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Introduction
Minnesota School Districts continue to face financial
stress due to a number of factors:
•
•
•
•
•

Ongoing, persistent, and increasing unfunded
mandates;
Special education cross subsidy of more than
$600 million;
Other prorated reductions in state aid formulas;
Increased reliance on property tax levies for
operating revenue;
Increased pressure on labor costs with limited
flexibility due to teacher tenure laws and PELRA
(Public Employee Labor Relations Act).

It is critical that the State continue to stabilize funding
and appropriately recognize education as a priority,
given its constitutional obligations. The E-12 portion
of the State budget has continued to decline as a
percentage of the total State budget. The increased
education standards and accountability require
adequate, equitable, predictable and sustainable funding
for schools.

About MASBO
The Minnesota Association of School Business Officials
(MASBO) is an independent, nonprofit professional
association including more than 600 school business
managers and related specialists. MASBO members are
experts in the areas of school finance, public accounting,
and school district support services (including facilities
management, transportation, food services, and
information management). We are dedicated to defining
and maintaining the highest standards of financial and
operations management for Minnesota schools.

MASBO has a standing Legislative Committee whose
primary goal is to promote state legislation that
improves the efficiency and effectiveness of school
district fiscal practices and operations. MASBO priorities
are all related to school finance and operations —
the areas of our members’ greatest experience and
expertise. In addition, MASBO proposals are not
intended to result in significant redistribution of
resources among districts and are designed to make
school districts more cost effective and efficient within
existing resources.
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School Finance
Background
Over the past decade, Minnesota school districts
have consistently increased standards for student
achievement and made significant progress in
meeting those standards. They have also maintained
high standards for accountability, parent satisfaction
and community support. Minnesota’s 2015 average
composite ACT score of 22.9 was the highest in
the nation among the 30 states in which more than
half the college-bound students took the test (78%
took the test in Minnesota). Minnesota has led the
nation in average composite ACT scores for ten
consecutive years. The national composite score was
20.9. This level of excellence was built in the late 1990s
and early 2000s, which provided a foundation that
enables Minnesota students to excel. In subsequent
years, Minnesota K-12 schools have endeavored
through prudent management to maintain this level
of excellence during a very challenging financial
environment.
The goal of Minnesota public schools is to help all
students achieve. The focus, of late, has been on
the achievement gap between white students and
students of color. Many of the efforts to address this
achievement gap come with added costs, which are not
entirely covered by dedicated revenue streams, such as
Achievement and Integration revenue. Transportation,
extra nutrition costs, additional pupil support, and the
additional recruiting cost of hiring the most qualified
educators are examples of added expenses required to
close the achievement gap.
Student success depends greatly on the state legislature
providing adequate funding and maintaining school
district flexibility to meet these financial challenges.
MASBO appreciates the work the 2015 legislature did
to recognize and address these challenges. The basic
formula allowance increase and the Long Term Facility
Maintenance program will help school districts better
serve students.
4
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However, our work is ongoing and we continue to
remain focused on funding. A basic benchmark by which
to measure progress toward adequate funding is the
annual increase in the basic allowance. State funding
for the basic general education allowance continues to
materially lag inflation. As the table on the next page
shows, while progress has been made, the formula
allowance would have to be higher than the current
level by $626 (10.3%) per ADM to have kept pace with
inflation since 2003.
Compounding the underfunding of the formula
allowance is underfunding of special education.
According to the Minnesota Department of Education
(MDE) FY 2014 cross subsidy report to the legislature,
$679 per adjusted ADM (state average) of regular
education resources are directed to fund special
education programs. When the special education cross
subsidy of $679 per adjusted ADM is combined with
the amount the formula allowance is underfunded
of $626 per pupil unit, Minnesota school districts are
underfunded by a total of $1,305 per adjusted ADM.
To meet the education expectations of parents, the
community, and the state it is critical for the state to
adequately fund public school district operations and
to meet the obligation of funding mandated programs
such as special education.

Proposals
1) Provide adequate regular program funding
Fully fund the basic formula: The basic formula
allowance for FY 2017 of $6,067 is $626 below the
inflation adjusted allowance of $6,693. The two most
pivotal factors in determining a Minnesota school
district’s revenue are the basic formula amount and
student enrollment, the product of which are the largest
source of revenue for all school districts, accounting for
approximately 56% of a school district’s total operating
revenue.

General Education Formula Allowance, 2003-2017
Adjusted for Pupil Weight Change and Inflation (CPI)
2015 End of Session

The increases in the basic formula amount provided
by the Legislature for fiscal years 2016 and 2017 will
partially offset operational cost increases. Should other
sources of revenue remain constant, a 2% increase in
the formula allowance will increase total General Fund
revenue by only slightly more than 1%, insufficient to
cover increased operating costs. As a result, school
districts annually face the prospect of seeking a voter
approved operating referendum or cutting programs or
increasing class size in order to balance their budgets. It
is important the basic formula be fully funded, or at a
minimum, be increased at the current rate of inflation
so that educational funding is not further eroded.

2) Fully fund special education mandates
Special education services are mandated by federal and
state law. While school districts have few options to
control the cost of providing the service, each student
identified with special education needs must be served.
While school funding was increased by the 2015
legislature, there are multiple factors that influence
school budgets, of which one of the most significant is
special education costs as evidenced in the FY 2014
Cross Subsidy Report released in mid-2015 by MDE.
The special education cross subsidy calculated by MDE
measures the difference between special education
Minnesota Association of School Business Officials          5

expenditures and corresponding revenues. In the FY
2014 Special Education Cross-Subsidies Report the
adjusted net cross subsidy totaled $617.6 million, or
$679 per adjusted pupil unit.
If underfunding of special education programs is isolated
to special education students, approximately 40% of
the cost of providing special education services is not
funded by categorical revenue or prorated formula
allowance. The FY 2014 average cost per special
education student is $13,199. Categorical revenue
and prorated basic allowance total $7,977 per pupil,
a difference of $5,222 per special education students
served. Since these expenditures are mandated in state
and federal law, districts must finance unfunded cost
with general education resources.
It is important that mandated special education
programs be funded. Increasing special education
funding will have an equal and reciprocal impact on
regular program resources, freeing up money for regular
program needs.
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3) Fully equalize property tax levies
Over the past 5 years, the Legislature has made an
effort to increase the state equalization aid amounts
that help reduce property taxes for school levies,
particularly in low property value districts. The biggest
increases in equalization aid have come on the voter
approved operating referendum and the new Long
Term Facilities Maintenance Revenue. The primary
issues with equalization in the past were that many
levies were not equalized, and no levies were indexed
to property value growth. As a result, for unequalized
levies, districts that wished to access qualified revenues
had significantly higher tax burdens to generate the
same revenue if their property values were lower, and
the levies that were equalized lost their State aid as
property values grew.
MASBO recommends that all property tax levies be
fully equalized, so that generating the same revenue in
one district as in another requires the same property
tax effort regardless of overall value. Further, the
equalization factors used to calculate the state aid for a
levy should be indexed to the growth in property value
over time, so that the aid provided by the state does
not erode.

Support Local Control and Reduce Unfunded Mandates
Background
Despite the best of intentions, new legislation often
results in more administrative requirements and
unanticipated costs that consume and divert district
resources away from student learning. Therefore, the
Legislature must continually assess existing mandates
and recommend reform to allow Minnesota school
districts to reduce these costs and adequately fund
current programs and requirements.
Minnesota Statute 127A.05, subd. 2, requires the
Commissioner of Education to “review all educationrelated mandates in state law or rule once every four
years to determine which mandates fail to adequately
promote public education in the state.” MASBO
members appreciate that in recent years the Legislature
has eliminated some mandates that will help districts
focus more time and money on student learning.
MASBO requests state leaders either fund mandates
or increase districts’ flexibility to make decisions locally
based on local needs. And, we request legislators
continue assessing mandates and recommend reform
and other efficiencies as a way to help school districts
ease the administrative and financial burdens of
providing education services in Minnesota.

Proposals
We recommend for repeal or revision those
mandates with negative, unintended consequences
in their implementation. Although there are many
mandates that should be repealed or revised, the most
immediate priorities for this year are:

1) Invest in Infrastructure
Some of the mandates imposed on school districts
result from the inadequate technology infrastructure
at MDE to provide vehicles for districts to deliver
information to the department. UFARS and EDRS
are both obsolete systems more than 30 years old,
which are based on antiquated programming language,
and are unable to integrate with each other or other
systems. SERVS has been developed in recent years,
but is currently limited to only certain federally-funded
programs. It is not user-friendly, and MDE doesn’t have
adequate resources to refine it to satisfy both federal
monitoring requirements and the needs of the State.
MASBO supports MDE’s technology requests to
MN.IT and believes the department is due for more
adequate funding in its technology infrastructure.
2) Revise Publishing Requirements (M.S.123B.10)
This statute mandates the publication of minutes
and budget information in a legal newspaper despite
decreasing readership. School districts should be
allowed more flexibility to publish minutes on their
websites with a simple notice in the newspaper stating
the web address where the information can be found.
This can reduce expenses for all districts while still
providing access to important public information,
including school board minutes and district budget
information. Revise.
3) Repeal Reserved Revenue Requirements for Staff
Development (M.S. 122A.61)
Districts are required to reserve at least two percent
of basic revenue for in-service and staff development,
and should be permanently given discretion as to the
amount expended in the area of staff development.
Repeal.
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Increase Flexibility to Meet Needs of World’s Best Workforce and
Pre-K Programs
Background
The World’s Best Workforce bill was passed in 2013
to ensure every school district in the state is making
strides to increase student performance. Each district
must develop a plan that addresses the following five
goals:
•
•
•
•
•

All children are ready for school.
All third-graders can read at grade level.
All racial and economic achievement gaps
between students are closed.
All students are ready for career and college.
All students graduate from high school.

High quality preschool education is a critical educational
strategy and a key to ensuring student success.
The Governor’s 2015 budget proposal called for full
funding of universal school-based pre-kindergarten for
all 4-year-olds. While the proposed funding may have
covered the costs for teachers in these programs, it
failed to address other important cost factors such
as the need to increase classroom space and provide
transportation services to families. In addition, it did
not recognize that needs are varied around the state.
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School districts should be given the flexibility to
develop programs that best meet the needs of their
students, families and communities.

Proposal
Provide flexibility in existing capital funding
sources to give local school boards the ability to
access the capital funding necessary to prepare
facilities and school buses for Pre-K students.
MASBO recognizes the importance of early learning
and supports legislation to provide for early learning if
it also includes funding to provide appropriate learning
spaces and transportation for Pre-K students. Two
possible options include:
1) Expand the allowable uses of the building lease levy
to include remodeling of existing space and building
additions for instructional space; and
2) Expand the allowable uses of long term facilities
maintenance revenue to include remodeling of
existing space and building additions for instructional
space.

Facility Funding
Background

Proposals

Minnesota Public School buildings are the backbone
of every community. Maintenance of these buildings
accounts for 10-15% of a school district’s operating
expenditures. Many of these costs are attributed to
building inefficiencies that could be corrected with
more adequate capital funding. Furthermore, funding
for Minnesota public school buildings is not equitable
among the state’s school districts.

MASBO recognizes and supports the work of
School Facility Financing Working Group and
proposes the following recommendations:

The 2013 Legislature directed the Commissioner of
Education to convene a working group to develop
recommendations for reforming the financing of prekindergarten through grade 12 education facilities to
create adequate, equitable, and sustainable financing of
public school facilities throughout the state. The scope
of the recommendations included funding options for
facilities projects currently financed with debt service,
alternative facilities, deferred maintenance, health and
safety, building lease and operating capital revenues.
The 2014 and 2015 Legislatures reviewed the
recommendations of the working group, and in 2014
adopted the full recommendation to streamline the
review and comment process (#7), and partially
adopted the recommendation to provide enhanced
debt service equalization to address unique situations
or needs (#6) for those districts which suffer natural
disasters. The 2015 Legislature partially adopted the
recommendation to implement a new Long Term
Facilities Maintenance (LTFM) revenue for all school
districts (#1). While those actions are good first steps
in creating a comprehensive and fair system to finance
school facilities in Minnesota, MASBO recognizes
and supports the full implementation of all eight
recommendations of the School Facility Financing
Working Group.

1) The task force recommended that all districts have
unlimited access to revenue for deferred maintenance,
instead of the Legislative limit of $380 per pupil unit.
While the new LTFM revenue is of tremendous benefit
to all school districts in the state, this recommendation
should be fully implemented.
2) Increasing debt service equalization aid, which has fallen
to 3% of total debt service, compared to the 6% in
2003, when it was last increased.
3) Providing equalization aid for districts with voter
approved capital project levies.
4) Enhancing and improving the lease levy program by
allowing additional uses and providing equalization
aid for the revenue. This has become an increasingly
important tool for districts as they implemented all-day
kindergarten and expanded pre-school programs. The
lease levy limit should be increased by a minimum of
$100 per pupil, to $312, and the revenue should be fully
equalized.
5) Allow districts to use Capital Facility Bonds to finance
building additions which increase student safety and
security. Currently the only financing option to make
these improvements is the use of lease purchases.
Bonds will be less expensive for taxpayers as rates are
historically lower than lease purchase rates.
6) Increasing the operating capital allowance, and indexing
the allowance to inflation in the future.
7) In addition to districts with natural disasters,
the Legislature should fully adopt the task force
recommendation that enhanced equalization be
provided to districts with very low tax bases and high
debt burdens, and districts that have facilities needs as
part of a consolidation process.
8) Expand the allowable uses of long term facilities
maintenance revenue to include remodeling of existing
space and building additions for instructional space.
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Health Insurance Transparency Act
Background
Last session, the Health Insurance Transparency Act
(HITA) was passed, regulating how school districts
solicit bids for health insurance. HITA added much
administrative expense and burden to the health
insurance renewal processes for many districts, and also
provided unfair advantages to the Public Employment
Insurance Program (PEIP), while other organizations
that provide health insurance bids must provide them
with no additional funding.
MASBO proposes the following changes to the current
HITA law in order to improve the legislation.

Proposals
1) MASBO proposes that all districts enrolled in the
PEIP program should be required to go out for bid
every two years. PEIP’s interpretation of the law is
that districts currently in the PEIP program do not
have to go out for bid every two years, unlike those
districts that are fully insured or self-insured through
a service cooperative. This provides an unfair
marketing and financial burden on other insurance
providers.
2) MASBO proposes that if districts are required
to solicit bids every two years under the
HITA legislation, the ability of the exclusive
representatives to leave their current carrier
should be rescinded, and the authority for these
managerial decisions should be returned to the
school boards. Under the current HITA law, after
going through the required bidding process the
exclusive representatives of the largest bargaining
unit (in most cases, this is the teachers union) can
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decide to get a proposal from PEIP and leave their
current carrier and/or service provider regardless
if the proposal is more expensive or offers less
coverage. Many times this process results in nonteaching employee groups staying with their current
carrier while the teacher group leaves to join PEIP.
Eliminating this ability for the largest bargaining unit
to leave the current carrier will result in a more
stable health insurance group for all concerned.
3) MASBO requests that PEIP follow the current
HITA law that requires them to respond with a
bid/quote when it is requested. HITA law requires
many districts to obtain a quote/bid from PEIP and
PEIP is required to provide a quote/bid to these
districts. If a district asks for a bid through a Service
Cooperative, PEIP has taken the stance that they do
not need to respond to that request. PEIP should
be required to follow the letter of the law, just as
school districts are required.
4) Under current HITA law, fully insured districts
and self-insured districts through a Service
Cooperative program are required to go out
for bids every two years. MASBO proposes that
this requirement should be eliminated, allowing
individual districts (management and employees)
to decide to go out for bid at least every four
years if with a Service Cooperative or five years
if fully insured. As anticipated, this bid requirement
under the HITA law has placed additional expense
and administrative burden on these districts and
the result is increased premiums. This solution
will be much more cost effective by eliminating
unnecessary direct and indirect administrative
expenses.
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