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Every year during the budget process, lists of current and proposed foundation allowances for school
districts are published. However, the lists may not reflect what a school district actually is receiving or would
receive upon enactment of the future budget. Since State support of the foundation allowance accounts for
more than 74% ($9.0 billion) of State spending in the K-12 budget, it is important to know the workings of a
district's foundation allowance. This article reviews the reasons a school district may be receiving less or
more than its stated foundation allowance, along with the magnitude of variances around the State.!

Explanation of a School District's Foundation Allowance

Since the time Michigan voters adopted Proposal A, the school finance reform measure of 1994, schools
have been paid a foundation allowance for each pupil counted in membership. The foundation allowance
is an unrestricted source of revenue for schools to be used for general operations and paid to school districts
on a per-pupil basis. When Proposal A was being implemented, calculations were made to determine how
much each school district was receiving from local and State money in fiscal years (FYs) 1992-93 and
1993-94, and those amounts were converted to a foundation allowance, which varied from a minimum of
$4,200 per pupil to more than $10,000 in FY 1994-95. A funding structure was implemented that has worked
over time to lessen the gap between the minimum and maximum foundation allowances, by setting a
"target" foundation allowance, also known as the "basic" foundation allowance. When the budget process
uses this gap-closing funding structure, districts with foundation allowances below the basic foundation
allowance are provided with a larger per-pupil increase in funding compared with districts with foundation
allowances above the basic foundation allowance. In the event a district with a foundation allowance below
the basic in one year receives a dollar increase that "catches up" to the basic, the district then receives an
amount equal to the basic foundation allowance from that point forward, and yearly foundation allowance
increases do not provide any additional gap-closing funds to that district.

Figure 1 shows a general distribution of foundation allowances in FY 1994-95, the first year in which the
system of school funding under Proposal A was implemented. As illustrated, out of 570 total districts, 41,
or 7%, of districts were at the minimum of $4,200 per pupil; 47%of districts (or 270) were between the
minimum and the basic, which was $5,000; 36%(or 207) were between the basic and the State
maximum/hold harmless threshold (the point at which State aid ceases and districts must levy additional
local mills on homesteads to support the foundation), which was $6,500; and 9% (or 52), were above the
hold harmless threshold.

In many of the years since Proposal A was adopted and implemented, when State funding increases were
provided in the foundation allowance, districts at the lower end of per-pupil funding received higher dollar
increases than those at the upper end of the scale. This emphasis on equity over time has reduced the
funding gap between the lowest-funded district and the highest-funded district, from a difference of $6,254
per pupil at the start of Proposal A to just over $5,300 now, and has reduced the gap between the lowest-
funded district and the hold-harmless threshold from $2,300 per pupil to $778. Figure 2 shows the general
distribution of foundation allowances for FY 2015-16. Comparing Figures 1 and 2 illustrates how much the
gap has closed and how the vast majority of school districts (84%, or 708), which include charter schools,
now have statutory foundation allowances equal to the minimum, which is $7,391 for FY 2015-16. The total
number of school districts has increased over time reflecting the growth in the number of charter school
districts.

' The calculations in the article focus on the funding supporting general education students. The
calculations of funding for special education students are more complex and not included here.
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Figure 1

FY 1994-95 Distribution of Foundation Allowances

Total Number of Districts = 570

At Minimum of $4,200

Between Minimum and Basic ($4,200-$5,000)

Between Basic and Hold Harmless Threshold ($5,000-$6,500)
At or Above Hold Harmless of $6,500
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Figure 2

FY 2015-16 Distribution of Foundation Allowances

Total Number of Districts = 848

] At Minimum of $7,391
[] Between Minimum and Basic/Hold Harmless* ($7,391-$8,169)
. At or Above Basic/Hold Harmless of $8,169

* The basic was “reset” and increased to the Hold Harmless threshold with the return
of the “2x” formula in FY 2007-08.

Reasons the Stated Foundation Allowance May Not Be What a District Receives

Figure 2 shows that 83% of school districts, which include charter schools, have statutory foundation
allowances equal to the minimum, which is $7,391 per pupil for FY 2015-16. (A full listing of each district's
FY 2015-16 statutory foundation allowance may be found at
http://www.senate.michigan.gov/sfa/Departments/DataCharts/DCk12_Districtimpact.pdf.) However, the
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amount actually received by a district (that is not a charter school) may differ from the statutory amount due
to the interplay with local property tax revenue. For FY 2015-16, charter schools all receive the $7,391
minimum foundation allowance, and they receive 100% of that amount from the State, so there is no
difference for charter schools between their statutory foundation allowance and what is actually received in
foundation allowance revenue.

The picture is less straightforward for local districts (i.e., school districts that are not charter schools and that
levy local property taxes in support of operations). One of the changes under Proposal A requires that all local
districts levy property taxes on nonhomesteads (e.g., businesses) to help support the cost of the foundation
allowance. The general level of required local taxation is 18 mills, although this varies somewhat for a few
districts around the State, if the district was levying something less than 18 mills prior to Proposal A.

The State School Aid Act includes a formula that calculates how much local revenue is generated from the
18-mill levy, with the State making up the difference between a district's foundation allowance, capped at
the "hold harmless" or "State maximum" threshold, and that local revenue. To illustrate, a school district
may have a foundation allowance of $7,391 and, for example, the 18-mill levy on nonhomestead property
may generate $4,000 per pupil. The State then would make a payment to the district equal to the difference
between the foundation allowance of $7,391 and the amount generated locally of $4,000, or a payment of
$3,391 per pupil.

Headlee Rollbacks

One reason a local district may not receive its statutory foundation allowance relates to the State
Constitution. Under Article I1X, Section 31, a provision of the so-called Headlee Amendment (adopted in
1978), a school district may be required to "roll back" its 18-mill levy if local revenue increases at a faster
rate than inflation, and if the district does not obtain voter approval for additional millage in order to levy the
full 18 mills. In the example above, if a district is required to roll its 18-mill levy back to something like 17.5
mills, and does not either seek or receive voter approval for additional millage, the State does not make up
the difference in the lost millage because the formula for State support assumes the district is levying the
full 18 mills. This, then, is one instance in which districts may receive less foundation allowance funding
than statutorily allowed.

The phenomenon described above was much more prevalent before districts realized they could ask voters
to authorize a millage rate in excess of 18 mills, which, if approved, could absorb Headlee rollbacks for a
period of time, and have no net impact on foundation allowance funding. Even if districts seek and are
granted voter approval for a millage rate in excess of 18 mills, statutorily they are not allowed to actually
levy that higher millage rate. However, asking for authorization in excess of 18 mills has provided some
cushion to districts in the event of Headlee rollbacks, as the rollback is applied to the authorized amount,
not to the actual (capped) levy. At the end of FY 2014-15, 56 local districts were levying less than 18 mills
in total, due to Headlee rollbacks; the average millage rate among those 56 districts was 17.73 mills; and
the average per-pupil foregone revenue equaled $14.

Voter Denial of Operating Millage

As described above, the formula in the School Aid Act that calculates the State's share of a district's
foundation allowance assumes the district levies its maximum allowable operating millage, typically 18 mills,
on nonhomestead property. However, voters must approve the 18-mill levy on nonhomestead property and,
on rare occasions, the vote in a district fails. The State does not make up the lost revenue, and in virtually
every case, the district ultimately receives voter approval of the renewal of the 18-mill levy. (Buena Vista
did not renew its 18-mill levy, but this occurred after the district was dissolved, and did not affect its operating
funding.) If a school district were unsuccessful in its attempts to have voters approve the 18-mill levy, the
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district would forego all associated local revenue, and again, the State would not make up the difference,
as provided under the current statute.

Local Revenue Exceeding Statutory Foundation Allowance

A somewhat opposite phenomenon also can occur, when local tax revenue raised by nonhomestead
millage exceeds a district's statutory foundation allowance. In FY 2014-15, 37 districts actually received
more than their statutory foundation allowance by simply levying their nonhomestead millage. This is
allowed under current law, and in fact, in these instances, the State does not make any payment toward
the district's foundation allowance costs, since the foundation allowance is funded 100% from local revenue.
The State also does not force a return of any excess funding, and districts may retain excess foundation
allowance revenue in these situations, as long as the millage complies with any Headlee considerations
discussed above.

It is important to note that when a foundation allowance increase is provided for a particular budget year,
and lists are published showing the projected dollar increase by district, a district in the above situation
(considered "out-of-formula") actually will not likely receive that increase, because its funding is dependent
entirely on local revenue, and not dependent on State actions. In other words, then, an increase in the
foundation allowance reflects a State funding increase, and out-of-formula districts that receive no State
support of the foundation allowance will see no increase in their net operational funding, unless there is an
increase in the local revenue generated by the 18-mill levy.

Hold Harmless Districts that Choose Not to Levy Available Hold Harmless Mills

As mentioned above, implementation of Proposal A included a movement toward reducing the equity gap
among school districts, and the State did this by providing larger dollar increases to districts with lower
foundation allowances than to those with higher foundation allowances. In fact, the current formula is
colloquially referred to as the "2x" formula, because when it is used it provides twice the dollar increase to
districts at the minimum foundation allowance than to those with foundation allowances at or above the
basic foundation allowance. (Districts with foundation allowances in excess of the minimum, but less than
the basic, receive something in between "1x" and "2x" applied to the dollar increase in the basic foundation
allowance.) When formulas are used in the School Aid Act to reduce the equity gap, they are striving to
bring the districts between the minimum and the basic up to the basic foundation allowance over time.

The target level of per-pupil funding according to the current formula is the basic foundation allowance,
which also can be referred to as the "State maximum" or the "hold harmless threshold". Each of these
effectively means the same thing, namely the level beyond which a district must start levying "hold
harmless" mills in order to achieve its full, statutory foundation allowance because State support is capped.

As an example of foundation allowance funding for a hold harmless district, Grosse lle Township Schools
in Wayne County had a foundation allowance of $8,404 in FY 2014-15. The district levied 18 mills on
nonhomestead property, which brought in $645 per pupil in local revenue. The State then made a payment
equal to the difference between the basic (also called the State maximum or hold harmless threshold) of
$8,099 (adjusted to $7,818 because of the interplay with former Section 20j calculations?) and the local
revenue of $645, for State support of the foundation allowance equal to $7,173 per pupil.

2 Section 20(4) calculates the State share of the foundation allowance for hold harmless districts and yields
differing State maximum figures based on 20j calculations and a district's FY 1998-99 foundation. In
essence, the cap found in Section 1211 of the Revised School Code that restricts the combined State
and local revenue for hold harmless districts from increasing more rapidly than inflation was implemented
by capping the State share supporting these districts' foundation allowances, and not by capping the hold
harmless mills levied.

Ellen Jeffries, Director — Lansing, Michigan — (517) 373-2768
Page 4 of 29 www.senate.michigan.gov/sfa



In order for Grosse lle (a "hold harmless" district) to receive its full statutory foundation of $8,404, it then
also levied, with voter approval, more than two additional mills on principal residence (homestead),
industrial personal, and commercial personal property in the district. The 2.23 mills on principal residence
and industrial and commercial personal property, then, raised the rest of the district's foundation allowance
revenue, which is the difference between the district's statutory foundation allowance of $8,404 and the
adjusted State maximum capped amount for this district of $7,818, or $586. Figure 3 shows the makeup of
Grosse lle's foundation allowance.

Figure 3
The Components of Grosse lle's Foundation Allowance
$10,000
Step 3: Hold Harmless
Local Revenue
$8,000 | $586]
$6,000
$7.173 o BaaiciState M
$4,000
$2,000
Step 1: 18-Mill Local
| $645| Revenue
0 \
D Local Hold Harmless Millage Revenue
D State Aid (up to Basic, Capped by Inflation)
D Local 18-Mill Revenue

However, some "hold harmless" districts (those that, since Proposal A, have had statutory foundation
allowances in excess of the basic/State maximum threshold) voluntarily choose not to levy hold harmless
mills, or not to levy the allowable number of hold harmless mills. The primary reason for a "hold harmless"
district to choose not to levy all available hold harmless mills is to qualify for At Risk funding. At Risk funding
provides additional support to school districts based on the number of children in the district eligible for free
lunch, but the funding is available only to districts whose combined State and local per-pupil operating
revenue is less than the basic/State maximum foundation allowance. A district also may choose not to levy
hold harmless mills if the allowable mills would generate such a small amount of revenue that the district
has determined it is not worthwhile to impose the cost on taxpayers, or perhaps the taxpayers have rejected
the hold harmless millage in question.

While 44 districts are eligible to levy hold harmless mills, only 24 actually did so for FY 2014-15. Of the 20
hold harmless districts that do not levy hold harmless mills, 15 are part of the "out-of-formula" group
mentioned earlier, where their basic (18-mill) local nonhomestead millage revenue brings in more revenue
than their statutory foundation level, and therefore they do not need (and in fact then are ineligible) to levy
hold harmless mills on homestead property. The remaining five hold harmless districts that do not levy hold
harmless mills (Bangor Township, Colfax, Jefferson, Melvindale, and Warren Woods) have chosen to
entirely forego levying hold harmless millage and therefore qualify for At Risk funding.
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Turning to the 24 hold harmless districts that do levy hold harmless mills, two of the districts (River Rouge
and Romulus) levy only at a millage rate that ensures that their combined State and local revenue does not
exceed the threshold for qualifying for At Risk funds. Therefore, a total of seven hold harmless districts (the
five that do not levy any extra mills and the two that levy only enough to remain eligible for At Risk) are
receiving less than their statutory foundation allowances from not levying all available hold harmless mills,
although they do receive At Risk payments that may or may not more than offset the foregone foundation
allowance revenue.

Of the 22 hold harmless districts that do levy hold harmless mills but do not receive At Risk funding (i.e.,
their combined State and local revenue exceeds the basic/State maximum), most levy at a rate that
provides the statutory foundation allowance, or something very close. In order to determine the level of hold
harmless mills to levy each year, districts must estimate both the number of pupils and homestead taxable
values. If a district charges too much in one year, it must reduce the millage assessed in the subsequent
year, and vice versa. Therefore, there can be slight, and sometimes not so slight, differences between the
statutory foundation and what the hold harmless district receives if estimates of pupils and taxable values
are different than actual figures, but in most cases, the differences are then made up or returned in
subsequent years.

Appendix A lists all of the districts, including charter schools, and their statutory FY 2014-15 foundation
allowance along with their estimated actual operating revenue per pupil. The appendix also notes if the
variance in a hold harmless district's statutory foundation allowance compared with actual revenue received
is due only to technical differences because of estimating, or if there is an intent to levy fewer mills than
authorized, which is the case for a few districts.3

As an example, Troy School District's board of education decided to omit schools-of-choice students from
the hold harmless levy calculation, and in so doing, is foregoing approximately $53 per student. Southfield
Public Schools made a decision not to recoup lost hold harmless revenue due to reductions in homestead
taxable value, and is foregoing more than $700 per pupil. Since the adoption of Proposal A, Lamphere
Public Schools never levied the fully allowable hold harmless millage rate, and the district is foregoing more
than $900 per pupil.

Summary of Foundation Allowance Funding

Figure 4 shows the distribution of districts in terms of how their statutory foundation allowance compares
with funding actually received. As shown, the majority of districts (87.4%) do receive an amount per pupil
equal to their statutory foundation allowance. However, if charter schools are excluded (since all of them
are 100% State funded), then the percentage of local districts that receive an amount equal to their statutory
foundation allowance declines to 80.3%, the percentage of local districts receiving an amount less than
their statutory foundation allowance in order to qualify for At Risk increases to 1.3%, the percentage of local
districts receiving an amount less than their statutory foundation allowance for other reasons increases to
11.6%, and the percentage of local districts receiving more than their statutory foundation allowance
increases t0 6.8%.

3 Appendix A may show variances in dollar amounts but will indicate "No Difference" if the variances are
driven entirely by the fact that the millage levy is based on estimates of pupils and taxable values.
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Figure 4

Distribution of School Districts’
Actual vs. Statutory Foundation Allowances

(F)0.7% 6
(E)0.8% 7
(C) 0.1% 1

(B) 6.6% 56

(A) 87.4% 744

Receiving Statutory Foundation
Receiving less than Statutory due to Headlee Rollbacks
Receiving less than Statutory due to not Levying Basic 18 mills

Choosing to Receive less than Statutory to Qualify for At Risk
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(A)
(B)
(©)
(D) Receiving more than Statutory in Local Revenue
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Other Reasons for Hold Harmless Disctircts Receiving less than Statutory

Other Sources of Funding

School districts receive more than just the foundation allowance for funding programs and operations, but
most of the other funding received is for specified purposes, as opposed to the unrestricted operational
dollars in the foundation allowance. As noted earlier, the foundation allowance makes up 74% of the State's
K-12 budget ($8.9 billion in FY 2014-15), and when combined with local revenue (both the 18-mill levy and
any hold-harmless mills), which totals an estimated $2.2 billion, accounts for roughly 80% of a district's
available revenue. Other large State-funded appropriations include special education funding, grants to
districts to assist with and stabilize retirement costs, At Risk funding, and Great Start preschool funding. In
addition, districts also receive Federal grants.

Conclusion

While it is useful to know a school district's statutory foundation allowance, it is also important to understand
that what is stated may not be what is actually received by the district. There are numerous reasons why
the statutory foundation allowance may vary from actual revenue received; in some cases, the variance is
minor, and in others, the variance is significant. While the foundation allowance is only one part of a district's
source of revenue, it is the primary method of funding a district's operations, and understanding the makeup
of the foundation allowance and the factors that influence actual revenue received will help policymakers
who represent those districts better understand the districts’ funding environment.
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