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In most states across the country, public K-12 enrollment is declining. This is a decade-long, national trend that
accelerated with the onset of the COVID-19 pandemic and is projected to continue.’ Although enroliment decline
varies substantially among and within states, many states have put temporary or permanent policies in place to
address the budgetary implications of enrollment decline. In cases where a school system is growing rapidly, state
governments can also allocate additional funding to districts to account for expansion. Different policy choices for
states to respond to enrollment change come with trade-offs: The costs of additional support for some districts
means that relatively less state aid can be put toward other educational priorities.

How Do States Count Students for School
Finance Purposes?

Every state school funding formula considers the number of students a district serves, but states vary in how they
count students. Most use an enrollment metric, but a few use an attendance metric.2 The student count metric can
shape how enrollment shifts might affect state funding, in that attendance rates might fluctuate more quickly than
student membership counts. Attendance-based student counts particularly disadvantage districts serving student
populations who tend to experience higher rates of absenteeism (e.g., students experiencing homelessness).?

COMMON STATE APPROACHES TO COUNTING STUDENTS IN SCHOOL FUNDING FORMULAS

Student Count Approach Calculation Method

Five states count students for school finance purposes based on the number
of students in attendance in a district, recorded and averaged over many days
throughout the school year.*

Attendance: Average Daily
Attendance (ADA)

Twenty-four states count students for school finance purposes based on the
number of students enrolled in a district, recorded and averaged over many
days throughout the school year.®

Enrollment: Average Daily
Membership (ADM)

Twenty-one states and the District of Columbia count students for school
finance purposes based on the number of students enrolled on a single day or
averaged across a few days per year.®

Enrollment: Single or Multiple
Count Days
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How Do States Approach Funding for Districts
Experiencing Enrollment Decline?

At a state budgetary level, when statewide K-12 enrollment declines, state policymakers have choices to make:
They may choose to 1) reduce education spending in line with enrollment decline, 2) maintain education spending
and allow per-pupil funding to rise, or 3) make strategic choices about how to deploy enrollment-related savings
into other educational priorities, including stabilizing the budgets of districts experiencing enroliment decline.

In most states, if a school district’s enrollment declines, its state aid amount would also decline, if all other

factors were held constant. Some states put policies in place within their school funding formulas to prevent or
slow decreases in state aid caused by enrollment decline, often called “hold harmless” measures.” Not all hold
harmless measures are alike: Policies that address enrollment decline include prior-year funding guarantees, count
year adjustments, stop-loss provisions, and transitional funding. States may also use these policies when they
make a change in funding policy that would otherwise mean state aid cuts for some districts.

There are advantages to enrollment decline funding. It can help maintain stability in school funding and give
school district leaders additional time to make strategic budget and staffing adjustments. In some cases, it can
prevent or help delay school closures, cuts to programs, or staff reductions.

But there are drawbacks, especially for permanent hold harmless policies. By funding districts out of proportion
with the number of students they actually serve, the state moves away from alignment with student need and has
less money to spend on other educational priorities. Under a hold harmless policy, local district and school leaders
may not have enough incentive to adjust their staffing and operations for fiscal sustainability in the long term.
And, if enough districts experiencing declining enrollment are funded based on a hold harmless guarantee rather
than the state formula, the hold harmless policy may supplant the funding formula as the state’s real funding
allocation method. This can obscure any clear relationship among state priorities, funding policies, and actual
allocation of state dollars.

NOTE

The COVID-19 Pandemic and Hold Harmless Policies

During the first year of the pandemic, public K-12 school enrollment fell by 3%, or about 1.4 million students.?
Because of this enrollment decline and challenges to measuring student counts amid distance learning, many
states enacted hold harmless policies — particularly count year adjustments and funding guarantees — to
maintain school funding. Between 2020 and 2023, at least 42 states had either temporary or permanent funding
hold harmless policies in place.?
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Prior-Year Funding Guarantees

To prevent funding decreases caused by enrollment declines or changes in funding policy, states may guarantee
that districts receive at least the same amount of funding they received in some prior school year. States should
be cautious because these kinds of guarantees can be difficult to undo, unless expiration dates or firm transition
timelines are built into law.

Example: New York’s funding formula has a “save harmless” provision that does not allow a district’s
foundation aid amount to fall below the immediate prior year's amount. In school year 2024-25, this
provision benefited more than 330 districts due to declining enrollment.°

Count Year Adjustments

Adjusting or averaging the count year — the year for which the state considers enrollment for funding purposes —
can slow or smooth the fiscal impact of enrollment decline by relying more heavily on earlier years that had higher
student counts. This method also avoids a sudden fluctuation in funding if there is an anomalous short-term
enrollment or attendance decline for some reason.

Example: Maine uses the average student count from the two previous years." Colorado uses the greater
of the two-year, three-year, four-year, or five-year average enrollment in districts experiencing enrollment
decline.”

Stop-Loss Provisions

Stop-loss provisions cap the proportion by which state aid to a district may decline from one year to the next.
Like count year adjustments, this blunts the negative budgetary impact of enrollment declines or changes in state
policy with a built-in transition timeline.

Example: Tennessee guarantees that school districts lose no more than 5% of their total allocated funding
from one school year to the next."

Transitional Funding
State legislatures may also provide transitional funding to school districts, funding them temporarily for portions of
the enrollment count that declined.

Example: Minnesota’s declining enrollment revenue stream provides districts with 28% of the per-pupil
funding they lost due to enrollment decline in the previous year.™
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How Do States Approach Funding for Districts
Experiencing Enrollment Growth?

Most state school funding systems fund districts based on the prior school year's enrollment. Some states have
policies in place to help districts maintain programmatic quality if their student population is growing, and to
adjust for significant differences between actual and projected enrollment during the school year. Policies that
address student enrollment growth include enrollment projection, student growth correction, and set-aside
growth funding.

The primary drawbacks of these policies are administrative: The state must hold back some funding in case of
unforeseen enrollment growth and may require investment in data systems and processes to accurately track
enrollment and adjust payments to districts during the school year with enough time to be useful. And although
local leaders may welcome an unexpected funding increase, enrollment growth policies may also reduce
predictability and transparency in local budgets.

Enrollment Projection
Some states use districts’ prior enrollment growth rates to anticipate future growth.

Example: Alabama’s school funding formula contains an “allowance for student growth” that provides
additional resources based on a district’s enrollment growth rate over the prior two years."

Student Count Correction
Student count correction aims to resolve disparities between the prior-year student count used to calculate state
funding and a district’s actual enrollment during the school year.

Example: Tennessee’s “fast growth stipend” is provided to districts when their current year's funding
allocation exceeds the previous year’s allocation by more than 1.25%.¢

Set-Aside Growth Funding

States may set aside a predetermined amount of funding during spring budgeting, to be allocated during the
upcoming school year to districts whose actual growth exceeds projections. Only the fastest-growing districts or
those who grow above a certain threshold may be eligible for funding as part of this policy.
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How Should States Weigh Trade-Offs?

Many state leaders are interested in ways to support K-12 districts experiencing changes in their enrollment so
that these districts can continue to serve students well as the population grows or shrinks. Policies to address
enrollment decline can help ensure short-term funding stability, but they also come with drawbacks. If state
leaders are considering a hold harmless policy due to enrollment decline, predictable, time-limited supports

— such as transitional funding or gradual count adjustments — may help school district leaders make budget
adjustments, take time for community engagement, and prioritize student needs. However, funding guarantees
come at a cost: They can contribute to funding inequities by decoupling resource allocation from the needs of
current students, and they can be difficult to undo once in place.”

Conversely, policies that support enrollment growth such as enrollment projection and student count correction

may better align funding allocations to in-the-moment student needs. However, such policies could also decrease
the predictability and transparency of the funding formula.

Questions for Advocates

e What are the K-12 enrollment trends in your state, at the state and district level? Which districts are
growing or shrinking in enrollment, and by how much?

e How does your state measure student count when determining funding allocations?

e Does your state have any additional funding formula considerations or exceptions for districts
experiencing enrollment decline or enrollment growth?

e If your state has hold harmless policies, how many districts benefit from them, and what is the overall
fiscal impact?

* In what other ways, outside of funding, does your state support districts experiencing significant
enrollment change?
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