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would have earned had it not lowered its tax rate. It is the sum of the state 
share of a district's Tier I entitlement and the revenue from the district's 
(compressed) M&O tax rate, adjusted for statutory minimum or maximum 
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What Is Tier I ? 
Tier I of the FSP is made up of several allotments, including those for regular basic 
education, special education, career and technical education, bilingual/English as a Second 
Language education, compensatory education, gifted and talented education, Public 
Education Grants, transportation, and new instructional facilities. Tier I also includes 
allotments for the Texas Virtual School Network and an allotment for specialized programs 
at the high school level, the high school allotment. Additional compensatory education 
funds may be available to serve students who are military dependents. 
 

What Is the Basic Allotment?  
The basic allotment  is the basis of funding for most of the allotments making up a district's 
Tier I entitlement. The amount of the basic allotment varies depending on a school district's 
DCR (see "What Is a District's Compressed Tax Rate?" in the "Overview" section).  
 
A district's basic allotment amount is the lesser of —  

1) the greater of —  

a) $4,765 or  

b) the product of 0.0165 multiplied by the average statewide property value per 

weighted student (student in weighted average daily attendance [WADA]2

2) $4,765 multiplied by the quotient that results from dividing the district's DCR by the 

state maximum compressed tax rate (MCR), which is $1.00  

)  

or     

 
The basic allotment amount and the number of students in average daily attendance  are 
used to calculate a district's Tier I entitlement. The following sections explain how these 
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�x whether the school district is small or mid -sized and thus suffers a hardship 

because of diseconomies of scale  (the cost of educating a single student 
increases as the number of students in a district decreases 14:
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-Special Education (SE) 
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How Are the State and Loc al Shares of the Tier I Entitlement 
Calculated? 
A school district is responsible for funding a portion of its Tier I entitlement. The portion of 
the Tier I entitlement that the district is responsible for is called the local fund assignment , 
or LFA.  
 
The LFA is the amount of tax collections generated by assessing the DCR or a tax rate of 
$1.00, whichever is lower, for each $100 of property valuation, using the preceding school 
year's property values.  
 
The total Tier I entitlement
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What If the LFA Is Greater Than the Tier  I Entitlement ? 
If a district’s LFA exceeds its Tier I entitlement, the district is said to be "budget balanced." 
A budget-balanced district, however, is still constitutionally entitled to its Available School 
Fund (ASF) entitlement (discussed later) and must receive at least its ASF entitlement in 
Tier I state aid. 
 
Before the provisions of HB 3646 went into effect, it was possible for a district to be budget 
balanced without being subject to the provisions of the TEC, Chapter 41 (subject to having 
part of its DCR tax collections recaptured). Now, however, a district that is budget balanced 
will also necessarily be subject to the provisions of the TEC, Chapter 41. 
 
 

    Are Charter Schools Eligible to Receive a  Tier I Entitlement?  
Just like a school district, a charter school is entitled to Tier I funds. However, the Tier I 
entitlement amount is calculated somewhat differently for a charter school than for a 
school district.  
 
Because charter schools do not have an adjusted allotment, a charter school's Tier I 
entitlement is calculated using a state average adjusted allotment. 
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What Is Tier II?  
Tier II provides a "guaranteed yield," or guaranteed level of funding, to school districts to 
supplement the basic funding provided for by Tier I. The guaranteed yield ensures that 
school districts will generate a specified amount of state and local funds per student in 
weighted average daily attendance (WADA) for each cent of tax effort above the tax effort 
required to meet the LFA, up to an amount set by statute. 
 

   What Is WADA? 
WADA is the weighted average daily attendance figure used in several state funding 
formulas to calculate the amount of state and local funds a district is entitled to.  
 
How Is WADA Calculated? 
A district's WADA is calculated by first subtracting from a district's Tier I entitlement any 
transportation funding the district is due, any funding the district is due for new 
instructional facilities, the district's TxVSN allotment, the district's high school allotment, 
and 50 percent of the CEI adjustment. The resulting amount is then divided by the 
district's basic allotment amount to arrive at a district's WADA. 

 
+ Tier I entitlement 
– transportation allotment 
– NIFA 
– TxVSN allotment 
– 
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After Passage of HB 1 (2006)  
As a result of HB 1 (79-3), Tier II was expanded to provide three levels of guaranteed yield 
funding on the pennies of tax effort that exceeded the LFA (then $0.86), up to a maximum 
M&O tax effort of $1.17. A district's Tier II allotment was determined in part by the pennies 
of M&O tax effort that exceeded the district's DCR (district's 2005–2006 tax rate multiplied 
by 0.6667). Under HB 1 (79-3), a district was limited in the number of pennies of tax effort it 
could assess in excess of its DCR. 
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After Passage of HB 3646 (2009)  
HB 3646 modified Tier II to provide two (instead of three) levels of guaranteed yield funding 
on the pennies of tax effort that exceed the LFA (modified by HB 3646 to be the lesser of 
$1.00 or a district's DCR). 
 
The two different guaranteed levels of combined state and local funding are calculated as 
follows: 

 
�x Level 1 (L1) =  the greater of — 

 
�x Austin ISD's property wealth per student:  

for 2009–2010, this amount is $59.026

�x the amount of district tax revenue per WADA per cent of tax effort generated 
for this level of guaranteed yield funding for the last school year 
 

 per WADA 
or  

A district may generate L1 funding for only six pennies of tax effort above its DCR. 
These pennies are sometimes called golden pennies because they are the pennies 
of tax effort for which a district is able to generate the highest level of enrichment 
funding. Most school districts can access four of the six pennies at the discretion of 
the local school board. Because of restrictions in the Texas Tax Code, access to the 
fifth and sixth pennies of enrichment usually requires voter approval.  
 

�x Level 2 (L2) = a fixed amount set by statute. 
                       This amount is $31.95 per WADA. 
 
A district may generate L2 funding for any pennies of tax effort above its DCR plus 
six pennies. The L2 pennies of tax effort are sometimes called copper pennies 
because they generate a lower level of enrichment funding than the golden pennies 
do. Enrichment at this level typi



 

Texas Education Agency (TEA) 22 School Finance 101: Funding of Texas Public Schools 
 

What Is the District Enrichment Tax Rate?  
The district enrichment tax rate (DTR) is the tax effort that exceeds the tax rate used to 
produce the LFA. The DTR is limited to the difference between the maximum M&O tax rate 
permitted and the tax rate that produces the LFA. The DTR limit for a district with a DCR of 
$1.00 (2005 M&O rate of $1.50) is calculated as follows: 
 

DTR limit = $1.17 – $1.00 = $0.17 
 
The DTR determines the level of Tier II enrichment a school district is due. A DTR 
component is associated with each level of enrichment. 
 

How Are the DTR Components Calculated for Each Level of Tier II 
Enrichment?  
The DTR component for each level of enrichment is determined by evaluating the district’s 
total M&O tax effort to determine the tax effort that exceeds the tax rate used to produce 
the LFA. The DTR for the first level of Tier II (DTR1) is limited to the first six cents of tax 
effort that exceeds the tax rate that produces the LFA. The DTR for the second level of Tier 
II is based on the tax effort, if any, that exceeds the tax rate that produces the LFA plus six 
cents. For example, a district with a current year M&O tax rate of $1.11 and a DCR of $1.00 
would have the following DTR components applied to its Tier II allotment. 
 

DTR1 = lesser of ($1.11 – $1.00) or $0.06 = $0.06 
 

DTR2 = $1.11 – $1.00 – $0.06 = $0.05 
 

How Are DTR Tax Collections Calculated?  
DTR tax collections are calculated as shown in the following formulas. 
 

DTR1 tax collections = L1 tax collections / PTAD prior year property value 
 

DTR2 tax collections = L2 tax collections / PTAD prior year property value 
 

Where PTAD prior year property value = the district's prior year property values as 
determined by the Property Tax Assistance Division of the Office of the Texas 
Comptroller 

 

How Are the State and Local Shares of the Tier II Allotment  
Calculated? 
The state share of a district's Tier II allotment
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What Is Recapture ? 
Recapture is a mechanism in state funding formulas that ensures that a district's property 
wealth per student does not exceed certain levels, known as equalized wealth levels. A 
district that is subject to recapture is often referred to as a Chapter 41  district because the 
provisions governing recapture are found in the TEC, Chapter 41. 
 
 
How Does the State Deter mine Whether a District Is Subject to the 
Provisions of Chapter 41 ? 
A district is subject to the provisions of Chapter 41 if its property wealth per WADA exceeds 
certain equalized wealth levels set in statute.  
 

What Are the Equalized Wealth Levels  (EWLs)?  
There are three equalized levels of property wealth per WADA that limit the access of 
school districts to the tax revenue generated by local M&O tax effort. 
 

What Is the First EWL? 

The first EWL is equal to the maximum school district property wealth per WADA provided 
by the basic allotment. This level applies to the tax effort that is equivalent to a school 
district’s DCR (district's 2005 M&O tax rate multiplied by the state compression rate). The 
state compression rate is 66.67 percent, and the first EWL for 2009–2010 is $476,500 per 
WADA. A district with property wealth per WADA in excess of $476,500 will have the 
excess tax collections associated with its DCR recaptured. 
 

What Is the Second EWL? 

The second EWL is determined by the funding provided to property-poor school districts for 
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What Is the Third EWL? 

The third EWL is set in statute at $319,500 per WADA, and it applies to any tax effort that 
exceeds the DCR plus six cents. A district whose property wealth per WADA exceeds 
$319
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How Does a District Equalize Wealth?  
A district has five options available to reduce its property wealth per WADA (pay recapture). 
The district may choose to — 
 

Option 1: Consolidate with another district 
Option 2: Detach property  
Option 3: Purchase attendance credits from the state 
Option 4: Contract to educate nonresident students from a partner district 
Option 5: Consolidate tax bases with another district 

 
A district may exercise these options singly or in combination. In the past, most Chapter 41 
districts have chosen Option 3 or Option 4, or a combination of these options. Both of these 
options must be approved in an election by local taxpayers.  
 
Option 3 requires a district to reduce its wealth by sending money to the state. These funds 
are used to help finance the FSP payments that are made to property-poor school districts. A 
district that is subject to Chapter 41 wealth equalization requirements for the first time in 2006–
2007 or later may choose to offset its recapture costs against its state aid for tax reduction, if 
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What Is the Second Step in Determining a District's HB 3646 Adjusted Target 
Revenue? 
In the second step of the HB 3646 adjusted target revenue calculation, the adjusted HB 1 
target revenue amount is divided by the number of HB 1 WADA to produce a 2009–2010 
revenue per WADA amount based on prior law (HB 1 [79-3]) (line 26 in the following screen 
shot). This amount is multiplied by the number of WADA produced by the current law 
calculations, a data element referred to as “HB 3646 WADA.” The product of this calculation 
forms the base of the HB 3646 adjusted target revenue amount. 
 
The base is adjusted for tuition paid in the current school year, for payments to tax 
increment financing (TIF) arrangements, and for the current year transportation and NIFA 
allotments. The funding received by districts in 2008–2009 for the educator salary increase 
authorized in Rider 86 of the General Appropriations Act for the 2008–2009 biennium is 
added to this amount to produce the HB 3646 adjusted target revenue amount (line 34). 
 
Summary of Finances  Calculation of ASATR  Report (E xcerpt)  

 
 
 
 



 

Texas Education Agency (TEA) 33 School Finance 101: Funding of Texas Public Schools 
 



 

Texas Education Agency (TEA) 34 School Finance 101: Funding of Texas Public Schools 
 

 
 

  

How Is HB 3646 ASATR Related to the American Recovery and 
Reinvestment Act of 2009 (ARRA) ?) 
During the 2010–2011 state biennium, the additional ASATR revenue delivered to school 
districts and charter schools as a result of the passage of HB 3646 will be funded with a 
portion of the State Fiscal Stabilization Fund funds that were authorized by the ARRA. 
(Additional ARRA funds will fund a portion of the per capita payments from the Available 
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Example for Determining IFA State Aid and Local Share  
Example ISD has — 

�x PTAD prior year property value of $100,000,000 
�x ADA of 1,000 
�x annual debt service payments of $100,000  

 
Example ISD's IFA state 
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How Is an Eligible District's EDA State Aid Calculated?  
The EDA state aid an eligible district is due is calculated using the following formula: 
 
EDA state aid =  

($35 x ADA x existing debt 
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What Other FSP State Aid  Is Available to School Districts?  
In addition to the FSP state aid already discussed, school districts are also due the 
following funding. 
 

Available School Fund  Payments 
Each Texas school district is entitled, under the Texas Constitution, to receive payments 
from the Available School Fund (ASF) for each eligible student enrolled. The ASF is 
primarily made up of revenue generated by the state's fuel tax and by the Permanent 
School Fund. 
 
ASF payments are based on a district's prior year ADA. The payment rate per ADA (the 
distribution rate) is adopted each year by the State Board of Education. This payment is 
referred to as a “per capita” payment.  
 
The ASF serves as a method of finance for the FSP. In other words, this source of revenue 
is used to help pay the state's FSP payments to school districts. (For most districts, ASF 
funding is not received in addition to the funding making up the districts' FSP state aid, but 
as a part of the funding making up that state aid.) 
 
All districts, regardless of property wealth, are eligible to receive ASF funds. However, 
charter schools are not eligible to receive them. 

 
For the 2009–2010 and 2010–2011 school years, a portion of the per capita payment will 
be funded with State Fiscal Stabilization Fund (SFSF) funds provided by the American 
Recovery and Reinvestment Act of 2009. The portion of a school district’s per capita 
payment that will be paid with SFSF funds is included in the district's notice of grant award 
for SFSF funds. As a result, the district will receive some of its per capita payment in its 
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A district's HB 5 aid is calculated in several steps. It is based on a district's PTAD property 
value for the prior year and on its M&O tax rate for the current year. First, the amount of 
M&O tax revenue lost is determined by multiplying —  

1)  the amount by which the district's PTAD property value for the prior year was lowered 
by lowering certain homeowners' tax rates as required by HB 5 and  

2) the difference between the district's current year adopted M&O tax rate and its current 
year compressed M&O tax rate. 

 
Next, the gain the district realized from having its HB 5 adjusted property values used in the 
calculation of its FSP state aid is found by adding — 

1) the gain in Tier II state aid that the district realized and 
2) any savings in recapture the district realized. 
 

Finally, the amount of HB 5 aid the district is due is found by subtracting any gain the 
district realized from the amount of M&O tax revenue lost. 
 
     Amount of M&O tax revenue lost as a result of the application of HB 5 provisions 
–   Gain realized from having HB 5 adjusted property values used in FSP calculations 
=   HB 5 hold harmless aid 
 

Technology Allotment  
In addition to the previous allotments, school districts are entitled to a technology allotment.  
 
The technology allotment, described in the TEC, §32.005, provides school districts with up 
to $30 per student in ADA for the purchase of electronic textbooks or technological 
equipment for student learning. The actual rate is based on available funds. Allotment funds 
may also be used to pay for training educators in the use of electronic textbooks or to pay 
for providing access to technological equipment for student learning. 
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How Does the TEA Collect the Data Necessary to Calculate 
FSP State Aid and Pay Out That  Aid?  
As explained in previous sections, the TEA determines the amount of a district's FSP state 
aid using district property value, tax, attendance, and staff data. These data are submitted 
to the TEA by other state agencies and by school districts and charter schools themselves. 
Districts and charter schools submit the data required of them primarily through two online 
systems, the Public Education Information Management System (PEIMS) and the FSP 
System. 
 
 

Property Value and Tax Rate Information  
The TEA gets information on district property values and tax rates from the Property 
Tax Assistance Division of the Office of the Texas Comptroller. The agency gathers tax 
collection information from districts themselves through an annual online survey and 
through PEIMS reporting. 
 
Pupil Projections Information  
In the fall before each state fiscal biennium (i.e., the fall of each even-numbered year), 
the TEA calculates an estimate of the enrollment in each school district, based on 
attendance trends for the past four years. These projections are used to meet the 
statutory requirement for the TEA to submit initial estimates to the Texas Legislature by 
October 1 of even-numbered years. Each district is responsible for reviewing its pupil 
projections data and making any needed corrections. The TEA reviews and makes any 
needed adjustments to these data before submitting the final enrollment estimates by 
March 1 of each odd-numbered year, as required by law. This submission of final 
estimates occurs during the budget writing process of the biennial legislative sessions. 

Attendance Information 

Districts and charter schools are required to submit attendance data to the TEA 
throughout the school year using the PEIMS. These data become available to the  
TEA division responsible for state funding in March and after the school year ends. 
 
Because charter school attendance is less stable than school district attendance, 
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Charter School Aid Estimate Information  

Each existing charter school has the option of providing the TEA with an estimate of 
the state aid it should receive for the coming school year based on an estimate of the 
number of students in ADA it will have and an estimate of the number of students it will 
have in various educational programs. Charter schools calculate these estimates using 
a template that they submit to the TEA.  
 
If a charter school does not submit these estimates, the TEA uses prior year 
attendance information to estimate the number of students in ADA and the amount of 
state aid the school is due for the coming year. 
 
Because a brand-new charter school does not have any prior year data for the TEA to 
use, each new charter school is required to provide an estimate of its state aid to the 
TEA using the template. 

Staff Information  

Districts and charter schools are required to 

e any
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The three payment classes are based on property wealth per pupil. Districts in payment 
class 1 have property wealth per pupil that is less than half the statewide average. Districts 
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