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I. INTRODUCTION: AS SIMPLE AS IT GETS

During the 2006-07 school year, Missouri implemented a

new method to fund K-12 public schools. The new foundation
formula was the Missouri Legislature’s response to legal
challenges brought against the previous formula regarding
equity and adequacy. The new foundation formula sought

to rectify those problems by elevating funding to adequate
levels in all school districts and by leveling the playing field
between property-rich and property-poor districts. Though the
entire formula is detailed in chapter 163 of Missouri’s revised
statutes, it can be very difficult to understand.' This primer has
been written to help Missourians better understand how their
schools are funded.

In this section, I will provide the most basic overview of the
formula. For readers who want just a 10,000-foot view, this
may be all you need to read. For those who want a clearer
understanding of the details, the following chapters explain
some of the finer points of the formula. However, this
primer will only describe how state and local dollars work
together in Missouri’s funding formula and will not address
how funds from the federal government are dispersed. In
2011, approximately 13.7 percent of the operating funds
that Missouri school districts spent came from the federal
government.? In comparison, the state provided 29 percent
and local funds provided 57 percent, though not all local
funds are derived from local property taxes.3 The federal
share of funding was unusually high in 2011 due to the
temporary infusion of funds from the American Recovery
and Reinvestment Act. Typically, federal funds account for
approximately 8.5 percent of education spending in Missouri.

The foundation formula has four basic components: weighted
average daily attendance, the state adequacy target, the

dollar value modifier, and local effort. Weighted average daily
attendance (WADA) is just what it sounds like, the average
daily attendance of a school district, adjusted to account for
certain student characteristics. This allows school districts with
high concentrations of students who are expensive to educate
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to receive additional funds.# Once a school district’s WADA is
calculated, it is then multiplied by the state adequacy target.
The state adequacy target is the dollar amount the state has
determined as the adequate level of per-pupil funding. The
resulting dollar amount is then multiplied by the dollar value
modifier (DVM), which adjusts the funding level upward for
school districts in areas with a relatively high cost-of-living.
Those three pieces determine how much total money a school
district should have to spend for K-12 educational purposes.

Weighted
Average

Total
Education

State
Adequacy
Target

Dollar Value
Modifier

Daily
Attendance

IIETS
Required

The fourth piece, local effort, is subtracted from this amount.
Local effort is the amount of money that was raised locally

in the 2004-05 school year and includes revenue generated
through several means, with property taxes comprising the
largest source of local revenue. A significant portion of money
counted as local effort is the money each school district
receives from the statewide 1 percent sales tax collected as

a result of Proposition C.5 The resulting amount is the total
amount of dollars the state should provide.

In equation form, the formula is:

Weighted

Average
Daily

Attendance

Dollar Value State

Modifier Funding

From the 10,000-foot view, the foundation formula is fairly
simple to understand. It awards money to each school district
based on the number of students and the relative cost-of-living,
while taking into account the amount of local dollars raised

for education. Upon closer examination, the formula is a bit
more complicated. In the following chapters, I take a more in-
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depth look at each section of the formula and explain one more
important distinction: hold-harmless school districts.

II. WEIGHTED AVERAGE DAILY ATTENDANCE

Dollar Value State
Modifier Local Effort

In an attempt to distribute funds in an adequate fashion,
Missouri funds schools based on the number of students in
attendance, with more money allocated to schools that serve
high concentrations of students who are difficult to educate.
The first step in determining how much money a district
should receive is calculating a school district’s weighted
average daily attendance (WADA).

Weighted
Average
DY
Attendance

How is Average Daily Attendance calculated?

To understand WADA, we must first understand how a
district’s average daily attendance (ADA) is calculated.®

This figure is reached by dividing the total number of hours
students were in attendance during the regular school term

by the total number of school hours possible. This number

is added to the number of approved summer school hours
divided by 1,044 hours (the number of hours the state requires
for a regular term school year).” Expressed as a formula:

n

ADA=|Y

i=1

regular term hours attended, i summer school hours attended,
regular term hours possible, 1,044,

i=1
What is weighting?

The state recognizes that some types of students are more
challenging to educate than others. To which, the state has
determined to provide more funding for these students.
Currently, three categories of students have been identified as
requiring additional resources. These students are weighted,
meaning they may count as more than one student.
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« Students receiving free or reduced price lunches (FRL).

« Students on Individualized Education Plans
(IEP) for special education services.

« Students designated as Limited English
Proficient (LEP).

How are the weights determined?

Not all students in these categories receive extra funding. The
state only awards extra dollars to school districts serving high
concentrations of students in a particular group. To determine
which school districts receive more money for these students,
the state has developed a threshold level. When the number
of students in a district from a particular category exceeds the
threshold level, the school receives additional funds for every
student above the threshold. If the percentage of students in
each category is lower than the threshold, then the district
will receive no weights for their students and will not receive
additional dollars.

The state’s threshold mark is determined every other year by
calculating the average percentage of students in each category
within all performing districts.® Performing districts are those
that have met all the standards on their annual performance
report, the state’s evaluation of school districts.

Essentially, the state is calculating the average percentages
in the schools that are performing well and is awarding more
money to schools with higher concentrations of special need
students than the average performing school.

For the 2012-13 and 2013-14 school years, the threshold
percentages are as follows:®

« FRL threshold = 38.8%
« IEP threshold = 13.2%
o LEP threshold = 1.8%
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What are the weights and how are they calculated?

A weight allows students in each of the three categories to
be counted as more than one person, which has the effect
of providing more funding for students with special needs.
Missouri statute has assigned the following weights for
students in each category:°

« FRL weight = .25
« IEP weight = .75
» LEP weight = .60

To calculate a district’s threshold, multiply the ADA times the
threshold (TH) percentage and subtract that number from the
district’s enrollment (ENRL) figure for each category. If the number
of students in a district receiving one of these services exceeds the
threshold level, the number will be positive; if it is less, the number
will be negative. If the number is negative, no weights will be
attributed to the district. If it is positive, every student beyond the
threshold will be multiplied by the weight, meaning they will count
more than once. It is sometimes easier to think about this in the
framework of an equation. Below are the equations that show how
to calculate a district’s weight in each category.

FRL Weight =.25 (ENRL

s - (TH . X ADA)), if (ENRL,,,, - (TH,,, x ADA))
>0

IEP Weight =.75 (ENRL

IEP

- (TH,,, x ADA)), if (ENRL

IEP

-(TH,,x ADA)) > 0

LEP Weight =.6 (ENRL,,, - (TH, ,, x ADA)), if (ENRL

LEP

-(TH,,,x ADA)) >0
Weighted Average Daily Attendance

To summarize, the WADA is a combination of ADA plus

the weights from each category of students identified as
requiring additional funds. For an illustration of this, see
Table 1. Imagine a school with an average of 1,000 students in
attendance each school day (ADA). The school offers summer
school, and when all the hours the students spend there are
added up, it equals 20 regular school days (Summer School
ADA). The school district receives additional weights for the
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Table 1: Example Calculation of
Weighted Average Daily Attendance

4 N
1 Regular Year ADA 1,000
2 Summer School ADA 20
3 Total ADA (Line 1 + Line 2) 1,020

FRL Weights
4 Number of FRL Students in District 450
5 FRL Threshold (Line 3 x 38.8%) 395.76
6 Number above FRL Threshold (Line 4 —

Line 5; 0 if negative) 54.24
7 FRL Weight (Line 6 x 25%) 13.56

IEP Weights
8 Number of IEP Students in District 110
9 IEP Threshold (Line 3 x 13.2%) 134.64
10 Number above IEP Threshold (Line 8 —

Line 9; 0 if negative) 0
11 IEP Weight (Line 10 x 75%) 0

LEP Weights
12 Number of LEP Students in District 25
13 LEP Threshold (Line 3 x 1.8%) 18.36
14 Number above LEP Threshold (Line 8 —

Line 9; 0 if negative) 6.64
15 LEP Weight (Line 14 x 60%) 3.984

Total

16 WADA (Line 3 + Line 7 + Line 11 + Line
15) 1,037.544

Notice that the number of IEP students
in the district did not exceed the threshold.
As a result, line 11 is 0.

o J
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free or reduced price lunches and students with limited
English proficiency, because they exceed the threshold.
However, the school receives no weights for students with
individualized education plans, because they do not exceed the
threshold. WADA is simply the summation of total ADA and
the weights from each of the three categories.

The funding formula uses the highest WADA from a three-
year window, an estimate of the current year if the district is
growing, or the greater of the two previous years." This allows
funding to increase quickly for school districts with increasing
enrollment, but allows funding to fall more slowly for school
districts with declining enrollment.

Key Takeaways

« Average daily attendance is the average number
of students in attendance each school day plus
the number of students in summer school,
calculated as a full-year equivalent.

« Average daily attendance is weighted when the
percentage of students designated as FRL, LEP,
or IEP exceeds the threshold level for the district.

« The greater of the estimated WADA for the

current year or the actual WADA of the past two
years is used for funding calculations.

III. THE STATE ADEQUACY TARGET

Siste Dollar Value State
Adequacy Modifier Funding
Target

Adequacy, in terms of education funding, is the level of
funding needed to ensure students receive an adequate
education. Of course, I just violated the cardinal rule of

Weighted
Average
Daily
Attendance
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presenting definitions; never use the word you are defining in
the definition. But therein lies the problem with identifying
exactly how much money is required to provide students with
an adequate education. How do you define adequate? The state
has chosen one method, but there are certainly other methods
that also seem appropriate.

The first adequacy lawsuit was filed in Kentucky.? The
Kentucky Supreme Court ruled that the state’s educational
system was unconstitutional because not all students had an
adequate educational opportunity. Prior to the Kentucky case,
school finance litigation arose primarily on equity grounds.®
Equity lawsuits claim education funding is unconstitutional
when some school districts spend significantly more money
than others. This is a result of school funding being tied to
local property taxes. It is no secret that some areas have
significantly higher tax bases than others and, as a result, have
more local money to spend on services such as education.
Equity lawsuits led states, including Missouri, to increase state
financial support for school districts with low property wealth.

Adequacy asks whether schools are receiving enough money to
provide the services necessary for a quality education. Equity
asks whether one district is receiving an appropriate amount
in relation to what other districts are spending.

Missouri’s education system has been challenged in the courts on
both equity and adequacy grounds. The current funding formula
was designed to make education funding both more equitable
and adequate. The state adequacy target helps the state meet its
obligation to provide education funding in both an equitable and
an adequate manner. The state accomplishes these objectives by
setting a targeted dollar amount that all schools should spend per
student and then ensures that each district has the appropriate
amount of funding to meet that target.

How is the state adequacy target (SAT) calculated?

There are a number of ways a state could determine an adequacy
target. Missouri has elected to peg the target to the spending levels
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in school districts that are performing well, but are not among the
state’s highest or lowest spending districts.# To accomplish this,
the Missouri Department of Elementary and Secondary Education
(DESE) first identifies school districts that are performing well.
These performing districts are school districts that have met all

of the indicators on the Missouri Schools Improvement Program
(MSIP) Annual Performance Report (APR).

The state adequacy target is based on school districts’ “current
operating expenditures,” which include “all expenditures

for instruction and support services” from local and state
funds.'® The per-WADA expenditure for the 2003-04 school
year was used to determine the initial adequacy target for

the 2006-07 school year. The state adequacy target has

been recalculated every two years since, using the following
methodology. First, the state identifies the performance school
districts based on the prior APR. Upon calculating the per-
pupil current operating expenditures of each performance
school district, the districts with the highest and lowest
per-pupil expenditures are removed. The total enrollment

of the removed districts cannot exceed 5 percent of the total
enrollment in all performing districts. The average per-pupil
current operating expenditure of the remaining performance
districts is then set as the state adequacy target.

What is the current state adequacy target?

The SAT for the 2013 and 2014 academic school years is
supposed to be $6,716.7 This figure is up from $6,131 in 2012.
According to DESE, this increase will lead to an additional
requirement of more than $690 million in education spending
over the next two years.® Because the state lacks the funds
necessary to fully implement the increase in the SAT, it has
been temporarily frozen at the 2012 level.

State statutes only allow for the SAT to increase upon
recalculation of spending in performing school districts. If a
recalculation of the target should yield a lower number, the target
remains unchanged. If, however, the recalculation increases the
target, the state will phase in the increased level over two years;
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where “fifty percent of that increase shall be included in the state
adequacy target amount in the subsequent year.”

Key Takeaways

« The state adequacy target is intended to ensure
all school districts have an adequate amount of
education funding, regardless of local property
wealth.

« The target is the average per-pupil spending
in school districts that meet all criteria in the

Missouri Schools Improvement Plan.

» The adequacy target is recalculated on odd years
and can never decrease.

IV. DOLLAR-VALUE MODIFIER

Weighted
Average Dollar-Value State

Daily Modifier Funding
Attendance

According to Missouri statutes, the Dollar-Value Modifier (DVM)
is “an index of the relative purchasing power of a dollar.”° The
DVM was introduced into the formula because some school
districts are located in areas with a much higher cost-of-living,

or lower relative purchasing power. For example, the same home
located in Shannon County or Saint Louis County would be worth
considerably more in Saint Louis County. Thus, the relative
purchasing power of a dollar is less in Saint Louis County than

it is in Shannon County. Similarly, buying property and building
a school in Saint Louis County is considerably more expensive
than in Shannon County. The DVM provides additional funds to
school districts in areas with higher costs-of-living but does not
penalize districts with lower costs-of-living.
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The DVM is only a proxy for the relative purchasing power, and is
expressed as a ratio that represents a locality’s average wage per
job in relation to the state’s median wage per job. This means areas
with higher wages than the state median wage per job would be
expected to spend more money on students in their school district.

Regional Wage Ratio

To understand how the Dollar-Value Modifier is calculated, it
is important to first understand how the state calculates the
regional wage ratio. The regional wage ratio is an indicator of
how much individuals earn at the local level in comparison to
the state; this serves as a proxy for the cost-of-living in these
areas. Because school districts often overlap counties, or are
part of larger regional markets, the regional wage ratio is
calculated with data from the appropriate statistical area. Some
school districts are part of metropolitan or micropolitan areas,
while others are not. If a school district is in a micropolitan or
metropolitan area, as defined by the United States Office of
Management and Budget, the regional wage for that area will
be used in the calculation. If a school district is not located in a
micropolitan or metropolitan area, the regional wage ratio will
be calculated using data from the county level.

Regional wage per job

To compute the regional wage ratio, two figures are
needed: the state median wage per job and the school
district’s regional wage per job. The regional wage per
job for a school district is calculated by dividing total
wages and salaries by the number of employees in

the county, micropolitan, or metropolitan area. These
data come from the Bureau of Economic Analysis in
the United States Department of Commerce.

State median wage per job
Suppose you have a sequence or a set of numbers. A

median number is the number that falls directly in
the middle, where half the other numbers are higher
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and half are lower. Because there are 114 counties in
Missouri and the city of Saint Louis, the state median
wage per job is the 58th highest county wage per job;
i.e., the county in the middle.

The regional wage ratio is derived by dividing the county,

micropolitan, o

median wage per job.

It is important to note that economic data from the “fourth year
preceding the payment year” are used in these calculations.

What is a me

A metropolitan

50,000 or more” people; a micropolitan area has an urban
area containing between 10,000 and 50,000 people. Both
micropolitan and metropolitan areas consist of the county
or counties surrounding the urban core which “have a high
degree of social and economic integration.”* The two maps

r metropolitan wage per job by the state

tropolitan and a micropolitan area?

area is defined as “a core urban area of

Figure 1:

2011 Map of Missouri’s Metropolitan Areas

5t Joseph, MO-KS

Kansas City, MO-KS

5t. Louis, MO-IL

Cope Girordeau
-Jackson, MO-IL
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Figure 2: 2011 Map of Missouri’s Micropolitan Areas
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display the metropolitan (Figure 1, page 13) and micropolitan
(Figure 2) areas in Missouri.??

How is the Dollar-Value Modifier calculated?

Now that we understand that the regional wage ratio is simply
the local wage per job divided by the state median wage per
job, we can look at how the DVM is calculated. Remember,

the purpose of the DVM is to allow more money to be allotted
to school districts located in areas with a higher cost-of-living
than the state median. Based on how DESE calculates the
DVM, school districts in areas with higher wages than the state
median wage per job will receive more money.

The DVM is “calculated as one plus fifteen percent of the
difference of the regional wage ratio minus one.”?3 The DVM
cannot be less than 1 because the state wants to give more
money to districts with a higher cost-of-living, not take money
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away from those with lower costs. It is sometimes easier to
understand the DVM when it can be expressed as an equation:

DVM =1 + .15(Regional wage ratio — 1),
if (Regional wage ratio — 1) > 0; otherwise DVM = 1

The formula seems cumbersome but produces a DVM that is
easy to understand in state aid calculations. The DVM for a
district will be at least 1 because it cannot be lower than 1; and
1 can be thought of as 100 percent. This means a school
district where the regional wage per job is lower than the state
median will receive a DVM of 1, or 100 percent. A district with
a higher DVM, such as 1.0225, would receive 102.25 percent
of the money allotted according to the two previous sections of
this paper (WADA x state adequacy target).

For illustrative purposes (see Table 2), suppose the state median
wage per job is $35,000 and the average wage per job of the
districts’ statistical area (metropolitan, micropolitan, or county)

is $45,000; divide $45,000 by $35,000 to get 1.286 — this is the
regional wage ratio. Now take 1.286-1, which is .286, and multiply
it by 15 percent, as is noted in the formula. The result is 0.0429.
Add 1 to that and you get a DVM of 1.0429, or 104.29 percent.

4 )

Table 2: Hypothetical Illustration
of a District’s DVM Calculation
4 )
1 | Regional wage per job $45,000
2 | State Median wage per job $35,000
3 Regional wage ratio (L;i;l) 1.286
4 | Line 3 -1 0.286
5 | Line 4 x 15 percent 0.0429
6 |Line5+1 1.0429
- J

Each school district’s DVM can be obtained from the Missouri
Department of Elementary and Secondary Education (DESE).>
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Key Takeaways

« The Dollar Value Modifier provides more money to
school districts in areas with a higher cost-of-living
than the state median, but does not take money away
from districts with a lower cost-of-living.

« The proxy for cost-of-living is the regional wage ratio,
which is average wage per job of the school district’s
statistical area (county, micropolitan, or metropolitan)
divided by the state’s median wage per job.

« The DVM is presented as a percent, simply in

decimal form. That is, a DVM of 1.03 is the same as
103 percent.

V. LOCAL EFFORT

Weighted

State
Average Dollar Value State
Daily Aq.";?,;:tw Modifier Funding
Attendance

While the other three portions of the state’s funding formula
help determine how much money a school district should
spend per student, local effort determines how much of that
money can be raised locally, based on figures from the 2004-
05 school year. By subtracting the local effort from the rest
of the formula, the state can determine how much money

it needs to supply to each school district in order for each
school to have an adequate level of funding. Some districts
are able to raise almost all of the money locally, resulting in
fewer dollars coming from the state; other school districts
receive much more from the state because they have small
local tax bases and are able to raise fewer dollars locally.

In other words, the funding formula calculates how much
money a school district should spend per-pupil, subtracts
the amount raised during the 2004-05 school year, and then
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supplies the additional money to the district to ensure they
have the appropriate amount of funds.

Houw is local effort calculated?

The largest portion of local effort is the money a school
district could earn from local property taxes. Though each
locality has the authority to set its own property tax rate by

a vote of the electorate, the state uses a set tax levy for state
aid calculations. The state has set the performance tax levy

at $3.43 per $100 of assessed valuation, or 3.43 percent. If

a district’s tax levy is lower than the state’s performance tax
levy, it will actually have less money locally than the estimated
figure of the state. On the other hand, if a district has a tax levy
higher than the state’s target, it will be able to raise additional
funds with no penalty.

To calculate how much local revenue can be generated from
local property taxes, DESE multiplies the assessed valuation,
as of December 31, 2004, by 3.43 percent and then deducts
collector and assessor fees from the local tax revenue. An
illustration of how the local property tax dollars are calculated
is presented in Table 3.

/
Table 3: Calculation of Net Local Tax Revenue

/

1 | Assessed valuation (Dec. 31, 2004) $200,000,000

2 | Performance Tax Levy?® 3.43%

3 | Local Tax Revenue (Line 1 x Line 2) $6,860,000

4 | Collector and Assessor Fees* 1.57%

5| Line 3 x Line 4 $107,702

6 | Net Local Tax Revenue (Line 3 — Line 5) | $6.752.298
-

For calculation purposes, assessed values from 2004 are used
for state aid calculations and will continue to be calculated

at this rate unless legislative action is taken.?” The state will
recalculate using updated assessment values if assessed values
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have decreased, but not if they have increased. This means
school districts with increasing local wealth will receive higher
levels of state funding than they would if the assessment

level adjusted. In effect, these policies only allow state aid to
increase based on adjustments in local property wealth.

What else counts as local revenue?

A portion of the 1 percent statewide sales tax is calculated as

local revenue. Voters approved this tax, known as Proposition

C, in 1982. The state collects these funds and distributes them to
school districts on a WADA basis. Fifty percent of the funds that a
school district receives from the tax are calculated as local funds.

Another large piece of local revenue comes from the state
assessed railroad utility (SARRU) tax. Other means of generating
money locally include: financial institution taxes, merchants and
manufacturers taxes, money collected in lieu of taxes, fine and
escheats collected in the prior year, federal properties, and local
earnings and income taxes. Of course, not all of these apply to

all school districts. Unlike local property taxes, which are mostly
static in the formula because they are pegged at 2004 assessment
levels, these other forms of local wealth may fluctuate.

Key Takeaways

 Local effort determines how much funding a
school district can raise locally and subtracts
that figure from the amount of money that
should be spent according to the rest of the
funding formula.

 Local property values are set at the 2004 level
and can only adjust downward. This allows
state aid to remain constant or increase, but
not decrease with rising property values.

« DESE uses a performance tax levy of $3.43 per

$100 of assessed valuation for calculations of
local effort.
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VI. HOLD-HARMLESS

Missouri’s funding formula has several provisions built in that do
not allow a school district’s state funding to decrease. Rather, the
formula has been designed to make it much easier for a school
district to garner more state dollars instead of losing funds.

« For instance, the highest WADA calculation
from the current and the previous two years is
used. This allows for quick increases in state
aid, while allowing districts with declining
enrollments to remain funded at a higher level
from a previous year.

 Additionally, the state adequacy target cannot
decline. If a recalculation of the target yields a
lower number, the target remains constant.

« Even in the calculation of local effort, the
system is designed to give school districts more
state money, not less. By pegging local tax
calculations to 2004 assessment levels and by
allowing the assessed value to decrease, but not
increase, the state has sheltered some districts
from funding cuts.

What is hold-harmless?

The biggest provision, however, for not allowing state aid

to decrease comes from a statutory provision known as
“hold-harmless.” Districts of all sizes can be held harmless.2®
Missouri had 162 hold-harmless districts in 2011.2

Missouri shifted to the new funding formula during the
2006-07 school year. The hold-harmless provision in the new
legislation guaranteed that school districts would not receive
less state funding under the new formula.3°

School districts with less than 350 students were guaranteed
at least as much total funds as they received in 2005-06. In
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theory, this means a school district could lose almost all of

its students and still receive the same amount of total dollars
as it received in 2005-06. Take Missouri City School District
#56, for instance. In 2011, the school district dropped from

33 students to 18. The total state contribution remained the
same. As a result, the school district’s per-pupil expenditure
rose from $12,570 per-pupil to $16,379 per-pupil. It is possible
that holding these districts harmless is preventing them from
attempting other changes that may benefit the students.

For districts with more than 350 students, the new formula
guarantees the same level of funding per-WADA. This means
a school district such as Clayton, which spent $18,065 per-
pupil in 2011, continues to receive the same level of funding
per-WADA as it received in 2005-06. This allows Clayton to
receive more money from the state than some other districts,
while being the second-highest spending district in the
state.3* However, the state contributes very little to Clayton in
percentage terms: 2.7 percent in 2011.

The hold-harmless provision does not allow the amount

of state aid to a district to fall below 2005-06 levels.32 This
allows more state money to be allotted to school districts
with dwindling enrollments and high local wealth than would
otherwise be allotted under the foundation formula.

Key Takeaways

« Hold-harmless guarantees school districts
they will not receive less money under the
new formula than they did under the previous
formula.

 Districts with less than 350 students are
guaranteed the same amount of total dollars
from the state that they received in 2005-06.

 Districts with more than 350 students are

guaranteed the same amount of state aid per-
pupil as they received in 2005-06.
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VII. CHARTER SCHOOL FUNDING

Charter schools are free, public schools and like district
schools, they are funded from local and state dollars. The
distribution of these funds is based largely on the formula
provided in the preceding chapters, save for the section on
hold-harmless schools. But to understand how charters are
funded, it is important to note that traditional public schools
raise additional money outside of the formula.

In the foundation formula, local funds are subtracted

from the amount a school district should have based on its
WADA, the state adequacy target, and DVM. Part of the local
funds come from property taxes, which the state uses the
performance tax levy of $3.43 per $100 assessed valuation
in 2005 to calculate. But districts can, and often do, have tax
levies higher than the performance tax levy. This additional
revenue, from the incidental and teachers fund, go to the
school district and to charter schools in addition to the funds
the formula generates.33

Traditional school districts can also levy taxes for capital
projects in a debt service fund or a capital projects fund.

These are the funds they typically use to build new school
buildings or make renovations. The biggest difference between
the funding of charter schools and local public schools lies

in the money these two funds raise, because charters do not
have access to these or other facility funds. Without these
funds, charters schools must cover the cost of facilities with
their allotment of state aid and the local dollars raised in the
incidental and teachers fund. That is, current expenditures, as
listed by DESE, cover the cost of operations at most traditional
school districts, but cover the cost of operations as well as
facilities at charter schools.

How is charter aid determined?
Charter schools can operate in one of two ways. They can be

organized as a school within a local school district, meaning they
are not their own local educational agency (LEA), or they can be
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independent and form their own LEA. The funding of the school
differs slightly depending on the LEA status of the charter school.34

Not a LEA

If a charter school has not obtained its own LEA status, it
reports its attendance numbers, including IEP, FRL, and LEP
figures, to its local school district. The local school district is
then responsible for including these figures in its attendance
counts that are reported to the state. The state then appropriates
the money to the school district in the manner laid out in the
preceding chapters. The district then must pay the charter
school the figure derived from multiplying the charter schools’
WADA by the state adequacy target and the DVM. If you recall
in the district formula, local effort was subtracted. By not
subtracting the local effort here, the district is paying the charter
school the entirety of the funds calculated for the charter school
by the WADA, adequacy target, and DVM.

Weighted State
Average

Dollar-Value State

EHIY Adequacy Modifier Funding

Attendance R

In addition to the funds derived by the formula, the school district
must pay the charter school a portion of the funds that were
raised locally above the tax performance levy. If a district has a
tax rate above $3.43 per $100 assessed valuation, the charter
school is entitled to a portion of the revenue. The funds raised
above the performance levy from the incidental and teachers fund
must be distributed to the charter school based on the school’s
WADA. For this calculation, the WADA for all students in the
district, including all charter schools, is used to determine how
much money should be distributed to the charter schools.

LEA

If a charter school has obtained LEA status, the funding is
slightly different. Instead of the school district paying the
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charter school, DESE pays the charter school its allotment
under the foundation formula. This allocation is still calculated
based on the charter’s WADA multiplied by the state adequacy
target and the DVM. Additionally, DESE distributes the
revenue to the charter school that the incidental and teacher
funds raised in excess of the performance tax levy. These funds
are then subtracted from the funds that would be distributed
to the traditional public school district.

In short, the difference between a charter that is its own LEA
and one that is not is who pays.

Key Takeaways

« State and local dollars fund charter schools,
but they do not have access to facility funds.

« The difference between a charter school that
has local educational agency (LEA) status
and one that does not is who pays the charter:
the state or the district.

VIII. CONCLUSION

The foundation formula currently in place is a result of Senate
Bill 287. The bill was the legislature’s response to legal challenges
to the previous formula. Through Senate Bill 287, lawmakers
sought to adequately fund education based upon a sequential
methodology rather than an ambiguous target of equity, as

was the intended goal of the previous formula. Whether or not
these goals have been attained requires a bit of judgment as to
what constitutes adequacy, but a few things are clear. In regard
to promoting an adequate and equitable funding system, the
foundation formula:

» Provides more money per-pupil to school
districts with relatively low property wealth
than it does to districts with relatively high
property wealth.
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+ Provides more money to districts with dis-
proportionately high percentages of students
living in poverty.

+ Provides more money to districts with dis-
proportionately high percentages of students
with special needs.

+ Provides more money to districts with dis-
proportionately high percentages of students
with limited English proficiency.

« Provides more money to districts in areas
with a higher than average cost-of-living.

Additionally, the foundation formula uses a method for
calculating the state adequacy target that is fairly common
among other states.

Though it may seem a bit cumbersome, Missouri’s K-12
education funding system is fairly straightforward when
compared to other states. Indeed, many of the features of the
formula are found in other state formulas. This does not mean
that Missouri’s current system is necessarily good, simply that the
foundation formula uses similar features found in other states.

If someone asked what is wrong with the foundation
formula, the answer would have to be, it depends. School
districts that spend lower amounts may claim the formula
does not address equity issues enough; wealthy suburban
districts may claim they are funding education in other
parts of the state. Both of these are somewhat true. Many of
the wealthy suburban districts spend thousands of dollars
more per-pupil than some of the rural districts and receive
very little percentage-wise from the state. But those wealthy
suburban districts most likely generate more income and
sales tax into the state coffers than they receive back in the
formula. If the state were to implement recapture of local
dollars, or a “Robin Hood” system, where the state takes
money from districts with an abundance of local property
wealth and awards it to districts with less, this may satiate
some school districts while raising the ire of others.
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Education funding is certainly a complicated business because
everyone wants more money. That is most likely the reason
the hold-harmless provisions were inserted. When lawmakers
were attempting to pass legislation, the new foundation formula
might not have passed without the support of school districts,
and to gain their support, school districts wanted to know
that they would not be losing any money by switching to the
current formula. Though hold-harmless may have made SB
287 politically feasible, hold-harmless and the various other
provisions that allow funds to increase but rarely decrease do
not help the state be flexible to the changing demographics of
Missouri schools.
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NOTES

1 See Missouri Revised Statutes: http://www.moga.mo.gov/statutes/
chapters/chap163.htm.

2 Until 2010, federal funds were less than 10 percent. Federal stimulus
dollars and Race to the Top increased the percentage in 2010 and 2011.

3 Not all of the local funds were raised from property taxes. Local dollars
include the 1 percent Proposition C sales tax and various other revenue
streams.

4 Students who are expensive to educate provide additional challenges

for school districts. These include economically disadvantaged students,
students with special needs, and students with limited English proficiency.
5 Proposition C was a statewide ballot initiative in 1983 in which voters
approved a 1 percent sales tax for the purpose of funding education.

% See Missouri Statue 163.011 http://www.moga.mo.gov/statutes/C100-
199/1630000011.HTM.

7 Summer school hours do not count physical education if the students are
in grades 9-12 and the course does not count toward graduation credits.
Missouri Statute 160.011 states that students should be in school at least
1,044 hours during a regular term school year.

8 For more information on how the threshold levels are calculated, see

the description of how the State Adequacy Target is calculated. Threshold
calculations are determined in essentially the same manner.

9 See Missouri Department of Elementary Education’s memo on State
Adequacy Target Recalculation: http://dese.mo.gov/fas/documents/fas-Stat
eAdequacyTargetRecalculationMemo11-3-11.pdf.

10 See Missouri Statute 163.011: http://www.moga.mo.gov/statutes/C100-
199/1630000011.HTM.

1 Note, this only applies to traditional public schools, not charter schools.
WADA for charter schools is based on current year figures.

2 John A. Rose v. Council for Better Education. (1989). 790 S. W. 2d 186, 60
Ed. Law Rep. 1289.

3 Guthrie, James W., Matthew G. Springer, R. Anthony Rolle, and Eric
Houck. (2007). Modern education finance and policy. Chicago: Allyn &
Bacon.

14 See Missouri Statute 163.011: http://www.moga.mo.gov/htmlpages/
Indexnewtest2.html.

5 For more on APR, see: http://dese.mo.gov/divimprove/sia/dar/
documents/understanding-your-apr-2012-2013.pdf.

16 See Missouri Revised Statute 163.011: http://www.moga.mo.gov/statutes/
C100-199/1630000011.HTM.

7 Missouri Department of Elementary and Secondary Education. (2011).
School foundation formula adequacy target calculation. Retrieved

from: http://dese.mo.gov/stateboard/meetings/December/documents/
Adequacy12-11.pdf.

8 Per email exchange with Ron Lankford, deputy commissioner of the
Missouri Department of Elementary and Secondary.

19 See Missouri Revised Statute 163.011: http://www.moga.mo.gov/
htmlpages/Indexnewtest2.html.
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20 See Missouri Revised Statute 163.011: http://www.moga.mo.gov/statutes/
C100-199/1630000011.HTM.

2t See U.S. Department of Commerce definition of metropolitan and
micropolitan statistical areas: http://www.census.gov/population/metro/.

22 Maps were obtained from the Policom Corporation. Online here: http://
www.policom.com/PDF%20MET-MICRO/Metropolitan-MicropolitanMaps.
pdf.

23 See Missouri Revised Statute 163.011: http://www.moga.mo.gov/statutes/
C100-199/1630000011.HTM.

24 See each district’s DVM here: http://dese.mo.gov/divadm/finance/
documents/sf-DVM-11-3-2011.pdf.

%5 Set at $3.43 for every district except special districts.

26 Collector and assessor fees may vary.

27 Preis, Stacey. (2011). Implementation of the SB 287 funding formula:
Impact on Missouri school districts. Prepared for the Joint Committee on
Education. Online here: http://www.senate.mo.gov/jced/FundingFormula.
pdf.

28 Tbid.

29 Download a list of hold-harmless districts here: http://mcds.dese.mo.gov/
quickfacts/School%20Finance%20Data%20and%20Reports/Hold%20
Harmless%20Districts/Hold%20Harmless%20Districts%20for%20FY2011.
xls.

30 See Missouri Revised Statute 163.031: http://www.moga.mo.gov/statutes/
C100-199/1630000031.HTM.

31 The Gorin R-I1I school district, with 27 students, actually spends the most
per-pupil: $20,113 in 2011.

32 The foundation formula has not been fully funded since its inception.
Throughout the phase-in process, hold-harmless districts have received

the same percentage of the funding due to them under the hold-harmless
provision as foundation districts receive under the foundation formula.
Thus, if the foundation formula is funded at 85 percent, hold-harmless
districts receive only 85 percent of the funds due to them.

33 These funds are part of the incidental and teacher fund.

34 See Missouri Revised Statute 160.415: http://www.moga.mo.gov/statutes/
C100-199/1600000415.HTM.
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