Group paintings done by Drawing & Painting students at John Marshall High School, Milwaukee, MPS 2006-07 calendar

Challenges Today and Tomorrow

An Analysis of the Present and Future Financial Condition of MPS

ﬁﬂtax Prepared for the Metropolitan Milwaukee Association of Commerce by the Wisconsin Taxpayers Alliance






Challenges Today and Tomorrow

An Analysis of the Present and Future Financial Condition of the Milwaukee Public Schools (MPS)

March 2007

To the Metropolitan Milwaukee A ssociation of Commerce:

At the heart of every forward-looking state is a great
city. And nothing is more essential to the growth and pros-
perity of a mgjor city than its schools. So it is with Mil-
waukee and the Milwaukee Public Schools.

For that reason, the research team at the Wisconsin
Taxpayers Alliance (WISTAX) and | were honored and
excited when MM A C approached us to examine the finan-
cia condition of and prospects for the city’s schools.

It was a daunting task. Obtaining and analyzing fi-
nancial data for the state’s largest and most complex dis-
trict was problematic. To the uninitiated, the size, scope,
and diversity of MPS are hard to grasp; the district islike
no other in Wisconsin.

For that reason, we are most grateful to MPS Super-
intendent Bill Andrekopoulos and Chief Financial Officer
Michelle Nate for their support. We also appreciate the
interest of the MMAC education committee, and particu-
larly the valuableinsights of committee chair Bob O’ Toole
and MMAC president Tim Sheehy. On a personal note, |
must thank WISTA X’ s dedi cated and indef ati gable Research
Director, Dale Knapp.

Aswill be seen, MPS already has many challenges:

e Declining student numbers and a host of viable
options for K12 students and their families;

e Rising and, in some cases, difficult to control
costs. Though MPS's finances are similar to other large,
diversedistricts, its salariesrelative to staff experienceand
its benefit expenditures are relatively high. The size of
middle management within schoolsis also atypical.

« Highly aided by both the state and federal govern-
ments, the Milwaukee district is unusually vulnerable to
political decisions and policy made elsewhere. An antici-
pated declinein federal monieswill directly impact MPS's
bottom line. And, any slowdown or reduction in state aid,
has a direct property-tax impact in a high-tax city.

WISTAX projections show thefutureto be even more
difficult. All these factors combine to suggest a future
where revenue growth will be modest, at best, while costs
will grow inexorably. If no further budget adjustments are
made—and some have already been implemented—the
Milwaukee school district faces a recurring and growing
gap between slowing revenues and growing expenditures.

Needlessto say, MPS has difficult yearsinitsim-
mediate future. From our work, we know that district,
MMAC, and community leaders are passionate about im-
proving education for all Milwaukee's children. We wish
them only the very best.

)rﬁaé

Todd A. Berry
President, Wisconsin TaxpayersAI liance

Now in its eighth decade
and widely respected for its
objective, nonpartisan work, the
Wisconsin Taxpayers Alliance
(WISTAX) is Wisconsin’s only
private, independent statewide
organization dedicated to public
policy research and analysis.

E tax



EXECUTIVE SUMMARY: THE MPS STORY

Milwaukeeleadersareincreasingly concerned about the
financial future of the Milwaukee Public Schools (MPS).
Despite budget challenges and rising state and federal aid,
property taxes continue to grow. The combined effect of
lost market share, district spending choices (particularly in
the fringe benefit area), tightening state revenue controls,
and uncertain federa funding means that the expenditure de-
mands MPS faces will grow faster than available revenues.
Annua rounds of budget retrenchment areinevitable.

Study Aims

Inlight of these and other issues facing MPS, the Met-
ropolitan Milwaukee Association of Commerce (MMAC)
asked the Wisconsin TaxpayersAlliance (WISTAX), anon-
partisan research group, to study MPS's finances. Under-
lying the request was a desire to understand why, despite
steady growth in per pupil expenditures, budget discus-
sions are dominated by “deficits’ and reductions. Key
guestions asked were:

e What are the sources and uses of MPS's funds?

* What are the main factors driving district revenues
and costs? and

e  What will thedistrict’sfinanceslook likein three to

fiveyears?

Thegoal of the study wasto provide an objective, third-
party review of MPS from experienced analysts of Wis-
consin school finance. WISTAX has a long history of
providing unbiased information, and its researchers have
extensive backgrounds in Wisconsin school finance.

Key Factors Include Spending

Several factors contributed to the projections presented
here: expenditure decisions, declining district market share,
and changing—and | ess predi ctable—revenue sources. Of
these, spending is the factor over which MPS has control.

MPS Spending Above Average
Per Student Spending, Selected Districts, 2004
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Among some casua observers, there is a perception
that MPS' s spending isout of linewith other districts state-
wide. While the district’s per student spending is above
the state average, itissimilar to other large urban districts.

WISTAX compared MPS spending to seven other dis-
tricts and the state average. The seven districts were chosen
based on size (the largest digtricts in the state) and demogra:
phy. Although Beloit and Superior are not among the largest
districts, their student characteristics are smilar to MPS's.

The chart above shows MPS's 2004 per student spend-
ing was $10,717, or 7.5% more than the state average.
However, thedistrict’sexpenditureswere morein linewith
the seven “comparable’ districts. Like MPS, four of them
spent more than $10,000 per student (Beloit, Madison,
Wausau, and Green Bay). Madison and Wausau spent more
per pupil than MPS.

Compensation. Although MPS was generally above
comparable districtsin spending, more striking were spend-
ing differences by category. In many cases, MPS made
different choices about how best to use their resources.
Some of these differences were due to having a different
student population than the other districts.

MPS's 2004 per student
spending was $10,717, or 7.5%
more than the state average.

The district’s spending was
“more in line’ with other large
districts that had student
characteristics similar to
MPS's.



The district’'s compensation
costs were more than 75% of
total education spending in
2004.

Since 1995, benefit costs
have risen nearly three times as
fast as salaries, and about 50%

faster than other spending.

Compensation 75% of Education Spending
MPS Spending by Broad Category, 2004

Compensationis akey driver of district costs. Aswith
other districts, it is the largest cost for MPS. The chart
above showsthat MPS's compensation costs (salaries plus
benefits) were more than 75% of total education spending
in 2004. Salaries were about half and benefits were an-
other quarter of the total.

Since 1995, benefit costs rose nearly three times as
fast as salaries and about 50% faster than other spending.
During the 1995-through-2004 period, benefit costsclimbed
83%, salaries were up 30%, and other spending rose 56%.

Benefits Stand Out at MPS
Avg. Teacher Salaries and Benefits, MPS and State Median,
2005
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Teacher Compensation. Comparing teacher compen-
sation at MPS with other districts statewide shows MPS
to be low or high, depending on the comparison.

The chart below (below, left) shows average 2005
teacher salary and benefits for MPS, and for the median
(half lower, half higher) district statewide. According to
the Wisconsin Department of Public Instruction (DPI), av-
erage teacher compensation at M PS ($56,568) was below
the median ($63,362). Whilethe average MPS salary was
lower ($35,129 vs. $43,038), average benefit costs were
higher ($21,439 vs. $20,324) than the median.

Compensation Costs Per Year of Experience
Avg. Teacher Pay and Benefits: MPS vs. Wis. Median
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However, MPS teachers were younger and less experi-
enced than teachers statewide. Since salary schedules are
based partly on experience levels, MPS salaries should be
lower. MPS steachers averaged 10.0 years of experience
vs. 15.3 years for the median district. Adjusting reported
salaries for experience, the average M PS teacher was paid
$3,523 per year of experience, or 25.5% more than the
state median ($2,807). When the focus shifts to salary
and benefits, as the chart above shows, the gap in total
compensation was over 38% ($5,674, MPS vs. $4,092).

In short, MPS s paying relatively more for less experi-
enced teachers; and, regardless of salary level, paying out
more in benefits, as well.



could be dueto age/experience differences, similar to what
was found with teachers. It could also be that MPS's job
mix in this catch-all category is atypical.

The biggest difference between administration at MPS
and at other districts is the number of assistant principals
(AP). In 2005, MPS had 541 students per AP. The seven
comparable districts averaged 1,177. Thus, relative to its
student count, MPS had more than twice as many AP's.

A second way to look at the number of AP’ sisrelative
to the number of principals. MPS had more AP's than
principalsin 2005; the other districts had one APfor every
two principals.

Declining Market Share

Another key factor driving projections is enrollment
change and its impacts, under state law, on state aid and
allowable revenues. Since the 1998-99 (hereafter, 1999)
school year, MPS's enrollments have eroded. After peak-
ing at 101,253 (see chart), fall enrollments declined atotal
of 5.8% over the following six years, reaching 95,344 in
2005.

Administration: Districts Differ on Asst. Principals
No. of Students per Administrator and Avg. Compensation,
MPS and “Comparable” Districts, 2005

Comp.
MPS Districts

District Admistrator

Compensation $171,405 $170,105
Principals

Compensation $105,653 $107,780

Students per admin. 641 575
Asst. Principals

Compensation $91,918  $95,463

Students per admin. 541 1,177

Asst's. per Principal 118 0.49
Other Admin.

Compensation $93,093 $113,918

Students per admin. 1,119 1,154

MPS Enrollments Declining
September Head Counts, 1993-2005
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Market forces were a factor in the decline. The Mil-
waukee areais acompetitive onefor K-12 education. Par-
ents and students have a number of options in addition to
MPS, including parochia schools, charter schools, and
several “choice” programs.

Thestate's*“choice” optionsinclude: Chapter 220 trans-
fers between Milwaukee and suburban public schools; the
Milwaukee Parental Choice Program (MPCP), which pro-
vides public funds to low-income students to attend pri-
vate schools; and public school open enrollment.

While the total number of students in the Milwaukee
market hasremained nearly unchanged sincethelate 1990's,
MPS's share of that market has declined from nearly 83%
to less than 79%.

Revenues: Slow Growth, Outside Sources

While enrollments have fallen with eroding market
share, revenues haveincreased moderately. However, since
it receives the bulk of its revenue from state and federal
governments, MPS is affected by political decisions made
elsewhere.

Total per student revenues rose 78.6% from $6,891
in 1993 to $12,306 in 2004 (see chart on page four, top

Due partly to increasing
competition, the number of
students MPS serves has been
declining since 1999. MPS is
losing “ market share.”

With state revenue limits tied
to enrollment, MPS's future
revenue growth will be
moderate, at best.



With state and federal aids
comprising more than four of
every five education dollars at

MPS, the district has become
increasingly reliant on the
financial decisions of others.

During 1993-2001, average
annual revenue growth at MPS
was 4.7%. From 2001 through

2004, it was 2.8%.

Per Student Revenues Rising
Per Student Revenues, 1993-2004

All Revenues
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line). Part of the increase was due to bond revenue used
to fund the district’'s Neighborhood Schools Initiative.
“Education dollars’—revenues after subtracting funding
for community programs, food service, and capital expen-
ditures—grew at a slower rate. They rose 56.4% (bottom
line in the chart above) from $6,542 to $10,232 per stu-
dent during the period studied.

While per student revenues continueto climb, there are
two areas of concern. The first is a sSlowdown in the
growth of “education dollars.” From 1993 to 2001, these
per student revenues climbed an average of 4.7% per year.
From 2001 through 2004, they grew only 2.8% annually.

And, second, as mentioned, MPSisincreasingly reliant
on state and federal dollars. In 2004, only 16.7% of the
district’s" education” revenueswereraised locally (see chart
aboveright). Aidsfrom state (69.0%) and federal (13.5%)
governments accounted for more than four of every five
education dollars at MPS.

These percentages have changed significantly since
1993. Inthat year, state (56.0%) and federal (7.2%) fund-
ing was less than two-thirds of the total.

With growing federal dollarsbecoming moreimportant
to MPS, the district became more dependent on financial
decisions made in Washington D.C. A slowdown in fed-
eral aid increases will impact the amount of revenue the
district hasavailable.

Changes in state aid do not affect the district’s bottom
line as much. State-imposed revenue limits are more im-
portant in determining total district revenue. However, the
combined effect of the two can result in significant school
tax increases when the state faces fiscal problems.

Looking Ahead

With enrollmentsfalling, benefit pressuresgrowing, and
financesincreasingly vulnerable, what doesthe future hold
for MPS? Answering this question is difficult because it
requires forecasting future enrollments, state and federal
aid policy and politics, and spending decisions at the dis-
trict level. All of these can be unstable, even volétile.

Assumptions. To forecast future finances, assumptions
about enrollments, federal aids, and state aids were made.
For enrollments, a commonly-used forecast method—
"grade progression ratios’—was used. This technique
compares the number of students in each grade with the
number in the previous grade the prior year. Those ratios
are then used to project future enrollments.

MPS's progression ratios are generally less than one,
i.e., there are fewer students in fourth grade than were in
third grade the year before. Hypothetical reasons for such
ratios can vary, e.g., declining birth rates, student dropout,
and loss of market share. MPS's current progression ra-

Local Revenues Less Than 20% of MPS Total
Revenue Sources, 2004




tios mean student counts are estimated to fall from more
than 98,000 in 2003-04 to 92,400 in 2009-10.

After years of growth, national forecasts of federal
school aids suggest they will decline dightly over the next
several years. Our forecasts assume the same for MPS's
per student federal aids.

Given state budget difficultiesin recent years, stateaids
and revenue limits are even more difficult to estimate. We
provide severa scenarios. onein which state revenue-cap
and aid policiesremain asis; and a second more pessimis-
tic one in which alowable revenue-cap increases are ap-
proximately one-half of current law.

Revenue Forecasts. The chart below shows three rev-
enue forecasts for the district through 2010. The baseline
scenario assumes current state aid and revenue cap policy,
unchanged federal revenues, and the predicted enrollment
trends. The optimistic scenario uses the same assump-
tions, except enrollments are assumed to be unchanged
and federal aids increase dlightly. Finaly, the pessimistic

MPS Projected Revenues: Rising Slowly?
“Education Dollars” (Funds 10 and 20), 2005-2010
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scenario uses baseline assumptions, but revenue-cap policy
is more stringent ($120 per student annual increases, or
dlightly less than half the baseline scenario).

Although revenues are projected to grow each year un-
der two of the scenarios, the increases are not large. Under
the baseline scenario, revenuesincrease an average of 1.5%
per year. Under the optimistic scenario, theincreaseis2.1%.

Soending. Revenues are difficult to project, but ex-
penditures are more problematic. The district tries to ad-
just expenditures to revenues each year. In years of slow
revenue growth, this may mean reductions in some aress.

The expenditure forecasts provided here (see above)
use adifferent approach. Expenditures are not adjusted to
match revenues. Rather, past expenditure trends are used
to forecast future spending.

Using this method, the study can estimate the likely
gap between revenues and expenditures, i.e. the dollar
amounts that will likely have to be cut from current trends.

Two spending trends are used. The first (“*A” in the
chart above) uses recent per student spending and assumes
modest increases (2.9% per year). The second (“B” inthe
chart) separates compensation and non-compensation, and

The most-likely scenario for

MPS's revenues is a modest
increase of 1.5% per year
through 2010.

Under both spending
projections, expenditures are
greater than revenues for all
years through 2010.



Under baseline projections,
revenues could be $40 million
to $60 million less than
expenditures by 2010. More
pessimistic assumptions could
push the gap over $100 million.

Covering the cost of post-
retirement benefits “ could
increase the revenue-spending
gap to more than $200
million in 2010.”

assumes they grow at different rates (lower for compen-
sation, 2.5%, and higher for other spending, 3.1%).

The chart on page five summarizes the two projections
(dark lines) and also displays the three revenue forecasts
already described (gray lines). Under both spending pro-
jections, spending exceeds revenues. Line A represents per
student expenditures growing 2.9% per year. Under this
assumption, expenditures are $42.2 million above baseline
revenues in 2010. That figure is 3.6% of expenditures.

Under the aternative spending forecast (B), which as-
sumes compensation grows 2.5% and non-compensation
3.1%, the gap between expenditures and baseline revenues
would be $60.6 million, or 5.1% of expendituresin 2010.

Summary

MPS faces challenges as this research and accompa-
nying forecasts suggest. The expenditure side of the equa-
tion is problematic. Like any school district, MPS's costs
are heavily skewed toward compensation (75% of total
spending). At first glance, the district’s salaries are not
out-of-linewith other districts. A different picture emerges
when staff experience is factored in. The average MPS
teacher has 35% less total teaching experience than the
state average. When compensation per year of experience
is calculated, MPS is 39% above the average.

Another moresignificant factor isfringe benefits, which
tend to be paid regardless of experience. Although MPS's
teacher corpsisrelatively young with alower average sal-
ary than the state as a whole, average benefits are more
than $1,100 per teacher more than the state median. And,
due to rapidly-rising health care costs and state law, ben-
efits are growing much faster than salaries.

A challenge that many districts across the state face is
school-age popul ations that are not growing. Thisis gen-
eraly true in Milwaukee with an added wrinkle: MPSis
losing market share to other K-12 options. With enroll-
ment adversely affecting state-imposed revenue limits and
state aid calculations, falling student counts make M PS vul-

nerable on the revenue side of the ledger. Fewer students
means that allowable revenue growth will be limited and
state aid increases may not be as robust as in the past. In
recent years, federal aid to MPS has grown considerably.
Current federal finances make that unlikely to continue.

When the slowing and vulnerability of revenuesiscom-
bined with cost pressures, particularly salaries relative to
experience and fringe benefits, the gap between revenues
and spending is expected to grow. Baseline forecasts sug-
gest that gap could be $40 million to $60 million by 2010.
More pessimistic assumptionsit could exceed $100 million.

A final issue that MPS will need to addressin the near
future is the cost of post-retirement benefits. New ac-
counting rules will require the district to account for the
future cost of many post-retirement benefits—particularly
health care. The best estimates available put the present
cost of these benefits at $1.45 hillion, or about 40% more
than the district’s total 2005 expenditures. Should the dis-
trict issue bonds to fund these future costs, an additional
$115 million would be added to MPS's budget. The addi-
tion of this expenditure could increase the district’s rev-
enue-spending gap to more than $200 million in 2010.

The last few years have been challenging for MPS and
and confusing to the tax-weary public. WISTAX analysis
and forecasts suggest more challenges lie ahead.

Final Note

Work on this study began with WISTAX staff and
MMAC members discussing the scope of the study. We
also met with Superintendent William Andrekopoulus and
Chief Financial Officer Michelle Nate to seek advice, out-
linestudy goals, and obtain MPSdata. MMAC staff briefed
key union leaders on the project. We thank them all.

We hope this study helps MPS staff, the press, pub-

lic, and interest groupsto understand better the challenges
Wisconsin's largest and most diverse district faces. O



INTRODUCTION

Over the last several years, the Milwaukee Public
Schools (MPS) have reduced the number of teaching po-
sitions in an attempt to limit cost increases. At the same
time, school property taxes have risen. In particular, the
2004-05 school levy rose nearly 15%. Few people outside
of the education community understand this seeming con-
tradiction.

Inlight of thisand other issuesfacing MPS, the Metro-
politan Milwaukee Association of Commerce (MMAC)
asked the Wisconsin TaxpayersAlliance (WISTAX) to study
MPS's finances. Key questions were;

* What are the sources and uses of MPS's funds?
* What are the main factorsdriving district costs? and

e  What will the district’s finances ook like in three to
five years?

Background

Work on this study began with a series of meetings.
First, WISTAX met with MMAC members to discuss the
scope of the study. It was agreed that the work should
proceed in three phases, as discussed below. WISTAX
also met with Superintendent William Andrekopoul os and
Chief Financial and Operations Officer Michelle Nate to
seek advice, outline the structure and goals of the study,
and obtain MPS data. MMAC staff contacted key union
leaders to brief them on the project.

Phases
The study was organized into three phases.

Phase 1. Theinitial section of this study was the prod-
uct of the first phase, which examined broad trends af-
fecting MPS. In particular, it explored changes in
enrollments, property values, revenues and spending from
1993 through 2004. This phase of the study was com-
pleted in early 2005, so 2004 datawere the latest available.

There were several goalsto this phase. Firgt, it served
to provide a common base of information. Becauseitisa
broad overview, we believe that interested parties should
be able to agree on the basic trends facing the district.

Second, this phase also served to raise questions. Al-
though part one answers some general questions, the in-
tent was to generate questions that could only be answered
by narrowing the focus to specific areas.

Third, these questions hel ped usfocus the second phase
of thestudy. Althoughthe WISTAX proposal outlined spe-
cific areas of study for part 2, we looked to the questions
raised in part 1 to determine where time and resources
would be best expended.

Phase Il. The second phase of the study drilled down
to specifics. Interms of enrollments, the impact of Chap-
ter 220 and Milwaukee school choice on district finances
were explored. More detail on MPS's revenue limit are
provided.

Of particular interest was MPS's spending, which was
disaggregated in several ways. Expendituresin several cat-
egorieswere analyzed to determinethe areasthat aredriving
MPS's costs. To put MPS's costs in context, comparisons
were made with other “similar” districts in the state.

Phase I1l. The third phase was primarily forecasting.
The main focus was using the information gathered in the
first two phases to make predictions about MPS's finances
over the next three to five years.

Expectations

The overall goal of this study was to provide an objec-
tive, third-party review of MPS from respected analysts
of school finance. WISTAX has along history of provid-
ing unbiased information and its researchers have exten-
sive backgrounds in Wisconsin school finance.

The study should serve to educate MPS staff, the gen-
eral public, press, and interest groups about the district,
and should also serve as a resource for problem-solving.

The study was done in three
phases:

* abroad overview of
district trends;

* a comparison of MPS's
spending in specific categories
with other districts;

¢ forecasts of district
revenues and expenditures
through 2010.






PART 1: A VIEW FROM 10,000 FEET

SCHOOL FINANCE OVERVIEW

To understand a school district’s finances, one must
have ageneral understanding of where school districts get
their money and the interplay between state school aids,
local property taxes and school district revenue limits.

Revenue Sources

School district revenues come from four main sources:
the federal government; state government; local sources;
and other sources.

Most federal dollars are funds associated with the No
Child Left Behind Act (NCLB) or the Individualswith Dis-
abilitiesEducation Act (IDEA). Both funding sources have
increased significantly over the last several years.

State dollars are mostly equalization (or general) aids,
which are distributed to districts based on their spending
levels and per student property values. The state also pro-
vides categorical aids, which must be used for specific
purposes. Specia education and student transportation
aids are two such categoricals.

Local revenues are primarily property taxes. They also
include student fees and revenues from ticket sales for
extracurricular activities. In MPS, local revenues also in-
clude paymentsin lieu of taxesfrom the city for city prop-
erty not on the property tax rolls.

The “other” category is typically fairly small, and can
include revenues from other school districts (for open en-
rollment or special education programs, e.g.), CESA’s, or
other organizations.

Accounting

The Wisconsin Department of Public Instruction (DPI)
requires school districts to account for their revenues and
spending in several different funds. MPS primarily uses
six funds. Funds 10, 20, 30 and 40 are used to account
for transactions generally associated with educating

students. The first two report transactions for instruction,
support services, administration, maintenance of buildings
and student transportation. Fund 10 is for the general
student population and fund 20 is for specia projects,
particularly special education. Funds 30 and 40 are used
to account for transactions involving debt service and
capital projects, respectively.

Food service transactions are recorded in Fund 50.
Revenuesinthisfund are generally from food service sales
and federal aids. Fund 80 is the community service fund
and reports transactions related to programs provided for
the general public, e.g., community recreation programs.
The majority of revenues for this fund come from the
property tax levy and activity fees.

At MPS, more than 95% of revenues and expenditures
are accounted for in funds 10 through 40. These funds
will be the primary focus of this study.

State Aids

Wisconsin school districts receive two types of state
aid payments: general school aids (primarily equalization
aids) and categorical aids. Equalization aids are paid to
school districts based on spending and per student property
values. In general, the lower a district’s per student
property values, the higher its equalization aids.

Equalization By Spending. The chart on page 10
shows how per student equalization aids change as per
student spending and property values change. Each line
represents a specific level of per student property values.
As you move from left to right on a particular line, per
student costs are increasing.

For districts with below-average property values (top
line), state aids rise as spending goes up, although the
increases slow when spending climbs above $7,531 (for
2003-04). For districts with average values (heavy line),
aidsrise until spending reaches $7,531 and then stabilize.
Districts with above average property values (bottom two

School District Accounting
Fund 10. Commonly referred
to as the general fund, Fund 10 is
used to account for most of the
district’s current operations.

Fund 20. The sum of Funds
23 and 27 are referred to as Fund
20inthisreport. Fund 23 (TEACH
fund) is used to account for
programs funded from the
TEACH Wisconsin Board. Fund
27 is used to account for revenues
and spending associated with
special education services.

Fund 30. This is the sum of
Funds 38 and 39, which are used
to account for debt service.

Fund 40. This is the sum of
several capital projects funds.

Fund 50. The food service
fund is generally funded with
federal dollars and local charges.
Any deficit here must be covered
with money from Fund 10.

Fund 80. The community
service fund is used to account
for activities such as adult
education, community recreation
programs, and other community
programs. The school district can
levy a property tax to help fund
these programs. The tax is
outside the district’s revenue
limit.




Since 1993-94, the state has

imposed revenue limits on
school districts. Federal

dollars, student fees and taxes

10

for community programs are

outside these caps.

lines) experience declining aids as spending climbs above
$7,531.

Equalization By Property Wealth. A second way to
look at the aid system isto examine aids for districts with
similar spending but different property wealth. For
example, adistrict spending $8,000 per student (see vertical
line in graph) would receive different amounts of aid
depending on its property values. The lower its values,
the higher itsaids. Thisistruefor any level of per student
spending; i.e., for any vertical line we draw.

Other State Aids. Districts with declining enrollments
are also eligible for special adjustment aids, which help
limit declinesin state equalization aids as enrolImentsfall.

Categorical aids are paid to districts based on specific
criteria. The state has more than 20 categorical aid
programs, though total funding is less than 15% of total
general aids. Thelargest categorical aid programisspecial
education, which topped $315 millionin 2003-04. Among
the other categorical aids are transportation funding,
Student Achievement Guaranteein Education (SAGE) and
school library aids.

Revenue Limits

Beginning with the 1993-94 school year, Wisconsin
has placed limits on the amount of revenue school districts
can raise from the sum of local property taxes and state
general aids. Each year, a district’s limit depends on its
prior-year limit, its current three-year enrollment average,
and a state-imposed allowable per-student increase. For
2004-05, the per student increase was $241, or
approximately 3% for an average district. School districts
can exceed their revenue limits with voter approval in a
referendum.

The revenue limit amount is not the district’s total
revenues. Money from the federal government, state
categorical aids, student fees and community service
property tax levies are not subject to the limits. Thus, a

district’stotal operating revenues are higher than the state-
imposed limits.

Enrollment is an important factor in a district’s total
revenuelimit. Although all districtsreceived the same per
student increase ($241 in 2004-05), adistrict’s enrolIment
will determine the change in its total revenues. For an
average district with no change in enroliment, the $241
per student increase translates to about a 3% increase in
per student revenues.

However, districts with rising enrollments and average
spending will experience a more than 3% increasein total
allowable revenues due to the rise in student numbers.
Declining enrollment districtswill seetotal revenues subject
to the caps rise less than 3%, and possibly decline,
depending on the severity of the student decline.

School Aidsand Revenue Limits. Becausethe revenues
associated with the limits are state aids and property taxes,
increases in school property taxes are largely determined
by the state. Once a district knows the amount of its
general school aids and its revenue limit, it can determine
the maximum property tax it can levy.

State Aids Change With Spending, Wealth
Per Student Equalization Aids at Various Property
Wealth Levels
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The chart at right shows the relationship between aid
changes and property tax changes for three hypothetical
districts. The only differences between the districts are
general aids as apercent of their revenue limit. The 75%-
aided district would be relative property poor; the state
provides significant aids to equalize property tax rates.
The 30%-aided district would be fairly wealthy, and thus
is supported primarily through local property taxes. The
60% district is somewhat average.

Asthe chart shows, each of these districts would have
a levy increase of 3% if their aids also rose by 3%.
However, when state aid growth islimited (less than a 3%
aid change), the highly aided (property poor) district can
experience much higher property tax increases. For
example, if the property-rich district experiences a 1%
drop in state aids, its levy rises 5%. If the property-poor
district experienced the same 1% drop in aids, its levy
would have to rise 15% to fully fund the revenue limit.

At MPS, state general aids account for approximately
75% of itsrevenuelimit. Thus, relatively small fluctuations
in aid can have disproportionate impacts on property tax
levies. Inyearswhen stateaid increasesarelimited, MPS's

MPS Enrollments Fall
Fall Enrollments for MPS, “Choice” Schools and
Other Private Schools in Milwaukee
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property taxes will tend to rise more than other districts.
Thisispart of thereason for thelarge property tax increase
in 2004-05. Conversely, large increases in state aids
translate to small property tax increases, or possibly
declines, for MPS.

ENROLLMENT TRENDS

MPS, like many school districts statewide, is dealing
with annual declines in the number of students it serves,
athough the causes seem to be more market-driven, rather
than demographic. Fall enrollmentshavegenerally declined
since 1998, when they topped 101,000. In 2003-04, Sep-
tember enrollments at MPS were just over 97,000.

Declining enrollment districtsface uniquefinancial chal-
lenges. As enrollments fall, costs do not necessarily de-
clineproportionally. School districts have significant fixed
costs for items such as buildings, and to a lesser degree
administration. Further, proportiona reductions in staff-
ing is difficult because changes in student populations are
stretched throughout many grades.

MPS is in a unique market. The Milwaukee area is
probably the most competitive market in the state for K-12
education due to several educational options. First, the
Chapter 220 program allows certain Milwaukee students
to transfer to one of many suburban public schools. Like-
wise, suburban students can transfer to MPS, although
nearly eight students transfer out of MPS for every stu-
dent that transfers in.

Second, the Milwaukee Parental Choice Program
(MPCP) provides public funding for low-income students
to attend private schools. Public school open enrollment
provides a third option for MPS students to attend an al-
ternative district. Finally, Milwaukee has many private
schools that compete with MPS.

The chart at left shows annual enrollments for MPS,
private schoolsin Milwaukee and M PCP school sfrom 1993
through 2004. MPSisinamarket with relatively stagnant

School Property Taxes Depend
on State Aids
% Changes in Property Taxes, Aids
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MPS's per student property
values have fallen from 30%

below the state average in 1993

12

to 50% below in 2004. As a
result, the district has become
more reliant on state aid for
funding.

enrollments. Thetotal number of students attending school
in Milwaukee has fluctuated between about 120,000 to
123,000 since 1996.

PROPERTY VALUES
Per student property values are important for deter-
mining the amount of equalization aid a district receives.

Property Wealth Low, Rising
Equalized Values Per Student, ($ Thousands)
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The chart on page 10 shows how property values and
spending interact to determine state aids.

MPS's per student values have been below the state
average for at least the last 11 years (see chart above) and
are falling further behind. In 1993, MPS's equalized val-
ues were approximately 30% bel ow the statewide average.
By 2004, they had fallen to amost 50% below.

Because property values are below average, MPS re-
ceives a significant amount of state aid. As the district
falls further behind in property values, it becomes more
dependent on state aids for its revenues.

REVENUES

By Source

Total revenues collected by MPSin 2003-04 were $1.23
billion. A small portion ($21.9 million) was used for com-
munity service activities (Fund 80). Another $29.6 million
funded food services (Fund 50). The remaining 96% was

used for general education purposes, including capital
projects and debt service.

MPS is funded primarily with federal and state rev-
enues. As the chart below shows, in 2003-04, these two
sources accounted for nearly three of every four “educa
tion” dollars the district took in. State funding comprised
60.0% of MPS revenues, while federal dollars were an-
other 11.7%. Loca revenues, including the property tax,
accounted for approximately one of every six dollars col-
lected.

Sate Funding. Most of MPS's 2003-04 state revenues
were general aids. These aids accounted for 81.6% of all
state dollars and 48.9% of all education dollars. Nearly all
of the remaining state funding was categorical aids, which
are designated for certain programs. MPS's largest cat-
egorical aid was for specia education.

Local Funding. Most MPS local funding is from the
property tax. Of the $196.7 million in 2003-04 local rev-
enues, $175.3 million wasfrom property taxes; another $11.7
million was city of Milwaukee paymentsin lieu of taxes.

Other Funding. MPS received other revenues from
school districts participating in the open enrollment pro-
gram and other miscellaneousrevenues. However, thelarg-
est “other” revenue source was long term bond revenues
to fund the neighborhood schoolsinitiative.

Milwaukee Public Schools Revenue Mix
General Education Funds, 2003-04
$1.179 billion




Revenues Rise, Growth Slows
Per Student Revenues Funds 10 and 20 and
% Change, 1993 - 2004
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MPS scapital budget (Fund 40) hasvaried widely since
1993. In this section we eliminate that source of variation
and look only at trends in non-capital education funds—
Funds 10 and 20.

Per student revenues climbed from $6,542 in 1993 to
$10,232 in 2004 (see bars in chart above). On average,
they rose 4.1% per year during this period (the horizontal
line in the chart).

Annual percentageincreasesfluctuated significantly dur-
ing these years. In 2001, per student revenues jumped
more than 8%, while the 2004 increase was |less than 2%.
Large increases in federal aids in 1998, 2001 and 2003
helped to significantly raise per student revenues in those
years.

In two of the last three years studied, per student rev-
enue increases were below average. In 2002, revenues
climbed 2.0%; in 2004, they were up 1.7%.

Trends

Aspreviously mentioned, MPS'srevenuesincreasingly
come from non-local sources. The pie chart on page 12
shows 2003-04 figuresfor all educational funds. The chart
at right shows trends in funding for the non-capital funds.

Severa important trendsaredisplayedinthe chart. First,
the impact of the increased state aid due to the state’s shift
to 2/3 funding in 1997 is apparent. State funding of MPS
rose from less than 60% prior to the shift to 70.1% in
1998. Local funded dropped from approximately one-third
of al revenues to less than 20%.

Per student state funding of

Since 1998, the state share of MPS's revenues has re-
mained fairly steady. However, becausetotal revenueshave
risen, state dollars have also gone up. Per student state
funding climbed 26.3% from $5,598 in 1998 to $7,069 in
2004.

The federa share of funding rose significantly since
1998. Asfunding for special education rose, federal dol-
lars climbed from 9.2% of the total in 1998 to 13.5% in
2004. On aper student basis, federal dollarsnearly doubled,
rising from $735 to $1,381 over the six years.

Local dollarsincreased dightly since 1998. Inthat year,
they totalled $1,530 per student. 1n 2004, they weredlightly
higher ($1,704). However, because local funding did not
rise as fast as federal and state dollars, it declined as a
share of the total. By 2004, loca dollars accounted for
only 16.7% of revenues.

MPS climbed 26.3% from
$5,598 in 1998 to $7,069 in
2004. Federal dollars nearly

MPS Revenues Increasingly From State, Feds
Revenues* as Percent of Total, Funds 10 and 20, 1993 - 2004
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*Other revenue sources not shown include funds from other school districts, CESA'’s, etc.

doubled from $735 to $1,381.
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In MPS, compensation
(salaries plus benefits) were
75% of educational
expenditures in 2003-04.

Consequences. MPS's high levels of state and federal
funding has consequences. First, it alows the district to
operate without an overly-burdensome property tax. The
goa of Wisconsin's equalization aid program is exactly
that—to allow property-poor districts to operate with tax
rates similar to wealthier districts. Recent increases in
federal monies, particularly special education aids, have
allowed MPSto meet their growing special education costs
using fewer general fund revenues.

There is, however, a down side for the district. In-
creasingly, MPS'sfinancial situation is placed in the hands
of state and federd officials, rather than local officias. If
the federal government should cut back on federal educa-
tion aids, MPS will be affected more than most districts
because it relies to a greater extent on these dollars.

Finally, the graphic on page 11 shows the impact on
property taxes of a slowdown or reduction in state aids.
For a district like MPS that relies significantly on state
support, large fluctuationsin state dollars can lead to larger
fluctuations in property taxes.

SPENDING

Spending trends are examined in two ways. First, a
breakdown into compensati on—sal aries and benefits—and
other spending are analyzed. Then, spending trends by
broad category are explored.

Compensation

In 2004, approximately half of MPS's education ex-
penditures (excluding capital expenditures and debt) were
for salaries (see chart at right). Benefits were another
26% of spending, bringing total compensation to approxi-
mately 75% of expenditures. Thedistrict also paid approxi-
mately $33 millionto other entitiesfor purchased instruction.
One example would be payments for open enrollment stu-
dents. While these expenditures do not show up as person-
nel costs (compensation), most of the money is funding
personnel at other school districts or at private entities.

A second important observation can be made from the
chart. In these two funds (Funds 10 and 20), benefits
averaged more than 34% of total compensation. Based on
previous WISTAX research, this percentage is approxi-
mately five percentage points above the statewide average.

Longer term, there are two important trends affecting
MPS. First, contrary to statewide norms, compensation
isdeclining as a share of education spending. Thereasonis
due to the second trend: Benefits are increasing as a per-
centage of total compensation.

Statewide, compensation costsare generaly rising faster
than revenues. The main reason isthat revenue limits gen-
erally keep total revenue growth to around 3%. The Quali-
fied Economic Offer (QEO) law alows compensation to
rise approximately 4% per year. Due to sdlary schedules,
individual compensation changes can vary widely from this
number. In districtsthat do not impose the QEO, compensa:
tion can rise faster. Due to the differing growth rates, com-
pensation tends to take an ever-growing portion of revenues.

In MPS, the opposite is happening. In 1992-93, com-
pensation was 83.0% of education expenditures. By 2004,
that figure had fallen to 75.2%.

Because of the QEO, benefits are an increasing share
of total compensation. Under the QEO, total compensa
tion is alowed to rise approximately 4% per year. How-

Compensation is 75% of Spending
Education Spending by Compensation/Non-Compensation,
2003-04

Salaries
49%

Benefits
26%




Instruction Spending Over Half of Total
Spending by Category, 2003-04
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ever, if the QEO isimposed, the district cannot change the
employee benefit plan. Thus, when benefit costs rise rap-
idly, as they have over the last severa years, salary in-
creases grow slower. The result: benefit costs become a
larger share of total compensation.

In MPS, benefit costs were approximately 26% of to-
tal compensation in 1995. That percentage increased
steadily, reaching 34.2% in 2004.

By Category

Just over half (55%) of MPS's 2003-04 “ educational”
spending was on instruction (see pie chart above). The
next largest category was business administration (15% of
thetotal). Included in the business administration category
is student transportation. District and school administra-
tion was next, accounting for 9% of spending. Pupil and
staff services each were about 7% of the total.

Recent trends show per student instructional spending
lagging increases in other areas. Spending on instruction
rose 4.4% per year from 2000 through 2004. Of the ma-
jor spending categories, only business administration rose
dower. Staff services rose fastest, climbing 5.8% annu-
aly. Administration, pupil servicesand central servicesall
rose more than 5% per year.

FUND BALANCE

A final mgjor trend affecting MPS's finances is its de-
clining fund balance. School districts keep afund balance
(or savings account) for several reasons. Receipt of rev-
enues do not always match expenditure timing and thefund
balance can be used to balance out these discrepancies.
Further, in some years a district’s expenditures may ex-
ceed revenues. Districts will draw down their fund bal-
ance during these years to cover the spending gap.

The chart below shows MPS's fund balance (bars)
from 1993 through 2004. The balance fluctuated between
$100 million and $120 million from 1993 through 2002.
However, it has dropped every year since 2001 and was
less than $80 million in 2004.

One way to compare the size of afund balanceisrela
tiveto spending. Statewide, fund balances averaged about
14% of spending in 2004. As a share of its spending,
MPS's fund balance fell steadily from 1994 to 2004 (see
linein graph). In 2004, MPS's balance was less than 8%
of its expenditures. O

Fund Balance Declining
Fund Balance Total (bars, $ Millions) and Percent of
Spending (line)
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MPS's fund balance
dropped from more than 15%
of spending in 1993 to 7.4% in
2004.
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PART 1I: FOCUSING IN

Part 11 of thisstudy examines enrollment and spending
in more detail. The first section looks at the impacts of
declining enrollment, MPCP, and the Student Achievement
Guarantee in Education (SAGE) program on district
finances.

The second part focuses on spending. In addition to
examining specific spending categories, we also compare
MPS spending with several benchmarks. Aswe began to
examine areas of spending, it became clear that we could
detail MPS's per student expenditures, but could not
answer the following question: How would we know if
MPS's spending was “too high” or “too low?’ To attempt
an answer to that question, the spending analysis here
compares MPS's expendituresin various areas against the
state average as well as severa “comparable” districts.
Those comparables are detailed beginning on page 20.

IMPACTS ON FINANCES

The number of studentsenrolled in MPS affects district
finances. The most direct impact isthrough state-imposed
revenue caps. State law limits the amount of revenue a
district can raise through the sum of property taxes and
state general aids. Since the limits are based on a three-
year average of district enrollment and the previousyear’s
limit, districts with declining enrollment will generally
experience stagnation or outright declinein theserevenues.

In addition to state revenue caps, other programs that
impact MPSfinancesinclude MPCP and SAGE, aprogram
that provides additional state funding to districtsthat reduce
class sizes in lower grades.

Declining Enroliment

As outlined in Part I, due to lost market share, MPS
has experienced falling student counts since 1998. In that
year, district enrollments topped 101,000. As of 2003-04,
September enrollments were 97,359.

Revenue Limits. Declining enrollments primarily impact
a school district’s finances through their effect on the
revenuelimit. Therevenuelimitiscalculated using athree-
year rolling average of September enrollments. Each year,
districtsare allowed to increase their per student limit by a
legislated amount. Thisincrease has gradually risen from
$190.00 in 1993-94 to $241.01 in 2004-05.

The table below shows how changing enrollments
affected MPS's revenues. First, the year-by-year figures
show MPS's enrollments (three-year averages) for
calculating revenue limits rose each year from 1994-95
through 1998-99. During each of those years, MPS's
total revenue limit increase (column 7) was higher than
the legislated per student increase (column 5).

From 1999-2000 through 2002-03, revenue limit
enrollmentsfell. During each of these years, MPS s total
revenue limit rose slower than the legislated increase.
Finally, in 2003-04, enrollments were nearly unchanged

MPS’s Changing Revenues

Declining enrollments
primarily impact a school
district’s finances through their

effect on the revenue limit.

Revenue Limits and Total Revenues, 1994 - 2004

Revenue Limit

% Per % % %
Year Members Chg. Member Chg. Total Chg. Total Revenues Chg.
1993-94 95,284 $5,804 $553,028,336 $678,301,573
1994-95 96,525 1.3% $5,952 25% $574,501,356 3.9%  $703,968,074 3.9%
1995-96 97,880 1.4% $6,142 3.2% $601,208,324 4.6%  $748,004,951 4.6%
1996-97 98,321 0.5% $6,425 4.6% $631,691,778 51%  $782,322,846 5.1%
1997-98 100,052 1.8% $6,608 2.8% $661,117,602 4.7%  $829,401,654 4.7%
1998-99 102,461 2.4% $6,852 3.7% $702,037,157 6.2%  $889,475559 6.2%
1999-2000 101,260 -1.2% $7,155 4.4% $724,486,947 32%  $913,171,772 3.2%
2000-01 100,239 -1.0% $7,433 3.9% $745,125,604 2.8%  $983,658,423 2.8%
2001-02 99,372 -0.9% $7,595 2.2% $754,753,196 1.3% $1,050,891,096 1.3%
2002-03 98,577 -0.8% $7,830 3.1% $771,843,123 2.3% $1,043,650,716 2.3%
2003-04 98,663 0.1% $8,043 2.7% $793,517,773 2.8% $1,178,801,920 2.8%
1994-98 1.2% 3.3% 4.6% 5.2%
1998-2001 0.1% 4.0% 4.1% 5.9%
2001-04 -0.5% 2.7% 2.1% 6.2%
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Large increases in federal
revenues since 1998 have
helped increase MPS's total
budget above what revenue
limits allowed.

and total revenues rose about the same as the per student
increase.

The bottom three rows of the table summarize the
findings. The 1994-98 period was a time of increasing
enrollments and the district’s total revenue limit climbed
4.6% per year. The middle years saw enrollments rise
and then fall, and growth in revenue limit dollars slowed
somewhat. Finally, revenue growth during the 2001-04
period—a time of declining enrollment—was about half
the growth in the preceding three years. Should MPS
continue to experience declining student numbers, itstotal
revenue limit will stagnate or decline.

Other Revenues. While declining enrollments have
affected a portion of MPS's revenues over the last several
years, much of that impact has been muted by increased
revenues from other sources. For example, from 1998-
99 through 2003-04, federal aids to MPS rose 12.2% per
year. These are primarily aids for special education. The
chart above right shows annual increases in total Funds
10 and 20 revenues (dark bars) and federal aids (light
bars). 1n 1997-98, 1998-99, 2000-01 and 2002-03, large
increases in federal dollars help pull up increases in total
MPS revenues.

In addition, borrowing and other revenues to fund
capital expenditures outside the revenue limits were up
sharply in 2001-02 and 2003-04. Asaresult, while MPS's
revenue limit rose only 2.5% per year from 1998-99
through 2003-04, its total revenues (Funds 10 through
40) climbed 5.8% annually during those years.

Because of the surge in revenues outside the revenue
limits, MPS'srevenuelimit has had slightly lessimpact on
district finances in recent years. In 1993-94, revenues
covered by the limits were 81.5% of all Funds 10 through
40 revenues (see chart on page 19). By 2001-02, that
percentage was down to 71.8% and in 2003-04 it was
67.3%.

Federal Dollars Aid District
Revenue Limit as % of Total Revenues, 1994 - 2004

Federal
Revenues

Total —
Revenues
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Part of the decline in recent years resulted from
increased borrowing. In 2001-02 and 2003-04, MPS
issued $70 million and $86 millionin bonds. Theseamounts
were significantly higher than the average $17.5 million
issued from 1998-99 through 2000-01. Some of the bonds
wereissued as part of the Neighborhood Schools|nitiative.

However, even after removing capital expendituresand
borrowing costs and examining only revenues for current
educational spending (Funds 10 and 20), total revenues
climbed faster than therevenuelimit totals. Whilerevenue
limit totals climbed 2.5% per year from 1998-99 through
2003-04, total Fund 10 and 20 revenues were up 3.4%
annually. The difference was primarily due to rapidly-
rising federal dollars.

Milwaukee Parental Choice Program

MPCP providesvouchersfor some Milwaukee students
from low-income families to attend private schools in the
city. Participating students are not counted as MPS
students for state aid purposes. As aresult, the district’s
per student property values are higher than they would be
without the program. Higher per student values mean less
equalization aid for the district. In addition, MPS pays
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45% of the programs costs through areduction in its state
aids, though it can recoup those costs through higher
property taxes.

MPCP affects MPS’s finances through several
channels. First, part of the change in revenue limit
membership discussed previously was due to changes in
MPCP in 1999. In that year, the state dtered how MPCP
studentswere counted for revenuelimit purposes. Inaddition,
there were changes in the way the program was funded.

Revenue Limit Effects. Prior to the 1999-2000 school
year, a portion of MPCP students were counted in MPS's
revenue limit calculation. Effectively, the difference
between the number of current-year MPCP students and
the number four years earlier was added to MPS's fall
membership for revenue limit purposes. Since MPCP
enrollmentswererising during this period, MPS'srevenue
limit enrollments were higher than if the MPCP students
werenot counted. Theadditional studentsincreased MPS's
total revenuelimit.

Beginning in 2000, MPCP students were not counted
for revenuelimit purposes. Much of thedeclinein revenue
l[imit membership in that year (see table on page 17) was
due to the legal change.

Further, many of the MPCP enrollments were students
that would have attended MPS. Thus, increasing MPCP
student counts played arolein MPS's continuing enrol Iment
decline. This, in turn, affected MPS's revenue cap total
from 2000 through 2004.

Sate Aidsand Property Taxes. By law, MPSisrequired
to pay 45% of the cost of MPCP. Thisis done through a
reduction in its state equalization aids. However, because
the district’s total revenue limit isthe sum of its state aids
and property taxes, it can recoup the lost aids through the
property tax levy. Thus, the cost of MPCP does not
necessarily affect district finances, though it impacts the
property tax burden.

Reduced Class Sizes (SAGE)

The SAGE program was created by the state in 1996-
97 to reduce class sizes in early grades, particularly for
children from lower-income families. Inthefirst year, 30
schools in 21 districts statewide participated. Of those,
seven were from MPS.

The program was significantly expanded in 2000-01.
In that year, a total of 576 schools participated in the
program, compared to 78 the year before. A total of 88
MPS schools were in the SAGE program in that year. In
recent years, the number of participating schools statewide
has declined. In 2004-05, 524 schools statewide were in
the program; 87 from MPS.

Finances. As of 2003-04, districts in SAGE receive
$2,000 per participant. Each district must sign afive-year
contract that requires it to:

m  reduce class sizesto 15:1 in grades K-3;

m implement a rigorous, high-expectations

curriculum;

m  keeptheschool building open beyond regular school
hours for community or student use; and

m giveattention to professional development and staff
evaluation practices.

The cost of MPCP does not

necessarily affect district

finances, though it impacts the

property tax burden.
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In 2003-04, MPS received
less SAGE aid than was
required to fully fund the
program. The additional
funding came from general
fund revenues.

Thereis concern among MPS officials that the $2,000
per student received from the state does not cover the
costs of the program. If it costs MPS more than $2,000
per student, then the district must evaluate whether those
extra expenditures are best served in the SAGE program
or somewhere else.

The SAGE program is a school, rather than a district,
program. Under theorigina legidation, aschool waseligible
to participate if at least 50% of its students were from
low-income families. In 2000-01, the law was changed
so that all schoolswere eligible. However, adistrict only
receives SAGE aid for low-income studentsin participating
schools. This makes a difference for whether or not the
$2,000 per student covers a district’s additiona costs.

Consider an example: two schools, each with 75
studentsin each grade kindergarten through third. If these
schools staffed their classes at 25 students per teacher,
each would need 12 teachers. At 15 students per teacher,
they would need 20 teachers. If the salary plus benefits
cost of ateacher is $55,000, the additional eight teachers
needed to bring the schools in compliance with SAGE
would cost $440,000.

Now suppose that one school has 225 low-income
students and the other has 150. The first school would
receive $450,000 in SAGE aid, which ismorethan enough
to cover the cost of the additional teachers. The second
school would receive only $300,000, or about two-thirds
of the additional costs.

To analyze the impact of SAGE on district finances,
we examine the impact by school. We assume the cost of
an additional teacher is $57,600 (salary plus benefits) and
the student-teacher ratio would be 25-to-1 if the school
did not participate in SAGE.

Under these assumptions, only 45 of the 87
participating schoolsreceived sufficient SAGE aid to cover
their additional compensation costsin 2004-05; 42 received
aid less than their costs. This does not account for the

additional costsincurred for the other requirements of the
law. Districtwide, additional compensation costsfor SAGE
are approximately $1 million morethan the district receives
in aid. MPS's internal analysis puts the SAGE gap for
2004-05 at more $13 million.

DISTRICT SPENDING

To understand MPS's cost drivers, we examine district
spending by category, starting with the largest spending
category, instruction. However, to evaluate whether
district spending may be “too high” or “too low,” some
type of baselineis needed.

To put the district’s spending in perspective, we
compare MPS's expenditures with statewide averages
(excluding Milwaukee) and with several comparable
districts. The comparablesaregenerally thelargest districts
in the state (Green Bay, Kenosha, Madison and Racine)
and several smaller districts with “similar” demography
(Beloit, Superior and Wausau).

Instruction

MPS'sinstructional spending issignificantly abovethe
state average, but below two of the six comparable dis-
tricts (see table below). In 2003-04, MPS spent $6,416

MPS Instructional Spending High
Per Student Instructional Spending For Selected
Districts, 2003-04

Total Inst. Spec. Ed. Fund 10

MPS $6,416 $6,512  $5,355
Beloit 6,351 7,471 4,917
Green Bay 6,054 8,090 4,414
Kenosha 5,941 8,263 4,707
Madison 7,035 10,383 5,131
Racine 6,130 9,115 4,479
Superior 5,613 9,654 4,390
Wausau 6,491 8,360 5,276

All Dist. ex. Mke $5,835 $7,673 $4,715



per student on instruction. That was 10.0% more than the
average of other districts statewide.

Relative to comparables, only Madison ($7,035) and
Wausau ($6,491) were higher. MPS sinstructional spending
was 6.0% higher than Green Bay’s ($6,054), 8.0% above
Kenosha's ($5,941), 4.7% higher than Racine's ($6,130)
and 14.3% above Superior’s ($5,613).

To better understand why MPS is high, we break out
instruction into several components. First, it can be sepa-
rated into two broad areas. Most spending comes from
the general fund (Fund 10) for “regular instruction.” Dis-
tricts also spend significant amounts on special education
(Fund 27). Those two areas are examined next.

Foecial Education. MPS has a higher percentage of
students classified as disabled than other districts (16.5%
vs. 14.3%). Since the cost of educating disabled students
is generaly higher than for educating others, one might
expect this to be one area driving MPS's higher instruc-
tional costs. However, the data show MPS'sinstructional
spending on disabled students is significantly below aver-
age.

In 2003-04, MPS identified 16,017 children as having
some form of disability. The district allocated $104.3 mil-
lion to its special education fund, or $6,512 per student.
The statewide average (excluding Milwaukee) was $7,673.
Thus, MPS's per student special education instruction ex-
penditures were 15.1% less than other districts.

Among the “comparable” districts, all had per student
instructional spending for special education above MPS's.
Beloit ($7,471) was nearest to MPS and the only district
among the comparables that was below the state average.
Madison ($10,383) was highest, more than 35% higher
than the statewide norm.

There can be several reasons for these differentials.
First, not al students identified as needing special educa-
tion services receive them from the district. Thus, if a
smaller share of MPS special needs students actually re-

ceive services, their costs per student served would be
higher than estimated here.

Further, some students with special needs receive lim-
ited special education services. In these cases, the district
would account for a large portion of their instructional
costsin the general fund. Thus, if MPS has more of these
students, their cost per specia education student would be
lower.

Finally, MPS administration notes that many special
education services provided by the district are provided by
staff that are not certified in specific areas. Only saary
and benefit costs for certified personnel are eligible for
reimbursement through special education categorical aids.
Thus, these costs, even though they may be “specia edu-
cation” costs, are accounted for in Fund 10 rather than
Fund 27. Thus, MPS's reported special education costs
are below its incurred costs.

General Fund. Asthe table on page 20 shows, MPS's
per student general fund instructional spending was 13.5%
above the statewide average and higher than all compa
rable districts. MPS's spending was approximately 20%
higher than in Green Bay, Racine and Superior.

MPS Per Student Compensation Above
Average
Per Student Instructional Salary and Benefit Costs
For Selected Districts, Fund 10, 2003-04

Total Comp. Salaries Benefits

MPS $4,392 $2,908 $1,484
Beloit 4,544 3,173 1,371
Green Bay 4,063 2,881 1,182
Kenosha 4,417 2,887 1,530
Madison 4,830 3,465 1,366
Racine 4,156 2,755 1,401
Superior 4,164 2,952 1,212
Wausau 4,666 3,370 1,296

All Dist. ex. Mke $4,306 $3,020 $1,286

MPS's reported per student
special education instructional

expenditures were 15% below
the state average.
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Per student benefit costs at
MPS were nearly $200 above
other districts statewide.

A detailed breakdown of Fund 10 spending highlights
the areas in which MPS spending differs from the state
average and from other comparable districts.

Compensation comprises the majority of instructional
spending. Inthedistricts studied, it ranged from 82.0%in
MPS to 94.9% in Superior.

Only asmall portion (13.4%) of MPS's higher instruc-
tional spending is due to above average total compensa-
tion. Thedistrict spent $4,392 per student on instructional
salaries and benefits in 2003-04, 2.0% above the state av-
erage and higher than three of the seven comparable dis-
tricts (see table on page 21). Madison’s instructional
compensation was highest among the districts studied.

The table shows MPS was below the state average in
per student salary costs (instruction only), but above in
benefits. Per student instructional salaries were $112 less
than the state average. Relative to comparable districts,
MPS was in the middle. Three districts (Green Bay,
Kenosha and Racine) had lower salary costs; the other
four had higher.

Per student benefit costs at MPS were significantly
higher than the state average. The district was nearly $200
per student (15.4%) above other districts statewide.
Among the comparable districts, only Kenosha had higher
per student benefit costs. A more detailed examination of
compensation costs across al funds begins on page 25.

Two other spending categories accounted for most of
the remaining difference between MPSinstructional spend-
ing and spending statewide. Purchased instruction was
one-third of the difference; purchased services was 43%
of the gap.

Purchased instructionismainly tuition paymentsto other
districts for open enrollment students or to other agencies
for non-open enrollment students. MPS spent $212 per
student more on purchased instruction than districts state-
wide. Of that amount, $164 (77.2%) was payments for
instructional services provided by private or nonprofit or-

ganizations. The remainder was payments for open enroll-
ment students ($5,446 per participating student).

MPS also spent $330 per student on purchased ser-
vices, which was above the statewide average of $53.
Nearly all of the difference can be accounted for in spend-
ing on “ personal services’ for undifferentiated curriculum.
Personal services are defined as “services performed by
individuals, not district employees, with specialized skills
and knowledge.” Undifferentiated curriculumisfor grades
in which faculty teach all subject areas (generally K-6).

MPS spent $312 per student for these personal ser-
vices, compared to only $10 statewide. Even among the
comparable districts, the highest spending in this areawas
in Wausau ($26 per student).

Administration

MPS's per student spending for administration was
18.7% above the state average in 2003-04. At $899 per
student, administration costs were above al comparable
districts by at least $110. The table below shows these
expenditures for MPS and for the comparable districts.

Spending for administration comprisesthreeparts. gen-
eral administration; school building administration; and fis-
cal operations.

MPS Administration Spending Above Average
Per Student Administration Spending For Selected
Districts, 2003-04

Tot. Adm. Gen'l School Other

MPS $399  $212 %615 $72
Beloit 752 122 521 109
Green Bay 587 71 463 53
Kenosha 579 47 477 55
Madison 786 82 625 79
Racine 644 110 478 56
Superior 730 170 493 67
Wausau 591 53 460 78

State ex. MPS $757 $180 $470  $107



General Administration. Spending on general admin-
istration includes activities of the school board, district ad-
ministrator, community relations administrators, and state
and federal relations, including grant procurements. MPS
spent $212 per student on general administration, or 17.4%
more than other districts. All of the comparable districts
spent less than the state average.

Most of the general administration expenditures were
for salaries and benefits. At MPS, 87.0% of these expen-
ditures are compensation, significantly above the state av-
erage (72.1%). Salary expenditures per student at MPS
were $121 per student ($11.9 million total) compared to an
average of $95 at other districts. Among the comparable
districts, the highest per student salary expendi-
ture was in Superior ($78).

Benefit costs were $63 per student compared
to $35 elsewhere. Benefit costs were 52% of
salariesat MPS. Only Kenosha (51.6%) wassimi-
larly high. The state average was 37.4% and all
other comparabledistricts, except Beloit (43.6%),

Numbers of Administrators. While MPS's administra-
tion costs tend to be above average, the number of admin-
istrators appears to be more in line with other districts.
The table at right shows numbers of administrators, stu-
dents per administrator and average compensation.

Severa items stand out in the tables. First, MPS has
significantly more assistant principals, given its size, than
other districts. At one per 541 students, MPS has at least
double the number of most other comparable districts. A
low number of students per administrator translatesto more
administrators given a districts student count. Wausau
(875 students per assistant principal) isthe only other dis-
trict under 1,000.

Administrators and Compensation
Numbers of Administrators and Average Compensation, 2003-04

District Administer

Principal

Average Compensation

Average Compensation

were near that percentage. g;;t

School Administration. On average, COStSas-  Green Bay
sociated with school building administrationwere  Kenosha
62% of total administration costs. At MPS, they ~ Madison
were dlightly higher, 68.5%. Racine

MPS's ($615) expenditures for school build- Vs\l;;e;g
ing administration were 30.9% higher than the av-
erage of other districts statewide ($470). Among
comparable districts, only Madison ($625) was
higher.

Nearly al (97.2%) of MPS's expenditures for MPS
school building administration aresalariesandben- 5y
efits. Per student salaries for school building ad-  Green Bay
ministration were $396 at MPS, compared t0  Kenosha
$306 statewide. MPS's benefit costs were $202  Madison
compared to $132 elsewhere. Racine

Superior
Wausau

Stud's Per Stud's Per

No. Adm. Sal. Ben. Tota No. Adm. Sal. Ben. Totd
1.0 97,359 $122,360 $49,045 $171,405 152.0 641 $71,705 $33,948 $105,653
1.0 6,941 104,143 20,800 124,943 14.0 496 73,626 14,845 88,471
1.0 20,297 130,246 39,143 169,389 35.0 580 79,217 28,112 107,329
1.0 21,426 130,000 34,069 164,069 36.8 583 84,427 24,294 108,721
1.0 24913 159,276 63,710 222,986 47.0 530 83,383 33,353 116,736
1.0 21,457 140,100 53,028 193,128 30.3 709 74500 30,566 105,066
1.0 4,938 106,972 43,336 150,308 10.0 494 72,853 29,419 102,272
1.0 8,746 125,107 40,808 165,915 16.2 540 78,503 28,456 106,960

Assistant Principal Other Administrators
Average Compensation Average Compensation
Stud's Per Stud's Per

No. Adm. Sal. Ben. Tota No. Adm. Sal. Ben. Totd
180.0 541 $61,088 $30,830 $91,918 87.0 1,119 $63,736 $29,358 $93,093
5.9 1,176 69,616 14,221 83,837 9.0 771 75955 15318 91,274
16.0 1,269 74,936 27,740 102,676 12.0 1,691 90,203 29,925 120,128
13.0 1648 76,114 25,476 101,590 10.0 2,143 99,991 28,901 128,892
23.0 1,083 71,988 28,795 100,783 30.3 824 82122 32,849 114,971
20.5 1,047 60,208 24,259 84,467 20.0 1,073 77,696 32,758 110,454
4.0 1,235 65397 27,792 93,189 3.0 1,646 85,172 35,058 120,230
10.0 875 67,836 26,201 94,037 10.0 875 84,794 28,928 113,722
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MPS spends its student
services dollars differently than
other districts. It focuses on
social work and psychological
services; other districts spent
significant amounts on
guidance.

MPS had 1.2 assistant principals for every principal in
the district. The next highest ratio was Racine with 0.7.
Part of the reason for the high number of assistant princi-
pals could be the district’'s move to decentralization. Also,
the assistant principals may be doing some of the duties
that other administrators perform in other districts. For
example, if we calculate the number of studentsrelativeto
the total number of administrators, MPS (232) is morein
linewiththe other districts. Beloit (232), Green Bay (317),
Kenosha (353), Madison (246), Racine (299), Superior
(274) and Wausau (235).

The second item that stands out is related to compen-
sation. MPS administrator compensation seems to be in
line with other districts—it generally fallsin the middle of
the group. However, benefit costs are among the highest.
For example, average benefits for principals and assistant
principals are highest among the districts studied.

Transportation

MPS's student transportation costs were more than 50%
above the average of other districts statewide. The district
spent $600 per student, or more than 60% above the aver-
age of other districts ($373). Among the comparable dis-
tricts, Superior ($439) and Racine ($433) had the highest
spending. Beloit only spent $179 per student.

Student Services Spending
Total Per Student Spending on Pupil Services and Its Components, 2003-04

Dir. of
Pup. Pup. Soc. Psych. Speech/ Occ./Phys.
Serv. Serv. Work Guidance Health Serv. Audio. Attend. Therapy Other
MPS $485 $0 $118 $62 $28 $131 $1 $27 $34  $83
Beloit 535 8 95 167 66 98 0 0 49 51
Green Bay 534 10 109 191 9 64 4 1 78 69
Kenosha 544 8 64 213 45 63 0 48 41 62
Madison 758 1 179 138 146 132 0 3 158 0
Racine 463 0 89 169 41 87 0 1 62 15
Superior 503 88 0 240 49 70 0 0 57 0
Wausau 400 0 51 197 32 71 0 20 28 0
Stateex. MPS  $421 $8  $36 $192 $36 $70 $0 $8 $50 $20
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Unfortunately, transportation spending is not disaggre-
gated enough to determine where significant differences
come from.

Student Services

Student service expenditures are for items such as so-
cial work, guidance counseling, health and psychological
services, attendance, and occupational and physical therapy.

Although MPS's expenditures were above the state
averagein this category, they were less than the most com-
parable districts. MPS spent $485 per student on student
services, or 15.1% above the average of other districts
statewide ($421). However, among comparable districts,
only Racine ($463) and Wausau ($400) spent less than
MPS (see table below).

It appears that special education student services are
driving the higher costs for MPS and the comparable dis-
trictsrelativeto the state. Statewide, student services costs
for special education students were approximately 40% of
the total. Among the seven comparables plus MPS they
were about 60%, and at MPS they were 72%.

The average special education student service cost for
the eight districts was $315 per student, compared to a
statewide average of $168. MPS spent $349 per student
here.

Among the various components of pupil services, MPS
tends to spend their dollars in different ways than other
districts. Statewide, districts spent $36 per student on
social work and $70 per student on psychological services.
MPS spent more than three times ($118) the state average
on socia work and nearly double ($131) on psychological
services. Most of the comparable districts spent much
less. Madison ($179 and $132) was the exception. The
Madison school district spent 56% more than MPS on all
student services.



Instructional Support

Instructional support services include spending on the
supervision and coordination of athletics and special edu-
cation, among others, and library and staff services. The
latter includes curriculum development and staff training.

The table on page 25 shows per student instructional
support spending for the districts studied. Similar to other
spending categories, MPS spending was among the high-
est—only Madison was higher.

However, what is more interesting is the distribution of
spending. MPS spent more than half (56%) of their in-
structional support dollars on staff services. In the other
districts, that percentage ranged from 22% to 44%.

Further, MPS alocated only 11% of their instructional
support dollarsto library services. All other districts spent
at least one third there. Nearly half of MPS's staff ser-
vices spending was in the “other” category; only Green
Bay had asimilarly high percentagefor that category. Other
districts spent less than 19% there.

MPS spending on library services was comparatively
low. At $64 per student, the district spent less than one
half the next lowest-spending district (Superior, $141).

Instructional Support Spending
Total Per Student Spending on Instr. Supp. Services
and Its Components, 2003-04

Instr. Staff Super./

Supp. Serv. Library Coord. Other
MPS $581 $328 $64 $175 $13
Beloit 561 213 218 130 0
Green Bay 539 122 187 205 24
Kenosha 507 125 292 81 9
Madison 652 284 199 165 4
Racine 450 148 187 66 49
Superior 269 71 141 50 7
Wausau 411 134 154 112 11

State ex. MPS 459 120 217 104 17

COMPENSATION

Compensation is by far the largest cost for a school
district. In some districts, these costs top 80% of
expenditures. Becausethey areamajor driver of spending,
we analyze them separately here.

Compensation is examined in several ways. Each is
dependent on the type of data available. First is a broad
examination of compensation—both salaries and benefits—
within the context of various spending categories. Second
is a discussion of salary and benefits per student for
instructional personnel. Finally, average teacher salaries
and benefits are explored along with average experience
levels. In addition to examining the MPS situation,
compensation is compared statewide. Thiswill provide a
better understanding of how MPS compares with other
school districts.

By Spending Category

In 2004, approximately 75% of MPS's Funds 10 and
20 spending was for compensation. Nearly half (49.4%)
of al spending was for salaries, and an additional 25.7%
was for employee benefits.

These percentages have changed significantly over the
last 11 years. Total compensation as a share of total
expenditureshasfallen, ashasthe share devoted to sal aries.
However, benefits have risen as a share of total spending.

In 1992-93, compensation costs were 80.9% of MPS's
expenditures (Funds 10 and 20). That percentage has
fallen steadily, reaching 75.2% in 2003-04. One reason
for the decline is an increase in the amount of purchased
services. While Fund 10 expenditures rose 37.4% from
1992-93 through 2003-04, purchased services rose 486%
during these years. By purchasing these services, the
district indirectly pays compensation costs, but it does
not show up in the accounting.

Whiletotal compensation has become asmaller portion
of the district’s expenditures, salaries and benefits have

In 2004, approximately 75%

of MPS's Funds 10 and 20

spending was for compensation.

That figure was down from
more than 80% in 1992-93.
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From 1999 through 2004,

per student compensation costs
at MPS increased 17.3%. That
increase was less than the state
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average (21.4%).

Since 1999, benefit costs
have risen more than four
times faster than salaries.

moved in opposite directions. This is largely a result of
the interaction between the Qualified Economic Offer
(QEO) law and rising health care costs.

From 1992-93 through 2003-04, salaries as a share of
Funds 10 and 20 expenditures declined from 59.4% to
49.4%. During those same years, expenditures on benefits
rose from 21.4% of the total to 25.7%.

Instruction. Instruction is MPS's largest spending
category. Compensation accounts for a significant share
of that spending. At MPS, compensation was 88.9% of
instructional costs in 2003-04. However, that was well
below the state average (93.2%) and placed MPS 399th
out of 426 school districts.

At MPS, less than 60% of instructional spending was
for salaries, placing the district 408th. However, spending
for fringe benefits was 30.1% of spending, 121st highest
in the state. In many of the comparisons, we find benefit
costs high relative to other districts, but costs for salaries
relatively low.

Per Student

A second way to examine compensation costs is on a
per student basis. Using instructional salariesand benefits,
we calculate per student compensation costs. These
figures not only account for average salaries and benefits,
but al so for the number of instructional personnel relative
to the number of students. Thus, higher per student figures
can be the result of higher compensation or more
instructional personnel.

In 2003-04, MPS's total instructional compensation
costs per student totalled $5,407. That ranked the district
127th and was 2.0% above the state average ($5,299).
Again, salary costswererelatively low ($3,579, 190th and
2.7% below average) but benefits were high ($1,820, 76th
and 12.3% above average).

Since 1999, benefit costs have risen more than four
times faster than salaries. However, the per student

changes were all below the state average. At MPS, total
compensation per student climbed 17.3% over the five
years. That was less than the state average (21.4%) and
311th highest.

During the period, per student benefit costsrose 34.4%
(354th), which was below the state average (43.6%).
Salaries per student rose only 10.2%. That was 293rd in
the state and also below the state average (13.7%).

The QEO aong with rising benefit costs clearly affect
the salary increase. However, teacher turnover may
account for part of the below average increases. That is
discussed below.

Teacher Compensation

Wisconsin DPI reports information on average teacher
salaries and benefits for each school district. In addition,
they provideinformation on average experiencelevels. This
alows for several comparisons of MPS with the rest of
the state. The data are for all teachers with at least anine
month contract and afull-time equivalency of at |east 84%.

Average Compensation. According to DPI figures, the
average 2005 teacher salary in MPS was $35,129 (see
table on page 27). That ranked MPS (419) among the
lowest districtsin the state and was well below the median
district ($43,038). These figures show the average salary
declining since 2002. Part of thiscould be dueto ageneral
declinein experience levels (see page 27).

Benefits for the average teacher were $21,439, or
approximately 61% of salary. MPS's state rank on benefits
(136) was aboveits salary rank. The median district paid
$20,324 per teacher in benefits.

Combined, MPS's average total compensation was
$56,568, or 382nd statewide. In the median district,
compensation averaged $62,955.

Experience. While MPSisnear the averagein salaries
and benefits, itsteachers have significantly less experience
than teachers in other districts. DPI reports both local



and total experience. (Note that in 2001 and 2002, MPS
reported the same figures for local experience as for total
experience.)

In 2004-05, the average MPS teacher had 9.94 years
of local experience and 9.97 years of total teaching
experience. The average teacher in the median school
district had 12.83 yearsof local experienceand 15.33 years
of total teaching experience. Thus, the average MPS
teacher had about 23% less local experience and 35% less
total experience that the average teacher in the median
district.

Further, while average experience levels have been
generally declining statewide, experiencein MPShasfallen
faster. Average local experience statewide dropped 4.6%
from 13.45 yearsin 1998 to 12.83 yearsin 2005. MPS's
decline during those years was 15.2% (11.72 to 9.94).
This provides some evidence that turnover at MPS is
significantly higher than in other districts. As newer
teachers replace those with more experience, salary and
benefit costs are generally reduced. That is one reason
total compensation costs at MPS have risen more slowly
than the state average.

Relative Compensation. Combining the average total
compensation (salaries plus benefits) figures with average

experience levels shows MPS ranks high in compensation
per year of experience.

In 2005, total compensation per year of local experience
at MPSwas $5,930, more than 20% abovethe state average
($4,885). Relative to total experience, compensation at
MPS averaged $5,674 per year, 38.7% above the state
average of $4,092.

Salary Schedules

A final way to examine teacher pay is to compare sal-
ary schedules. Teachersare paid based on negotiated sched-
ules that provide pay rates that depend on a teacher’s
education and experience. Portions of these schedules are
published by the Wisconsin Association of School Boards
(WASB). Thelast year for which WASB published MPS
data was 2002-03.

In that year, starting pay for an MPS teacher with no
experience was $29,224, or about $1,700 more than the
median district ($27,534). The maximum that a teacher
without a master’s degree could earn was $45,802, or
$7,148 more than average ($38,654).

The base salary for an MPS teacher with a master’s
degree was 32,910. Statewide, the median was $30,718.
The maximum salary at MPS ($62,368) was 22.5% higher
than the statewide median ($50,893).

Average Teacher Pay, Benefits and Experience

MPS and Statewide Median, 1998 - 2005

Average experience levels at
MPS are lower and have
declined faster than the
statewide average.

Average Salary Average Benefits Average L ocal Exp. Average Total Exp. Comp. Per Loc Exp. Comp. Per Exp. Year
Year MPS Rk. Median MPS  Rk. Median MPS Rk. Median MPS Rk. Median MPS Rk. Median MPS Rk. Median
1998 $39,941 113 $37,330 $14,397 95 $13,333 11.72 342 13.45 12.00 407 1578 $4,636 44  $3,767 $4,528 10 $3,264
1999 $41,788 99 $38,690 $14,303 152 $13,871 1148 345 13.29 11.71 411 1570 $4,886 39  $3,956 $4,790 8  $3,399
2000 $42,736 85 $39,254 $14,943 118 $14,072 11.58 324 12.99 13.16 376 1545 $4,981 47 $4,107 $4,383 20 $3,501
2001 $44,017 76 $40,222 $17,452 21 $14,737 1126 321 12.65 11.26 405 1515 $5459 42 $4,345 $5,459 4  $3,657
2002 $42,791 120 $40,633 $23,595 1 $15787 1017 377 12.63 10.17 417 1511 $6,528 10 $4,467 $6,528 1  $3765
2003 $41,842 180 $41,099 $18,777 164 $18,237 9.83 386 12.69 9.83 425 1527 $6,167 31 $4,678 $6,167 2 $3,888
2004 $36,173 389 $41,183 $21,827 67 $19,644 9.82 396 12.73 10.26 422 1539  $5,906 9 $4,780 $5,653 1 $3928
2005 $35129 419 $43,038 $21,439 136 $20,324 9.94 401 12.83 997 422 1533 $5930 58 $4,885 $5,674 13 $4,092
27

MPS's base salary schedule for teachers with bachelor’s
degrees or master’s degrees were 6% to 7% above the state-
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PART IlI: LOOKING AHEAD

FINANCIAL FORECASTING

Estimating MPS's future revenues and expendituresis
difficult. Revenues are largely determined by state-im-
posed limits that depend on hard-to-predict enrollments.
MPS aso relies more on state categorical aids and federal
dollars than most districts. Projecting these requires as-
sumptions about future policy and political decisions.

Forecasting expenditures is even more difficult, par-
ticularly with MPS in a period of flux and transition. To
avoid some problems, we project expenditures in aggre-
gate, rather than by individual spending category. We also
provide several scenarios, each with its own assumptions.

We know that MPS is likely to have to pare expendi-
tures to match revenues. Thus, this section begins with
an estimate of district revenues. Then, given past trends
and predicted enrollment changes, expenditures are pro-
jected. Finally, we show the kinds of reductions that may
be required to match expenditures and revenues.

What Are We Forecasting?

Ideally, we want to forecast all revenues and expendi-
tures. However, severa factors make it more reasonable
to limit the forecasts to “education dollars,” i.e., Funds 10
and 20.

First, MPS's debt issuance has been volatile. Trying to
project debt issuance three or four years out will only add
significant error to forecasts. Second, the food service
account is typically funded with state and federal dollars.
In some years, M PS supplemented those dollars with edu-
cation dollars, but that has been limited; and we believeitis
not likely to occur in the future.

Thus, our forecasts are limited to Funds 10 and 20,
which account for more than 80% of all MPS revenues
and expenditures.

Revenues

At MPS, dollars regulated by state revenue limits are
approximately 77% of funds 10 and 20 revenues. Federal
and state categorical aids account for much of the rest.
The total amount MPS is able to generate through its rev-
enue cap depends on its fall enroliment, as well as state
law. To forecast these amounts, we first need to estimate
future enrollments and state revenue-limit policy.

Sudent Counts. The MPS enrollment projections pre-
sented here are based on student counts by grade from
1999-2000 through 2004-05. Data through 2003-04 are
from DPI; 2004-05 data are from MPS.

Projections are based on “grade-progression ratios,”
i.e. enrollment in each grade relative to enroliment in the
previous grade for the prior year. For example, 2003-04
second grade enrollments totalled 6,868. In 2002-03, the
number of first-graders was 7,152. Thus, the 2003-04 2™
grade ratio was 0.96 (6,868 / 7,152). These ratios are
calculated for each grade (except pre-kindergarten and four-
year-old kindergarten) and for all years. Pre-K and K4
(four-year-old kindergarten) are estimated separately. We

MPS Student Counts To Continue Falling?
Enroliments and Projections, 1994 - 2010
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MPS's enrollments are

projected to decline from more

than 97,000 in 2003-04 to
92,399 in 2009-10.
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Federal school aids are
projected to decline over the
next several years.

then apply the median progression ratio for each grade to
forecast enrollments.

Based on this analysis, MPS enrollments are projected
to decline from more than 97,000 in 2003-04 t0 92,399 in
2009-10 (see chart on page 29). These estimates are sen-
sitive to changes in assumptions. For example, we as-
sume K4 enrollments increase 2% per year. However,
should they rise 3% per year, total enrollmentsin 2009-10
increase to 93,488, or about 1,000 more students. Simi-
larly, if they grow only 1%, 2009-10 enrollments fall to
91,388.

The forecasts do not account for recent changes to
MPCP (Choice). Whilethe expansion of the program will
likely affect MPS enrollmentsin some way, the magnitude
of the effect is unknown.

Revenue Limit Policy. For 2005-06, the state-man-

dated increase in per student revenue limits was $248.48,
or 3.1% more than the 2004-05 figure. Without law

Revenue Assumptions
Basdline:

® Enrollments decline from more than 97,000 in 2003-04 to 92,399 in 2009-10.

® Revenue-limit policy remains asis and per student revenue increases grow at the rate of inflation.
® Per student state categorical aids remain constant at their 2002-03 through 2004-05 average.

® Per student federal aids decrease at the national rate.

Optimistic:

® Enrollmentsremain unchanged.

® Revenue-limit policy remains asis and per student revenue increases grow at the rate of inflation.
® Per student state categorical aids remain constant at their 2002-03 through 2004-05 average.

® Per student federal aidsremain unchanged.

Pessimistic:

® Enrollments decline from more than 97,000 in 2003-04 to 92,399 in 2009-10.

® Per student revenuelimitsincrease $120 per year.

® Per student state categorical aids remain constant at their 2002-03 through 2004-05 average.
® Per student federal aids decrease at the national rate.
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changes, the increase grows at the rate of inflation (March
over March). Based on January 2006 estimates, the 2006-
07 percentage change in the allowable increase would be
approximately 3.5%. At that rate, the allowable increase
would rise to $257.18 in 2006-07. We assume a 2.5%
increase in subsequent years, consistent with inflation fore-
casts in the Wisconsin Department of Revenue's most re-
cent economic outlook.

Duetorecent statefinancial problems, the 2005-07 bud-
get originally passed by the state legidature provided al-
lowable revenue-limit increases of $120 in 2005-06 and
$100 in 2006-07. These amounts were increased by gu-
bernatorial veto. Considering the state continues to have
fiscal challenges, it is possible that the lower limits could
be approved in the 2007-09 budget. To account for this,
we also forecast revenues assuming a more pessimistic
revenue-limit increase of $120 per year in 2007-08 through
2009-10.

Other Revenues. In addition to dollars subject to rev-
enue limits, MPS receives significant amounts from state
categorical aidsand federa dollarsthat arenot limited. The
district also has miscellaneous revenues. Increasesin each
of these categories have fluctuated from year to year.

To forecast these amounts, we used several ap-
proaches. First, we examined the per student increases
from 2000 through 2005. Because per student amounts
were also somewhat volatile, we examined the two-year
averages for the same time period (1999-2000 through
2004-05). Second, we examined trends in total state cat-
egorical aids and federal aids.

MPS's categorical aid history is mixed. From 2002-
03 through 2004-05, the total was roughly unchanged.
However, it increased in the three years prior to 2002-03.
On aper student basis, it rose significantly in 2000-01 and
2001-02, beforefalling in the most recent three years stud-
ied.



Statewide, these aids rose 8% from 2000-01 to 2002-
03, but have since declined to near their 2000-01 level.
Given this uneven history, we assume that per student cat-
egorical aids remain constant at the average of their 2002-
03 through 2004-05 level. Sincewe are projecting adecline
in enrollments, total categorical aids to MPS would fall
dightly.

Receipt of federal dollars is aso uneven. MPS had
someyearswith largeincreases and otherswith small ones.
However, changes in MPS's total federal dollars tracked
nationwide changes. From 2000 through 2005, total fed-
eral aids were up 86%; MPS had a 71% increase.

The White House budget office projects that, after a
5% increase in 2005-06, federal education spending will
decline between 2.1% and 3.1% in each year until 2010.
We assume MPS's per student amounts change by the
same percentage as total federal expenditures.

Forecasts. The chart below shows three revenue fore-
casts. a middle or baseline projection, plus two aterna-
tives, one optimistic, one pessimistic.

Revenues to Rise ... Slowly
Projected Revenues, 2005 - 2010 ($ Millions)
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Baseline. District revenues climbed 3.3% per year from
1999-2000 through 2004-05. Under baseline assumptions
of declining enrollment, current state revenue-limit policy,
and the federal and state aid changes outlined above, rev-
enues would increase an average of 1.5% per year from
2004-05 through 2009-10 (see middle, bold line in chart).

Optimistic. The optimistic scenario assumes student
countsand federal per student revenues are both unchanged
after 2005-06 (they decline dlightly under the baseline sce-
nario). Under these assumptions, MPS's revenues rise an
average of 2.1% per year through 2009-10, or 0.6 per-
centage points above the baseline.

Pessimistic. The pessimistic (lowest of the threelines)
estimate assumes enrolIment growth is one percentage point
lessthan baseline assumption and per student revenuelimit
increases beginning in 2007-08 are only $120 per student.
The lower revenue-limit assumption has a large impact
because affected dollars—state aids and property taxes—
comprise about three-fourths of district revenues. Under
these assumptions, total revenues rise through 2007 and
then remain largely unchanged through 2010.

Expenditures

Typicaly, the district estimates its revenues, and ad-
justs its expenditures accordingly. We assume MPS will
continue this practice. However, we forecast expendi-
tures using a different approach. Spending is not auto-
matically tied to revenues. Rather, for each expenditure
forecast, we examine past trends and carry them forward.
Theresultisan estimate of future spending if current trends
hold.

An dternative approach di stingui shes compensation (to-
tal salaries and benefits) and noncompensation (e.g. the
purchase of books or the leasing of copy machines). This
is useful because we know something about compensa-
tiontrends. Under the state’s QEO law, compensation will
grow about 4% if staff size remains the same. With staff

Under baseline assumptions,
MPS's revenues would grow an

average of 1.5% per year
through 2009-10.
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Expenditures are projected
to be above revenues for the
next several years.

Expenditure Forecast

Assumptions
Avg. Annual Increases

M ethod

A B
Per Student Spending  2.9% na
Compensation na 2.5%
Noncompensation na 3.5%
Enrollment -1.0% 0.0%
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reductions, the total would increase less. We make as-
sumptions about total compensation and noncompensa-
tion growth to forecast expenditures through 2010 (see
table below, left).

Foending Trends. The first (Method A) of two expen-
diture forecasts is based on assumptions about trends in
per student expenditures. From 1993 through 2005, an-
nual increases in per student expenditures ranged from
0.6% in 2004 to 7.8% in both 1999 and 2001. The median
increase during the period was 3.1%; the average was 4.1%.
For 2000-2005 only, the median increase in per student
expenditures was 2.9%; the average was 4.3%.

We are conservative and apply the lowest growth rate
(2.9%) to per student expenditures. The forecasted per
student amounts are multiplied by the projected number of
students to arrive at total expenditures.

The second (Method B) forecast treats compensation
and non-compensation separately. From 2000 through
2005, total compensation rose an average of 3.1% per year.
On a per student basis, the increase was 3.6%. On a per-
staff basis, the annua increase was 3.0%.

However, in 2004 and 2005, increases were smaller.
In 2004, total compensation declined 1.3%; in 2005, it was
up only 1.5%. During those same years, non-compensa-
tion costs rose 6.8% and 5.1%, respectively. Staff reduc-
tions were responsible for the small change in
compensation. However, given recent staff cuts, large
reductions in the near future seem less likely.

Based on these past trends, we assume total compen-
sation will grow 2.5% annually. Implicit in this assump-
tion istotal compensation increases in line with the QEO.
To restrain compensation costs to a 2.5% increase, there
would also have to be some staffing reductions.

Non-compensation costs are growing faster than com-
pensation. Again to be conservative, we assume per stu-
dent increases of these expenditures at half the 2003-2005
rate. We then multiply the per student forecasts by the

projected number of students to arrive at total non-com-
pensation spending.

Soending Projections. Two spending projections are
presented here. Method A assumes a2.9% annual increase
in per student expenditures along with our baseline decline
inenroliments. Method B assumes a 2.5% annual increase
in total compensation and a 3.1% annual increasein non-
compensation costs per student (see table at left).

The first chart on page 33 (left) shows expenditure
projections using Method A (heavy line) along with our
previous revenue projections (light lines). Expenditures
are projected to grow significantly faster than revenues
under baseline and pessimistic assumptions.

Caution should be used when interpreting the chart.
The expenditure forecast assumes declining enrollment,
consistent with the baseline and pessimistic revenue as-
sumptions. The optimistic revenue scenario assumes stable
enrollments. If we were to assume stable enrollments in
our expenditure forecasts, spending would be higher than
shown on the chart.

The second chart (page 33, right) displays costsif com-
pensation rises 2.5% per year and noncompensation in-
creased 3.5% annually. Under these assumptions, spending
obligations grow faster than under previous assumptions.
In 2010, Method B spending would be $1.184 billion com-
pared to $1.166 billion with Method A.

Since spending is higher, the gap between projected
revenues and expenditures is also greater than under the
previous scenario (Method A). These revenue-spending
gaps are now addressed.

Revenue-Spending Gaps

As seen in the two charts on page 33, under three plau-
siblerevenue scenarios, M PS expenditures exceed revenue
over the next several years. This section focuses on those
gaps under various scenarios.



The three charts on page 34 show the gaps between
projected revenues and expenditures for each of the three
revenue assumptions. baseline, pessimistic, and optimis-
tic. Within each chart, the revenue-expenditure gap is
shown for each of the two expenditure forecasts (A, solid
bar; B, dashed)

Baseline Revenues. Under the baseline revenue sce-
nario (top chart on page 34), the gap between revenues
and expenditures grows from 2007 through 2010. Should
per student expendituresincrease at 2.9% per year (Method
A), the gap grows to $42.3 million in 2010. Under the
aternate spending assumptions (Method B), where com-
pensation climbs 2.5% annually and noncompensation
3.5%, the gap would reach $60.6 million in 2010.

Pessimistic Revenues. Under the pessimistic revenue
scenario (middle chart on page 34), the revenue-spending
gaps are much greater than under the baseline assump-
tions. With revenues essentially unchanged from 2007

through 2010 (see chart, page 31), the revenue-spending
gaps in 2010 reach $83.8 million (Method A spending as-
sumptions) and $102.1 million (Method B assumptions).

Optimistic Revenues. Even under the optimistic rev-
enue scenario, MPS expenditures are projected to exceed
revenues. As the bottom chart on page 34 shows, even if
enrollment remains unchanged, the gap between revenues
and spending could reach $67.3 millionin 2010. Under the
aternative spending scenario (Method B), the gap would
be |less than $30 million.

Under most plausible
scenarios, MPS would have an
increasing gap between
revenues and expenditures.

Summary

Under any realistic projection, MPS's spending will in-
crease faster than available revenues if current trends are
continued. Due to demography and market dynamics, the
number of students MPS serves is likely to continue de-
clining over the next several years. Since the district’'s
revenue limits as set by the state are tied to enrollment,

Expenditures To Rise Faster Than Revenues?
Projected Expenditures, 2005 - 2010 ($ Millions)

Method A Expenditure Forecast
Per Student Spending Rises 2.9% Per Year
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Method B Expenditure Forecast
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MPS's alowable revenues will likely grow slowly. In ad-
dition, slowing federal dollars would impact MPS dispro-
portionately because it relies more on these dollars than
most districts.

Given recent cost trends, district spending is likely to
grow faster than revenues over the next severa years. As
it has in the past, MPS will, no doubt, avoid deficits by
continuing to restrain expenditures so that they matches
availablerevenue. However, asthe analysis presented here
indicates, spending will have to be even more tightly con-
trolled than it has been in recent years or wholesale sys-
temic changes/reforms will have to be implemented. O

Projected Deficits, Baseline Revenue Assumptions
Projected Revenues-Expenditures, 2005 - 2010 ($ Millions)

2005 2006 2007 2008 2009 2010

$10

1
] ] Lu
-$30
-$42.
$0 - - “$6056
Spending Assumptions ’
O Method A [T Method B

$110 -~---- -~ -~ - - - -

Projected Deficits, Pessimistic Revenue Assumptions
Projected Revenues-Expenditures, 2005 - 2010 ($ Millions)

2005 2006 2007 2008 2009 2010

e

Spending Assumptions
O Method A [0 Method B -$83.8| |

-$102.1

-$110

Projected Deficits, Optimistic Revenue Assumptions
Projected Revenues-Expenditures, 2005 - 2010 ($ Millions)

2005 2006 2007 2008 2009 2010

iﬁwwwww

Spending Assumptions
O Method A [0 Method B



PART IV: EMERGING ISSUES

Since this study was completed, several new pieces of
information have become available that impact MPS's fu-
ture financial situation. First, enrollments in the 2006-07
school year are significantly less than were forecasted in
themodel. Second, data on estimated unfunded liabilities,
particularly those for health care became available. They
could negatively impact the district.

ENROLLMENTS

To forecast future finances required an estimate of fu-
ture enrollments. We describe our estimates on pages 29
and 30. For the 2006-07 school year, our baseline fore-
cast was for 94,528 students. The pessimistic forecast
was for 93,030. Recent figures from DPI show MPS's
enrollments for revenue cap purposes are 92,409, or 621
students less than our pessimistic forecast.

These new figuresindicate MPS is on a path below the
“baseline.” Using the new enrollment figureswith our fore-
casting model indicates that district revenues will be as
much as 3% below our baseline forecast by 2010.

UNFUNDED LIABILITIES

In addition to the costs outlined in this report, MPS has
several unfunded liabilities for health insurance and for re-
tirement benefits.

Retirement

MPS's largest pension liability is for the Wisconsin
Retirement System (WRS). The liability was funded in
2003 with a bond issuance. There is currently $170.7
million outstanding, but the payments are accounted for in
our earlier financial analysis.

Thedistrict d'so hastwo smaller liabilities, both of which
are now unfunded. Oneisan early retirement benefit that
has an actuarial accrued liability of $49.5 million; $10.9
million of that amount isunfunded. A second early retire-
ment plan has an actuarial accrued liability of $174.4 mil-

lion. Of that amount, $113.8 million is unfunded. The
table on page 36 shows MPS's post-retirement liabilities
and the unfunded amounts.

Other Post-Retirement Benefits

MPS, like other public school districts, is required to
report its financia condition using accounting rules from
the Governmental Accounting Standards Board (GASB).
GASB recently instituted new rules to account for certain
post-retirement benefits. For MPS, the present value of all
post-retirement health insurance costs as well as other
smaller costs must be accounted for beginning with their
2008 financial statements. These do not include pension
costs.

Although MPS does not have a current estimate of these
costs, a 2002 actuarial study showed the present-value
cost of these future benefits was $1.45 billion. To put that
amount in some perspective, it is nearly 40% more than
the district’s 2005 expenditures and about 20 times the
district’s fund balance.

Financial Impact

Theretirement payments and other post-retirement em-
ployee benefits (OPEB’s) areliabilitiesthat MPSwill incur
in the future. Some of the costs will occur within the next
severa years. e.g., health benefits for current retirees and
for those who choose to retire during this time frame.
Others, such as the future obligations for younger em-
ployees, will be incurred outside the time frame of this
study.

Thenew GA SB standards require governments, includ-
ing school districts, to account for the actuarial cost of
OPEB'’s (they do not have to account for the unfunded
pension liability). The new standards do not require dis-
tricts to fully fund these liabilities. They can continue to
“pay asyou go” as most districts currently do. However,
some bond-rating agencies have noted that failure to fund
liabilities fully could adversely affect a district’s bond rat-

MPS's unfunded health

benefit liabilities are estimated

to be nearly $1.5 billion.
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If MPS were to borrow to

fund its unfunded liabilities, it
would incur an additional
annual expense of
approximately $115 million, or
about 11% of the district’'s
current expenditures.
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ing, meaning the district would have to pay a higher inter-
est rate for any bonds it issues.

Costs of Full Funding. One way to assess the impact
that these costs ultimately will have on the district is to
estimate the annual cost to the district of borrowing these
amounts. For example, if MPS wereto issue $1.45 hillion
of bondsto fund its OPEB liahility, the district would have
the funds available to pay those benefits as they arose.
However, the current cost of that strategy would be the
annual payment required to pay the interest and principal
on the bonds. If the bonds were issued at a 5% interest
rate over 20 years, the annual cost to the district would be
approximately $115 million, or about 11% of the district’s
current expenditures.

Should thedistrict borrow to fund both its OPEB liabil-
ity and its pension liabilities, annual payments of approxi-
mately $125 million would be required.

Impact on Forecasts. As previously mentioned, there
is no requirement that the district borrow to fund these
liabilities. However, it is instructive to show the impact
that borrowing for these liabilities might have on financial
forecasts.

MPS’s Post-Retirement Liabilities

$ millions
Plan Liability Funded Unfunded
Pension
Wisconsin Retirement System $170.7 $170.7 $0.0
Early Retirement Supp. And
Benefit Improvement Plan $495  $394 $10.0
Supplemental Early
Retirement Plan for Teachers $1744  $60.6 $113.8
Healthcare
GASB 45 OPEB $1,450.0 $0.0  $1,450.0
Total $1,8445 $270.7 $1,573.8

We assume the MPS issues bonds to cover al of the
unfunded liabilitieslisted in thetable below. Ata5%inter-
est rate, this would increase the district’s costs $125 mil-
lion. Adding that amount to the previous expenditure
forecasts and using our pessimistic revenue assumptions
yields the revenue-expenditure gap displayed in the chart
below. In every year, the gap is at least $100 million and
grows to more than $206 million by 2010. O

Projected Deficits, Pessimistic Revenue Assumptions
Projected Revenues-Expenditures, 2005 - 2010 ($ Millions)
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