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Why Have We Not Fixed the Funding System?

Don’t tax you.

Don’t tax me.

Tax that fellow behind the tree.

-- Russell B. Long, Former US Senator
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State Education Fund: FY16 Revenue Sources

Homestead Education
Tax (Net)

$424.2
28%

Non-Homestead
Education Tax

$614.4
40%

Sales & Use Tax
$135.9

9%

Purchase & Use Tax
$34.2
2%

GF Transfer
$303.3
20%

Lottery Transfer
$23.0
1%

Medicaid Transfer
$6.0
0%

Other Sources
$1.1
0%

Homestead Education Tax (Net)

Non-Homestead Education Tax

Sales & Use Tax

Purchase & Use Tax

GF Transfer

Lottery Transfer

Medicaid Transfer

Other Sources

$1.54 Billion Total



Uses

10 Education Payment 1,258.5 1,289.6

11 Special Education 173.3 179.8

12 State-Placed Students
16.9 16.4

13 Transportation
17.2 17.7

14 Technical Education
13.7 13.3

15 Small Schools 7.7 7.6

16 Essential Early Education 6.3 6.4

17 Adult Education & Literacy 5.8 5.8

18 Community HS of Vermont (Corrections) 3.8 3.6

19 Renter Rebate (General Gov't) - EF share only** 6.6 6.8

20 Reappraisal & Listing (General Gov't) 3.3 3.4

21 Other Uses (Accounting & Auditing, Other) 1.3 1.1

22 Total Uses 1,514.3 1,551.5

Allocation of Revenue Surplus/(Deficit)

23 Revenue Surplus/(Deficit) 0.9 (11.4)

24 Prior-Year Reversions (5.9) (16.8)

25 Transfer to/(from) Stabilization Reserve 1.7 0.5

26 Transfer to/(from) Unreserved/Unallocated 5.1 4.9

Stabilization Reserve

27 Prior-Year Stabilization Reserve 30.3 32.0

28 Current-Year Stabilization Reserve 32.0 32.5

29 Percent of Prior-Year Net Appropriations 5.00% 5.00%

30 Maximum Reserve Target @ 5.0%
32.0

32.5
31 Minimum Reserve Target @ 3.5%

22.4
22.8

Available Funds

32 Prior-Year Unreserved/Unallocated
10.0 15.1

33 Current-Year Unreserved/Unallocated
15.1 20.0

* GF share of homeowner rebate: 14.6 16.9

** GF share of renter rebate: 2.8 2.9

Preliminary Education Fund Outlook
(millions of dollars) FY2015 FY2016

Final Preliminary

a Base Homestead Property Tax Rate $0.98 $0.99

Average Homestead Property Tax Rate $1.50 $1.53

b Uniform Non-Residential Property Tax Rate $1.515 $1.535

c Base Tax Rate on Household Income 1.8% 1.8%

d Base Education Amount Per Equalized Pupil $9,285 $9,459

e Total Equalized Pupil Count 89,257 89,163

f Statewide Education Grand List Growth Rate -0.5% 0.3%

g Statewide Education Spending Growth Rate 3.1% 3.0%

Sources

1 Homestead Education Tax 573.6 590.5

1a Income Sensitivity Adjustment (151.1) (158.8)

1b Homeowner Rebate - EF share only* Included in line 1a. (7.5)

2 Non-Homestead Education Tax 603.4 614.4

3 Sales & Use Tax 127.6 133.8

4 Purchase & Use Tax 32.4 34.1

5 General Fund Transfer 295.8 303.3

5a Transfer from Rainy Day Reserve 1.8 0.0

6 Lottery Transfer 22.8 23.2

7 Medicaid Transfer 7.6 6.0

8 Other Sources (Wind & Solar Property Tax, Other) 1.1 1.1

9 Total Sources 1,515.1 1,540.1

Preliminary Education Fund Outlook
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Enrollment Declines, Spending Increases…
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…Staffing Levels Remain Constant

Personnel
~ 80% of Cost
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Student/Staff Ratio
Hypothetical Costs Savings Through Staff Attrition (Retirements, etc.)

0.950

1.000

1.050

1.100

1.150

$ Billion
Estimated
expenditures
on salaries
and benefits

Current Student-to-Staff Ratio = 4.67 to 1

5 to 1 ratio =
Save $74M/yr

4.6 4.8 5.0 5.2 5.4Source: Vermont AOE



Demographic Challenges:
We are not just losing students
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High Level Overview
Vermont K-12 Education Baseline Finance Construct (FY16)

Residential
Property Tax

Other State
Revenues

Non-Residential
Property Tax

Education Fund

$0.99
Tax Rate

$1.535
Tax Rate

Yields $9,459 Per
Equalized Pupil
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High Level Overview
Vermont K-12 Education Finance Construct (FY16 Example)

Residential
Property Tax

Other State
Revenues

Non-Residential
Property Tax

Education Fund

$1.57
Tax Rate

$1.535
Tax Rate

Yields $15,000 Per
Equalized Pupil

Local Tax Rate Increased
Proportionately as Local Per
Pupil Spending Increases
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School budget up less than 1 percentSchool budget up less than 1 percent

Budget vs. Per Pupil Spending
Going Beyond the Newspaper Headline

Less than 1%
increase…

… So why are my taxes
going up more than

10%?
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School budget up less than 1 percentSchool budget up less than 1 percent

Budget vs. Per Pupil Spending
Going Beyond the Newspaper Headline

FY14 FY15

Total Expenses
$27,687,316 $27,866,206

0.6% Increase

“Local” Revenue
$8,401,747 $8,790,564

Equalized Pupils
1,200.00 1,160.49

Ed Spending per
Eq. Pupil

$16,071 $16,438

2.2% Increase

Caution: Simplified
example for illustration
purposes
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School budget up less than 1 percentSchool budget up less than 1 percent

Budget vs. Per Pupil Spending
Going Beyond the Newspaper Headline

FY14 FY15

Total Expenses
$27,687,316 $27,866,206

0.6% Increase

“Local” Revenues
$8,401,747 $8,401,747

Equalized Pupils
1,200 1,150

Ed Spending per
Eq. Pupil

$16,071 $16,438

2.2% Increase

What the headline
doesn’t tell you
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School budget up less than 1 percentSchool budget up less than 1 percent

Budget vs. Per Pupil Spending
Going Beyond the Newspaper Headline

FY14 FY15

Total Expenses
$27,687,316 $27,866,206

0.6% Increase

“Local” Revenues
$8,401,747 $8,000,000

Equalized Pupils
1,200 1,150

Ed Spending per
Eq. Pupil

$16,071 $17,275

7.5% Increase

Per Pupil Spending
Drives Tax Rates

“Local” Revenue is typically
federal and state grants, e.g.
SPED and small school grants.
These revenues are NOT
counted towards per pupil
spending used to set tax rate.

Fewer Students
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School budget up less than 1 percentSchool budget up less than 1 percent

Budget vs. Per Pupil Spending
Going Beyond the Newspaper Headline

FY14 FY15

Total Expenses
$27,687,316 $27,866,206

0.6% Increase

“Local” Revenues
$8,401,747 $8,000,000

Equalized Pupils
1,200 1,150

Ed Spending per
Eq. Pupil

$16,071 $17,275

7.5% Increase

Ed Spending
Per Pupil

State Base
Spending Amount

=
District Spending

Adjustment

District Spending
Adjustment

Statewide Base
Tax Rate

= Local Tax Rate

7.5% Per Pupil Cost Increase
7.5% Tax Increase

X
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Impact of Property Value on Ed Tax Rates

2014 Tax Bill 2015 Tax Bill

Listed Value $200,000 $200,000

Education Tax Rate $1.523 $1.637

CLA 104.45% 97.55%

Adjusted Tax Rate $1.458 $1.678

Actual Tax Due $2,916 $3,274

Example: $200K House

7.5% Increase

12.2% Increase

6.6% Change

$358 Increase
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Where We Go From Here

AKA: Act 46





Copyright © 2015, Oliver Olsen20

Act 46: Goals

 Move state towards sustainable education governance models

 Encourage local decisions and actions that:

1. Provide substantial equity in the quality and variety of education opportunities

2. Lead students to meet or exceed state Educational Quality Standards

3. Maximize operational efficiencies through greater flexibility to manage, share, and
transfer resources, with a goal of increasing district-level student-to-staff ratios

4. Promote transparency and accountability

5. Are delivered at a cost valued by parents, voters, and taxpayers
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Act 46: Major Components

 Merger of school districts and supervisory unions into expanded districts

– Preferred governance model is a Supervisory District resulting from the merger of an SU and its
member school districts with 900+ students

– Alternative governance model is one with a Supervisory Union and a small number of merged
school districts with 900+ students in aggregate

 Transition encourages local development of mergers

– Initial phases are voluntary with three phases of tax incentives

– Education Secretary will propose a plan to merge remaining districts, as necessary to achieve
goals

– In November 2018 State Board of Education will issue final plan to merge remaining districts

Governance Reform
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Act 46: Major Components

 Phases out “phantom students” (effective FY21)

 Small School Grants:

– Converted into Merger Support Grants that remain in perpetuity unless school is
closed and if merger complete by FY20

– Beginning FY20, other school districts receive small school grant if average grade
size is 20 or fewer and the district is eligible because it:

 Is geographically isolated from a school with excess capacity or

 Has demonstrated academic excellence and operational efficiency

Realignment of Financial Support to Achieve Goals
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Act 46: Major Components

 Temporary cost control mechanism to moderate spending growth

– Replaces “Excess Spending” penalty for FY17 and FY18 budgets

– Applies fairly to all school districts (large and small)

– Higher spending districts allowed smaller increases in education spending

– Allows for more growth in low spending districts

– Spending penalty triggered for spending in excess of allowable growth threshold

Cost Containment
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OK, but why merge
districts?

Where is the value in an
expanded school district?

There’s a forest in
here somewhere
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Traditional Governance Model
Aligned to Municipal Boundaries

School Board

Green Town

School

Students

Educators

School Board

Blue Town

School

Students

Educators

School Board

Red Town

School

Students

Educators
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Traditional Governance Model
Response to Declining Enrollment & Staff Retirement

School Board

Green Town

School

Students

Educators
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Traditional Governance Model
Response to Declining Enrollment & Staff Retirement

School Board

Green Town

School

Students

Educators

Declining Student Population

Teacher Retires
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Traditional Governance Model
Response to Declining Enrollment & Staff Retirement

School Board

Green Town

School

Students

Educators

Per Pupil
Cost

Education
Offerings

School
Board

Dilemma

Declining Student Population

Teacher Retires
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Traditional Governance Model
Response to Declining Enrollment & Staff Retirement

School Board

Green Town

School

Students

Educators

School
Board

Dilemma

Difficult Choices
A: Replace Teacher
B: Eliminate Program

Same Cost

Lower Pupil Count
=

Higher Per-Pupil Cost
& Higher Tax Rate
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Traditional Governance Model
Response to Declining Enrollment & Staff Retirement

School Board

Green Town

School

Students

Educators

School
Board

Dilemma

Difficult Choices
A: Replace Teacher
B: Eliminate Program

Less Educational
Opportunity
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Traditional Governance Model
Shared Challenges; Individual Districts Trying to Solve in Silos

School Board

Green Town

School

Students

Educators

School Board

Blue Town

School

Students

Educators

School Board

Red Town

School

Students

Educators
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Expanded Governance

Broader Perspective
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Expanded Governance Model Under Act 46
One District Collaborating to Maximize Value Across Boundaries

Green Town

Students

Blue Town

Students

Red Town

Students

School Board

Educators Educators Educators

School School School



Copyright © 2015, Oliver Olsen34

Expanded Governance Model Under Act 46
Expanded District Allows for Flexible Staffing to Meet Changing Needs

Green Town

Students

Blue Town

Students

Red Town

Students

School Board

Educators Educators Educators

School School School
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Expanded Governance Model Under Act 46
… And New Alternatives for Students

Green Town

Students

Blue Town

Students

Red Town

Students

School Board

Educators Educators Educators

School School School
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Expanded Governance Model Under Act 46

Green Town

Students

Blue Town

Students

Red Town

Students

School Board

Educators Educators Educators

School School School

Scalable & Sustainable
Educational Ecosystem

Limitless Possibilities to Organize the Delivery of World-Class
Education at a Cost We Can Afford
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Expanded Governance Model Under Act 46

 Flexibility with how expanded districts are formed

– Local communities choose their own destiny

– Options to merge districts inside and outside an SU (except for Phase 1 mergers)

 Merger agreements are developed locally and outline key details:

– Representation on expanded school boards (consistent with one person, one vote
constitutional requirement)

– School choice arrangements

– Budgets and voting

 Guarantees continued school choice if local voters want it to continue and
allows for expansion of choice for those that wish to adopt choice

Act 46 Provides Catalyst & Incentive, Local Communities Drive Change
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Expanded Governance Model Under Act 46

Supervisory
Union

School District

School District

School District

School District

Supervisory
District

Merger from Current Structure to Preferred Model
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Expanded Governance Model Under Act 46

Supervisory
Union

Supervisory
Union

Merger from Current Structure to Alternative Model

School District

School District

School District

School District

School District

School District





Vijay Govindarajan, Tuck School of Business



Moving ahead:

• What limitations prevent us from making our
system better?

• How can we change, break or bend those
limits?

• What “how we’ve always done it”
assumptions might be keeping us from
finding ways to create a better set of
opportunities for our children?



Discussion

























Excellent Education, Strong Communities: 
Realizing the Opportunities of Act 46

VSBA/VSA                                         June 11, 2015



Act 46: Where Do We Begin?
 Understand the context –
 Statewide:

 High expectations for our schools to meet the needs of today’s 
students – Education Quality Standards,  Universal PreK, Act 77

 Increasing poverty and addiction rates
 Growing inequity in student opportunity and outcomes
 Significant cost pressures
 High leadership turnover

 Local:
 What are the challenges facing our districts and schools?  How 

are these challenges impeding our ability to meet student 
needs?



What Do We Want for All Our Children?



What Do We Want for All Our Children?
 School District Vision Statement

 Education Quality Standards:  Ambitious expectations for 
our education systems designed to ensure every student 
has equal access to quality learning experiences that meet 
their individual aspirations, aptitudes and interests.

* INSERT LOCAL INFORMATION ON THIS SLIDE



What Do Our Communities Value?



What Do Our Communities Value?
 Academic Excellence
 Early Education
 Technology
 Personalized Learning
 Multiple Pathways
 Health and Wellness
 Community Partnerships
 Personal Connections
 Highly Skilled Teachers and Staff

* CUSTOMIZE WITH LOCAL INFORMATION ON THIS SLIDE



What Challenges Do We Face?



What Challenges Do We Face?
 Poverty/Disability Indicators
 Enrollment Trends
 Staffing Levels
 Population Projections
 Leadership Turnover
 Student Performance Indicators
 Cost pressures

* CHOOSE 2-3 MOST PRESSING ISSUES FOR YOU AND ILLUSTRATE THEM 
USING DATA 



What Challenges Do We Face?
 Act 46 calls for school districts of at least 900 students or 

supervisory unions with 1,100 students.  In _______ SU, 
our districts range in size from _____ to _____.

 Trade-offs related to small district size:
 Dollars go to overhead and not the classroom
 Inconsistent data and reporting that would help school boards 

better monitor and respond to system performance
 Lack of breadth and depth in educational programming



Can We Tackle These Challenges and Better 
Meet the Needs of All Students? 



Can We Tackle These Challenges and Better 
Meet the Needs of All Students? 

 What limitations prevent us from making our system 
better?

 How can we change, bend, or break those limits?

 What “how we’ve always done it” assumptions might be 
keeping us from finding ways to create a better set of 
opportunities for our children?



Act 46: Creating PreK-12 Education Systems



Act 46: Creating PreK-12 Education Systems

On or before July 1, 2019 educational opportunities 
in Vermont shall be provided through “sustainable 
governance structures” that provide PreK-12 
educational opportunities at a reasonable cost.



Act 46: Creating PreK-12 Education Systems
These governance structures are expected to achieve 

the following outcomes:
 Provide equity in the quality and variety of 

educational opportunities 
 Lead students to meet or exceed the Education 

Quality Standards
 Maximize operational efficiencies through greater 

flexibility to manage, share, and transfer resources, 
with a goal of increasing district-level student-to-staff 
ratios

 Promote transparency and accountability 



Act 46: Preferred Governance Structure
 A single PreK-12 district 

 Serving at least 900 students

 That has one of the four most common structures: 
 Operates all grades PreK-12;
 Operates PreK-8 and tuitions 9-12; 
 Operates PreK-6 and tuitions 7-12; or 
 Pays tuition for all students grades PreK-12.



Act 46: Three Paths to Implementation
 Accelerated Transition to Preferred Governance Structures 

(June 2015 – June 2016)

 Voluntary Transition to Sustainable Governance Structures
(June 2015 – July 2019)

 Self-Assessment, Quality Reviews & Statewide Plan
(July 2017 – June 2019)



Path One: Accelerated Transition
 By July 1, 2016, the electorate approves a plan to merge 

all member districts of a supervisory union into a single 
education district.   This could also include merger with a 
neighboring supervisory district.

 New district must have a minimum ADM of 900, be 
operational on or before July 1, 2017, and agree to 
provide data to the Secretary of Education in order to 
evaluate the impact of the merger on quality and cost.



Path One: Accelerated Transition
 Accelerated mergers are intended to:
 Produce a VT-specific research base on the process, 

design, benefits and opportunities associated with 
districts operating at scale.

 Support supervisory unions that have previously 
undertaken significant planning activities related to 
merger.

 Support supervisory unions that are configured in a 
manner that lends itself to an expedited merger 
process.



Accelerated Transition
 Incentives:
 Homestead tax rate reduction of $.10/$.08/$.06/$.04/$.02 in 

the first five years of operation.
 New district will keep any small schools grants currently 

received by any of the merging districts.
 Transition facilitation grant of $150,000, or 5% of the base 

education amount multiplied by the new district’s ADM, 
whichever is less.

 Keep the 3.5% hold-harmless protection for declining 
enrollment, which otherwise will be eliminated in FY 2021.

 Exempt from the requirement to repay a portion of state 
construction aid upon sale of a school building.



Path Two: Voluntary Transition
 The law provides incentives for action if a merger plan 

that meets one of the three RED variations of Act 156 
(MUUSD, “side-by-side”, union elementary district) is 
approved by the electorate by July 1, 2017.

 Districts that are able to merge into a “preferred 
structure” that is operational by July 1, 2019 are also able 
to obtain incentives – there is no deadline for a vote of 
the electorate.



Path Two: Voluntary Transition
 Incentives:
 Homestead tax rate reduction of $.08/$.06/$.04/$.02 in the 

first four years of operation.
 New district will keep any small schools grants currently 

received by any of the merging districts.
 Transition facilitation grant of $150,000, or 5% of the base 

education amount multiplied by the new district’s ADM, 
whichever is less.

 Keep the 3.5% hold-harmless protection for declining 
enrollment, which otherwise will be eliminated in FY 2021.

 Exempt from the requirement to repay a portion of state 
construction aid upon sale of a school building.



Path Three: Self-Assessment, Quality 
Reviews & Statewide Plan
 Districts that do not take action to reorganize themselves 

voluntarily and will not do so by July 1, 2019 are required 
to take certain actions prior to November 30, 2017.
 School board must evaluate the district’s ability to meet the 

state’s goals and meet with other school boards in the region. 
 District (or group of districts) must submit a proposal to 

either retain its current governance structure or form a 
different structure with other district(s) or otherwise act 
jointly (joint contract school, e.g.) to the Secretary and State 
Board of Education. 

 The proposal should demonstrate how the district will be able 
to achieve the goals and must identify specific actions the 
district(s) will take to achieve the goals.



Path Three: Self-Assessment, Quality 
Reviews & Statewide Plan
 The Agency of Education will begin conducting Education 

Quality Reviews and site visits to evaluate districts’ ability to 
meet the Education Quality Standards.

 The Agency will monitor activity related to governance and 
keep the State Board of Education apprised of progress 
statewide.

 Based on the results of the Quality Reviews and governance 
activity (including proposals submitted by districts) in 2018 
the Secretary will develop a statewide plan to transition all 
districts to sustainable governance structures.



Path Three: Self-Assessment, Quality 
Reviews & Statewide Plan
 Statewide plan will be adopted by the State Board on 

November 30, 2018.   Implementation of the transition 
effective July 1, 2019.

 Statewide plan will not require districts to lose choice or 
require districts to pay tuition.

 Absolute protection from the statewide plan is provided 
for the following districts:
 Interstate school districts
 Regional career tech center school districts
 Districts that voluntarily merge into the preferred governance 

structure or a structure eligible to receive RED incentives by 
July 1, 2019 



Act 46: Financial Consequences
 Districts that do not engage in voluntary structural 

changes will not be able to secure tax incentives.  
 After July 1, 2019 these districts will only be able to retain 

their small schools grants if the State Board determines 
they are geographically isolated or can demonstrate 
academic excellence and operational efficiency.  

 After July 1, 2020 these districts will also lose any 3.5% 
ADM hold-harmless protection.

 July 1, 2017 supervisory unions found to be out of 
compliance with Act 153 centralization provisions will see 
a 5% tax penalty.



Act 46: What Are Our Options?
 Merge all member districts in the supervisory union to form a 

single PreK-12 district. (Vote by 7/1/16; Operational by 7/1/17)

 Create a district that meets the “preferred structure” criteria.  
You are not limited to working with districts in your 
SU.  This option could involve giving up current choice or 
operating patterns or moving some districts to different 
SD/SU. (Operational by 7/1/19)

 If you are an SU that has a blend of choice and non-choice 
districts, create a district/SU that meets the Act 156 RED 
alternative criteria.  (Vote of the electorate by 7/1/17)



Act 46: What Are Our Options?
 Develop a plan to achieve quality and cost objectives 

through changes in the SU operation and configuration 
and submit a plan for consideration to the Secretary by 
November 30, 2017.
 SU should be able to demonstrate:

 ADM of 1,100
 Has the smallest number of districts practicable
 Operates in a manner that maximizes efficiencies through economies 

of scale and the flexible management, transfer, and sharing of 
nonfinancial resources among the member districts

 Member districts consider themselves to be collectively responsible 
for the education of all PReK-12 students in the SU

 Pursue none of the above options and wait for action by 
the Secretary of Education and the State Board.



Act 46: Considerations Moving Forward

 What more do we need to better understand Act 46?

 How might we leverage Act 46 to create a better system 

for students at a sustainable cost?

 Who are our neighbors?  What opportunities might exist 

for partnering with districts outside of our SU?

 What structure & process shall we engage in to move 

forward with this work?

 How might we engage our communities in our work?



Resources and Supports 

* Joint Services Facilitation Reimbursement
* Initial exploration of providing  services or performing duties jointly
* May include community and identification of next steps i.e. merger
* Non-binding

* Joint Services  Analysis and Implementation Reimbursement
* For legal and consulting services
* Detailed analysis of advisability of merger
* Non-committal (but exhausts further study grants)

* RED/Union School Analysis
* Legal and Consulting services
* Prepare a report that addresses creating a union school district
* Transition facilitation ($150K) reduced by this expenditure

$5,000

$10,000

$20,000



Resources and Supports 
 VSBA and partners are developing a comprehensive 

consulting service to respond to the complex nature of 
this work.  The service will be up and running in 
September of 2015.

 If you are pursuing an accelerated merger and need 
immediate assistance, the VSBA has consultants with 
expertise available to work with you.

 The Agency of Education is available to answer questions 
and provide some technical assistance.



What Do We Want for All Our Children?






