by
individual taxing jurisdictions is expected to change.

At final settlement of the property tax roll (which is usually in mid-August), each municipality's school levies
credit is distributed to the various taxing jurisdictions (state, county, technical college, municipality, special
districts, and school districts) in proportion to their share of the total tax levy in that municipality.

Based on estimated 1999/2000 levies, the school district share of the credit payment at settiement in
August 2000 will be about $212 million. Under the bill, $469.3 million is paid directly to school districts on
the 4th Monday in July, so the bill will delay when school districts receive about $257 million ($469.3 million
- $212 million) in state funds. This could lead to increased short-term borrowing by school districts.

In contrast, the bill will accelerate receipt of $257 million by other taxing jurisdictions, which could reduce
their need for short-term borrowing.
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