Choices for funding MN K-12 education:

1. Lower the expectations that we have for
school districts; reduce mandates and focus
upon a more limited curriculum

2. Increase education funding for schools to
meet our current expectations.

3. Significantly change our current delivery
system '
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Constitutional Mandate

public schools throughout the state.”

~ MN State Constitution, Article 3, section 1
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Education Budget

Fiscal Years 2005, 2006, 2007

November Forecast Proj®
State Ald
Expenditures: g
$6.070 billion in FY05 $1.28 billil
$5.996 billion in FY06 $1.38 billion 1
$5.973 billion in FY07 §1.49 billion in

FY 06-07 biennium = $11.969 billion

Education Budget
K-12 Projected State Expenditures
Based on November 2004 Forecast

Category/Bill Article FY 2005
General Education 5,0705
Other General Education 449
Education Excellence 974
Special Education ’ 6455
Fadllities & Technology 525
Nutrition, Library, Other 235
Ear, Child,, Adult Educ. 829
Dept of Bduc, Oth, Agencies 529
Total 6,0703 5,995.9
Education Budget
General Ed. Programs
“Entitlements”

GenEd Program

Baale 4,382.1
Extended Time 485
Compensatory 265.6
Limited Eng. Prof. 369
Sparaity 168
Transportation Sparsity 556
Training & Experience 142
Operating Capltal 1933
Equity 413
Transition 308
Referendum 5043
Other 21

Total 5,591.7




Pupil Accounting Ry
M.S. 126C.05 3
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Pupil Accounting
Average Daily Membership (ADM)

S
':'ogl Resident ADMs
District residents enrolled ina
public school

2
&3 ADMs Served
ey ————=
Resident ADMs
PLUS Nonresidents attending a district
under open enrollment

MINUS Residents attending another
district or charter school under open
enrollment

Pupil Accounting

Weighted Average Daily Membership (WADM)

WADMs are ADMs weighted bixgrade levels to
provide different levels of reveniiy
different grade levels

Grade
43 Pre-K and K Disabled
2}3 Regular Kindergarten
g'i’-'{ Grades 1-3
8 Grades 4-6
28 Grades 7-12




Pupil Accounting
Weighted Average Daily Membership (WADM)
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Pupil Accounting
"Weighted Average Daily Membership (WADM)
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Pupil Accounting

Marginal Cost Pupil Units
RMCPUs used to calcnlate operating refereqda
AMCPUs used to calculate most other formuld
Enacted to ease the impact of declining pupils

Districts with enrollment declines count 77% of currei
and 23% of prior year WADMs. Together they equa

Growing school districts count only the current year WADR_

Dedlining Districts Growing Districts




Pupil Accounting

Compensation Pupil Units (Used for compensatory revenue)
Based on students eligible for free or reduced price lunch at each
school building

In the formula, free lunch students count as one?

Reduced lunch students count as one-haif: %

The greater the concentration of students eligible for free or
lupch st 2 building, the higher the pumber of compensation
units used to compute compensatory revenue.

-3

Pupil Accounting

LEP Pupil Units (Used for LEP Revenue)

An LEP student meets the following criteria:

1., A student whose primary language is NOT English,

2. A student whose language skills do not allow
participation,

3. A student who scores below the state cutoff score o¥gs
measuring emerging academic English in the prior yex

4. NEW for 2004: A student who Is enrolled In an LEP ed

program, but has NOT been In rolled in Minnesota public
five or more years.

LEP Concentratiop Percentage

LEP Pupils
~10784.36 100*  ADMs
Vi
£oATRN LEP Pupil Units

The lesser of:
LEP Concentr, Percentage
1 or 115
Pupil Accounting

Extended Time Pupil Units

NEW pupil calculation for 2004 to replace the Learning Year program,

The old Learning Year program allowed districts tha
for more thap 8 standard school
those students,

ad students enrolled
year to generate st@itlonal revenue for

Simple terms: Most students count as one ADM. The Lea
program allowed students to count up to 1.5 ADM, generatin
additional revenue,

Extended Time Pupil Units: 0.2 additional ADM for any
student enrolled In extended day, week or year programs.




Revenue/Levy/Aid

Revenue/Levy/Aid

Revenue

Funds avallable for school districts to spend
Levy

Revenue raised from toxation on property in a school &
Aid

Ald provided by state legislature to school districts

Rule of Thumb
’

AID = REVENUE - LEVY

[
General Education & ~
Sy g [
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General Education Programs
Basic Revenue
AMCPUs * Formula allowance
Formula allowance set in law by the legislature
Current formula allowance Is $1§)
Provides primary revenue to operal

$4.38 billion In FY 05
Fiscal Year Allowance
2005
2004 $4,601
2003
2002 $4,068
2001 $3,964
2000 $3,740
1999 $3,530

General Education Programs
Extended Time Revenu

Revenue equal to Extended Time FA * ded Time Pupil Unlts

Current Extended Time Formula Allowance

No Requirement that the Basic Formula and Ext. i
Must be Equal,

$48.5 million in FY 05

General Education Programs
Compensatory Revenue

Districts receive additional funding for students eligible for free
and reduced lunch

Free and reduced lunch Is a measure of pove

Districts receive higher amounts of compensatory rew
on their CONCENTRATION of poverty at each sc

Revenue must be allocated to the site where the pupil who
generated the revenue is educated.

”
Compensatory revenue Is equal to a districts “compensation pupil
units” multiplied by the basic formula allowsnce

$265.6 milllon in FY 05




General Education Programs
Limited English Proficiency Revenue

Provides revenue to assist students whose English language ability
needs improvement.

Comprised of two separate formulas: Regular and@@ancentration

LEP Regular Revenue: $700 multiplied times the greatelg
the LEP pupil units

% LEP Concentration Revenue: $250 multiplied times the LEP
Students times the LEP Pupil UNITS.

LEP Revenue: Sum of the concentrnﬁon and regular LEP
revenue streams. HOWEVER, districts only paid for five
years of LEP over a student’s academic career.

$36.9 milion In FY 05

General Education Programs
Sparsity Revenue

Districts with one or more sparsely populated schoo! attendance
areas receive additional funds to meet the higher costs of
operating schools.

Comprised of an “Elementary” Sparsity formuling
“Secondary” Sparsity formula,

Eligibitity:
To be eligible for secondary sparsity high schools withiz

district must have 400 ADMs or less and an Isolation Indg
certain level,

To be eligible for elementary sparsity elementary schools withi}
= district must be located 19 more miles from the next nearest
elementary school and have 20 or fewer pupils per grade,

Like p Y, el and
sparsity are keyed to formula sllowence,

$16.8 million In FY 05,

General Education Programs

Transportation Sparsity
This formula recognizes the additions) costs of transporting students in
districts with fewer students per square mile
Basic transportation costs were made part of the formula allowance In 1996-
97 when $170 was “rolled in” to the allowance
Transportation sparsity revenue Is determined by the
per square mile within a district. This is computed b;
calculation using a sparisty index and density index.

¢l of “sparseness”
arithmic

Sparsity Index: The greater of .2 or the number of square miles i
district divided by the number of WADMs,

Density Index: The number of square miles divided by the number
‘WADMSs. Density index may not exceed .2 or less than .005.

Apnually this formula Is increased by the growth in the basic
formula allowance and is reduced by 4.85% of the formula
allowsnee, The reduction represents the percentage, in
1997, that the $170 was of the basic formuls allowance,

$55.6 million io FY 08,

!
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General Education Programs
Operating Capital Revenue

This formuls is to be used for repalr and mai of facllities, isith
of land, purchase or lease of equipment, o purchase of books.

Revenues must be placed in the district’s opera¥igg capital account in the
general fund.

Maintenance Cost Index (MCI): 1+ (Average Age of SchtgR iidings/100)
Technology Piece $5 . program recelve an addi
Equipment Piece 368 per pupll at the learning ¥

Facilities Piece ($100 * MCI)

Op Cap Allowance =

+
Operating Capital Revenue:
Op Cap Allowsnce * AMCPUs = Operating Capital Revenue
New in 2005: Operating Capital is equalized formula. Savings created
session by converting some of this formula to property tax,
$193.3 million Revenue in FY 05,  $39.9 million Levy in FY 05,
$153.4 million Ald in FY05

General Education Programs

Equity Revenue
Equity revenue s almed at reducing the disparity bétween the highest and
lowest REVENUE on s reglonal basis. Disricts within the 7-county metro
area comprise one region, All other districtyomprise s second region.
‘Within 8 region districts are ranked based on thei®gmbined basic and
referendum revenue per AMCPU. Districts below Wgeg5™ percentile are
eligible for equity revenue, (Minneapolis, St. Paul an
ineligible) -
Al eligible districts receive $13 per pupil. Districts with operf
are eligible to reccive additional equity revenue based upon
percentile ranking

Regional Equity Gap (REG): [Distrlct at the 95 Percentile] - [Di
Percentile]

District Equity Gap (DEG): {District at the 95 Percentile] - [District ’
Revenue per AMCPU]

Equity Index (EN): [DEG)/[REG]

Equity Formula: §13 +($75* [El]) * AMCPUs
$41.3 million in FY 05,

General Education Programs
Equity Revenue Example

100% 6,016 Regional Equity Gap
(REG):
95% 5,857
istri uity Gaj
25% 4,780 (DEG):
5% 4,601
Equity Index (ED}

Equity Formula: 13+ (75* )= 71311

Equity Revenue: 1,200 * = $92,733

New for 2005: Equity is equalized formula. Savings created In 2003 se
converting some of this formula to property tax. In FY05, revenue is

$41.2 million, levy Is $22,3 million, and ald Is $18.9 million,




General Education Programs

Training and Experience Revenue
Partially compensates school districts for salary differences
of teachers employed In the district during the 1996-97
school year. Districts recelve additional revenn
on the educationa) attainment and senlority of the)
tesching faculty,

Revenue is determined by sorting a district’s pre-1996-97 tef
matrix based on each teacher’s senlority and years of expe
matix Is used to establish a “training and experience index”
establishes relationship of each salary position on the matrix (in'
district) to the statewlde average salary.

4.3

34 T&E Formula: ([T&E Index] - .8) * $660 * AMCPUs

Was t

This revenue stream Is phasing out. When districts no longer have facuif
from the 1996-97 school year, their T&E revenue will be gone,

$25.1 mitlion in FY 03, $18.8 million in FY 04, $ 10.5 million in
$14.2 million in FY 05. $ 3.0 millioninFY §

General Education Programs
Transition Revenue

New Program for FY 2004. Used to help create 52
during the 2003 budget cutting session.

districts,

Revenue equal to the difference between 8 district®s 2003-0%
revenue per pupll and the lesser of -
() The district’s 2003-04 revenue had no law changes been
the 2003 legislatore, or
(b) the district’s 2002-03 revenue,

Beginning in FY 2005, this revenue is 2 mix of aid and levy.

The revenue program expires after FY 2008, but districts may
convert the revenue to their referendum prior to election day 2007.

FYO05 Revenue = $30.8 million; Ald = $12.7 million; Levy = 18.1 mllllonl

Operating Referendum
M.S.126C.17

Approved by school district voters to provide districts with
additional operating revenue,

put in place (1994), These districts have & different cap
calculation. Sparsity districts may also exceed the cap w
limit, .

Mix: Depending on 8 district’s property wealth, some of the revel
i the form of 2 property taxlevy some from state aid. The high
district’s property wealth, the more referendum revenue will be
levy. This process Is called “equalization”,

Difference: Referendum revenue is determined based on a RESIDE]
count. The AID portion of the revenue Is portable with a student to tH
school in which the student recelves an education.

“Simple Formula™ Referendum Revenue = Referendum Allowance * R
In FY 2005 $123.2 million in Ald
$381.1 milion in Levy
§504.3 milllon in Revenue

10



Operating Referendum

Equalization: The first $405 per RMCPU of approved referendum revenue Is
equalized at $476,000. The next $451 (§856-405) per RMPCU of referendum
revenue is equalized at $270,000,

Ap Exception: School districts that qualify for spaigty revenue qualify for
equalization on all referendum revenue,

The Process (an example):

ey A school district with:

! :
o ® 2,000 Resident Marginal Cost Pupi
w,o o
— 250,000,000 Referendum Market Value

aresesees BSKS VOtETs to spprovea  §550 per pupll referendu

....... and if the voters approve, we know..,

The REVENUE will be; * = $1,100,000

Operating Referendum

The Process (continued)
2,000  Resident Marginal Cost Pupil Units Ref Market Value Per

250,000,600 Referendum Market Value Pupil:
550  Referendum Allowance ’

= 125,000

The First Tier; 405* = 810,000
The Second Tier: - = 145 290,000
First Tier Levy: B ¢ 1 476,000) = 212,710
Second Tier Levy: *( 1 270,000 ) = 134,259
Total Levy: +
Total Ald: 1,100,000 -
Levy/Ald Split Percent; 31.5% 68.5%

Contingent Shift Buy-Back |

e 2002 & 2003 Legislature shifted school aidnayments from 90/10 to
80/20 and adjusted the recognition of certain Pegerty tax payments

® These shifis delayed school payments by $890 miflen and created
one-time savings. >

© 2004 forecast bill (Laws 2004, Ch, 272, Art, 3, Sect. 1)
structure to pay these shifts back automatically,

o Shifts will be paid back when the Commissioner of Finance
“determines that there will be a positive unrestricted budgeta
general fund balance at the close of the biennium,” .

e First payback of the payment shift occurred based on the Nov.” §
forecast where $118 million was available to buy back the shifi. (¢
that amount the

e Dollars began flowing to school districts on the December 2004
school payment

11



Contingent Shift Buy-Back

2002 & 2003 Legislature shifted school aid payments from 90/10 to 80/20
and adjusted the recognition of certain property tax payments, .

These shifts delayed school payments by $8%
time savings,

Qmillion and created one-

o 2004 forecast bill (Laws 2004, Ch, 272, Art. 3, Sect.
structure to pay these shifts back aulomaﬂcaily.

Shifts will be lImid back when the Commissioner of Finant -
that there will be a rosmve unrestricted budgetary genera
at the close of the biennium.”

o First pa{back of the payment shift occurred based on the Nov.!
where $118 million was available to buy back the shift. Of that
the Dept of Finance allocated $115.4 million for shift buyback.

e Dollars began flowing to school districts on the December 2004 sci
payment — establishing an 81.9%/18.1% payment schedule.

Reserve Revenues and Penalties

e Learning and Development Resgnue
e Reserved Revenue for Staff DeveRg

e Operating Capital Revenue for
Telecommunications Access

¢ Contract Settlement Deadline Penalty

Leamning and Development Revenue
M.S. 126C.12

Requires districts to reserve part of 1igeneral

This amounts to about $160
million reserved statewide
in FY2005

12



Reserved Revenue for Staff Development
MS. 122A.61

Requires districts to reserve two perceg

of the basic

staff development

Districts may opt out of this
requirement if the school
board and the majority of
the teachers agree to do so,
or if the district is in
statutory operating debt

Contract Settlement Deadline Penalty
M. 125A.75, Subd. 3

Reduces state aid to districts by
$25 per pupil in the first year
of a biennium if a district and
its teachers’ union fail to reach
a collective bargaining
agreement by January 15 of the
year following the expiration
of the teachers contract

This penalty was set aside for the
last bargaining cycle (2001-02
& 2002-03 school years)
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Special Education Budget

Special Education Programs
Based on November 2004 Foregast

Program FY 2005

Special Ed..Revenue $529.5
Excess Cost Aid 92.8
Cross Subsidy Aid 11.0
Transition-Disabled Rev, 8.8
Children w/Disability 2.8
Home-Based Travel 2
Other Special Education 4
Total 645.5

Special Education Revenue
M.S. 125A.75 - 125A.76
Provides state aid to districts for:

@ 68% of salaries for special education%ggchers and
other essential personnel :

© 52% of contracted costs above the general <
formula

@ 47% of supplies and equipment, max $47 per p

Formula has a two year lag adjusted for enroliment
growth :

State total amount of revenue is capped and is pro-
rated to districts

Excess Cost Aid
M.S. 125A.79

Provides additional state aid to distPhefs when their
unreimbursed special education costRgxceed 4.36%
of the district’s general education revent(@

State total amount of revenue is also capped an§
pro-rated to districts

14



Transition-Disabled Revenue

M.S. 124D.454

Provides additional state aid to districts TR
technical programs for students with dis#i_

Formula works similar to regular special educati
revenue. The state total amount is also capped afg
may be pro-rated to districts.

Special Pupil Aid
M.S. 125A.75, Subd. 3

Districts are reimbursed for special edu@gion costs for
students who do not have a resident disti_%
parent or guardian live outside of the state,
resident of a state correctional facility

Home-Based Travel Aid
M.S. 125A.75, Subd, 1 ’




Other Special Education Programs

@ Litigation Costs for Special Ed .
e Court-Placed Special Education

@ Out of State Tuition for Special Edug
Students '

Capital & Facility Programs

e Health & Safety Revenue

& Debt Service Revenue

e Alternative Facilities
Bonding Aid

@ Other Capital Levies

Capital & Facilities Budget

Capital & Facilities Programs

Based on November 2004 Forecast
Program FY 2005
Health & Safety Aid $2.0
Debt Service Equalization 312
Alternative Facilities Aid 193

Total 528

16



Health & Safety Revenue

M.S. 123B.57

An equalized (state aid & local levy)
program for districts with building
problems related to health & safety

Districts must submit an application to
the Department of Education and
only approved projects are eligible
for revenue

New limitations in 2004: B&S projects may no longer exceed
§500,000 in overall cost per site. Expenses over this limit must
utilize the Alternative Bonding Program. 2004 program also
substantially limited the type of H&S-eligible projects.

Debt Service Revenue
M.S. 123B.57

Used to finance the construction of g
school buildings and other capital
improvements through the sale of
bonds which are mostly repaid with
local levy revenue

Debt Service Equalization Aid is the
state portion of district debt service
+ revenue, and is based on the property
wealth of the school district

Alternative Facilities Bonding

MS. 123B.59
Certain large school districts that have older bukg

space qualify for this “alternative” to the health
safety program.

NEW in 2004: Other non-large districts may utilize this
program for H&S eligible programs in excess of
$500,000 per site.

Allows these districts to issue bonds for health and
safety improvements and deferred maintenance
projects without voter approval

The levy used to repay the bonds is eligible for
equalization




Other Capital Levies

e Down Payment Levy
e Maximum Effort School Aid
e Disabled Access & Fire Safety Le
e Leased Facilities Levy

E-12 Budget Reductions in 2003

Final Bill from 2003 Session

FY 2004-05 FY 2006-07.
Type of Ed. Finance Dollars  Percent Dollars  Perc
Reduction @00 of § 900
Accounting Shifts $4369  70.3%

Conversion of State Aid $21.7 3.5%
to Property Taxes

Elimination of Statutory §79.8 12.8%
Growth Factors

Programmatic Reductions ~ $83.5  134%
Total $621.9  100.0%

ent

8%

‘Where to Get More Information

Senate Office of Fiscal Policy Analysis
http://www .senate, leg.state.mn.us/depa pis/fiscalpol/

Senate Counsel & Research )
http://www.senate.leg.state.mn.us/departments/s

Department of Education; Division of Program Financi
http://education.state.mn.us

Legislative Reference Library, K-12 Education Links to
World
http:/Awww leg.state.mn.us/lrVlinks/educat.asp

Department of Finance, Budget Information
http://www.budget.state.mn.us
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Where to Get More Information

Continued...

“Financing Education in Minnesota” is plli
annually by the Minnesota House of .
Representatives Fiscal Analyst Department

http://www.house. leg.state.mn,us/fiscal/files/04fine

“Minnesota School Finance: A Guide for Legislatd
is published by the Minnesota House of
Representatives Research Department

http://www house.leg.state.mn.us/hrd/pubs/mnschfin.pdf

Minnesota Senate E-12 Education Staff

Nonpartisan Staff

Vacant,
Research Anpalyst
651/296-7680

Eric Nauman,
Fiscal Analyst
651/296-5539

Anp Marie Butler,
Counsel (K-12)
651/296-5301

Caucus Staff

651/296-708%

Jerl Wenzel, N
Committee Legis. Asstige
651/296-8660

Danns Elling,
Majority Research
651/296-7089

Ed Cook,
Republican Research
651/296-0129
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E-12 FY 2004-2005 Budget
Appropriation Tracking -- SF XXX

Senate OFPA
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2005 Session
November November November November November November November November November
Line . Forecast Forecast Forecast Forecast Forecast Forecast Forecast Forecast Forecast
Program FY 2004 FY 2005 FY 2004-05 FY 2006 FY 2007 FY 2006-0 FY 2008 FY 2009 FY 2008-09
Formula Allowance 4601 4601 4601 4601 4601 4601
Base Increase ’
$ increase 0 0 0 0 0 0
% increase 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
1|GENERAL EDUCATION PROGRAM
2|General Education (includes perm. school fund) 4,729,380 5,159,541 9,888,921 5,001,089 4,971,905 9,972,994 4,909,391 4,847,461 9,756,852
3|Advance Final Payment 0 0 0 0o 0 0 0 0 0
41General Education Program Subtotal 4,729,380 5,159,541 9,888,921 5,001,089 4,971,905 9,972,994 4,909,391 4,847,461 9,756,852
5
6/OTHER GENERAL EDUCATION PROGRAMS
7|Tax Base Replacement Aid 7,790 8,798 16,588 8,704 8,704 17,408 8,704 8,704 17,408
8|Enrollment Options Transportation 45 55 100 55 55 110 55 55 110
9|Abatement Aid 2,436 1,469 3,905 1,356 1,401 2,757 1,377 1,425 2,802
10{Consolidation Transition Revenue 35 0 35 0 246 246 177 27 204
11|Declining Pupil Aid; ISD #2190, Yellow Medicine East 78 39 117 0 0 0 0 0 0
12| Declining Pupil Aid, ISD #241, Albert Lea 225 150 375 | 75 0 75 0 0 0
13| Declining Pupil Aid, ISD #2711, Mesabi East 150 100 250 50 0 50 0 0 0
15|0One Room School House, ISD 690, Warroad 50 50 100 50 50 100 50 50 100
14 |Declining Pupil Aid, ISD #682, Roseau 30 20 50 10 0 10 0 0 0
16| Nonpublic Pupi! Aid 13,335 15,222 28,557 15,707 16,557 32,264 17,483 18,305 35,788
17 |Nonpublic Pupil Transportation 19,955 21,265 41,220 21,698 22,415 44,113 23,278 24,216 47,494
18|Other General Education Programs Subtotal 44,129 47,168 91,297 47,705 49,428 97,133 51,124 52,782 103,906 |
19
20|GENERAL EDUCATION 4,773,509 5,206,709 9,980,218 5,048,794 5,021,333 10,070,127 4,960,515 4,900,243 9,860,758
21
22|EDUCATION EXCELLENCE
23| Charter School Building Lease Aid 16,603 21,179 37,782 25,401 30,791 56,192 36,730 43,197 79,927
24| Charter School Start-Up 791 156 947 1,353 3,141 4,494 3,470 3,470 6,940
25{Charter School Integration Aid 7 0 7 0 0 0 0 0 0
26| Integration Aid 55,396 56,309 111,705 57,513 57,245 114,758 55,992 54,675 110,667
27 {Magnet School and Program Grants 473 750 1,223 750 750 1,500 750 750 1,500
28|Magnet School Start-Up Aid 37 0 37 0 221 221 313 58 371
29| Interdistrict Desegregation Transportation 4,200 6,159 10,359 7,714 9,851 17,565 10,582 11,197 21,779
30|Success for the Future 2,061 2,178 4,239 2,137 2,137 4,274 2,137 2,137 4,274
31}|American Indian Scholarships 1,856 1,875 3,731 1,875 1,875 3,750 1,875 1,875 3,750
32]Indian Teacher Preparation Grants 189 190 379 190 190 380 190 190 380
33| Tribal Contract Schools 1,409 1,977 3,386 2,133 2,279 4,412 2,433 2,603 5,036
34|Early Childhood Programs at Tribal Schools 68 68 136 68 68 136 68 68 136
35|Statewide Testing/Grad Standards Support 8,967 9,214 18,181 9,000 9,000 18,000 9,000 9,000 18,000
36 |Best Practices Seminars 812 1,000 1,812 1,000 1,000 2,000 1,000 1,000 2,000
37|Altemnative Compensation 3,700 3,700 7,400 3,700 3,700 7,400 3,700 3,700 7,400
38|Adv. Placement/Int'| Baccalaureate Prog. 462 1,094 1,556 778 778 1,556 778 778 1,556
1/10/2005, 4:07 PM Page #1 of 4
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Senate OFPA

) : ELNauman
E-12 FY 2004-2005 Budget
Appropriation Tracking — SF XXX
2005 Session
November November November November November November November November November
Line Forecast Forecast Forecast Forecast Forecast Forecast Forecast Forecast Forecast
FY 2 FY 2005 FY 2004-05 FY 2006 007 FY 2006-07 FY 2008 FY 2009 FY 2008-09 _
39|First Grade Preparedness 7,250 7,250 14,500 7,250 7,250 14,500 7,250 7,250 14,500
40}Online Learning 662 1,250 1,912 1,250 1,250 2,500 1,250 1,250 2,500
41| Collaborative Urban Educator 528 528 1,056 528 528 1,056 528 528 1,056
421Youthworks Program 900 900 1,800 900 900 1,800 900 900 1,800
43{MN Foundation for Student Organizations 605 640 1,245 625 625 1,250 625 625 1,250
44|Education Excellence Subtotal 106,976 116,417 223,393 124,165 133,579 257,744 139,571 145,251 284,822
45
46|SPECIAL PROGRAMS
47|Special Education - Regular 513,469 539,514 1,052,983 528,102 526,509 1,054,611 524,846 522,691 1,047,537
48|Cross Subsidy Aid 5,000 11,000 16,000 0 0 0 0 0 0
49|Special Education — Children with Disabilities 2,310 2,851 5,161 3,351 3,942 7,293 4,390 4,886 9,276
50| Travel for Home-Based Services 173 182 355 186 192 378 201 208 409
51|Special Education - Excess Cost 92,605 94,024 186,629 91,786 91,440 183,226 91,170 90,846 182,016
52|Litigation Costs for Special Education 201 110 311 17 17 34 17 17 34
53| Transition Programs—Students with Disabilities 8,593 8,963 17,556 8,774 8,748 17,522 8,721 8,686 17,407
54{Court Placed Special Education Revenue 39 61 100 65 70 135 72 74 146
55{0ut of State Special Education Tuition 536 250 786 250 250 500 250 250 500
56|Special Programs Subtotal 622,926 656,955 1,279,881 632,531 631,168 1,263,699 629,667 627,658 1,257,325
57
58|EDUCATION REFORM, FACILITIES AND TECHNOLOLGY .
59|Health & Safety Aid 5,356 2,066 7,422 818 577 1,395 468 409 877
60| Debt Service Equalization 35,598 31,784 67,382 25,882 22,452 48,334 20,489 17,889 38,378
61|Alternative Facilities Bonding Aid 18,708 19,654 38,362 19,287 19,287 38,574 19,287 19,287 38,574
62]Facilities and Technology Subtotal 59,662 53,504 113,166 45,987 42,316 88,303 40,244 37,585 77,829
63
64| NUTRITION PROGRAMS
65]School Lunch and Food Storage Program 7,607 7,700 15,307 7,765 7,880 15,645 8,000 8,120 16,120
66| School Breakfast Aid 4,493 4,570 9,063 4,655 4,745 9,400 4,820 4,900 9,720
67|Fast Break to Leaming 661 0 661 0 0 0 0 0 0
68|Summer Food Service Replacement Aid 150 150 300 150 150 300 150 150 300
69 |Nutrition Programs Subtotal 12,911 12,420 25,331 12,570 12,775 25,345 12,970 13,170 26,140
70
71|LIBRARIES
72|Basic Support Grants for Libraries 8,312 8,733 17,045 8,570 8,570 17,140 8,570 8,570 17,140
75| Multicounty, Multitype Library Systems 876 920 1,796 903 903 1,806 903 903 1,806
74|Electronic Libarary . 400 400 800 400 400 800 400 400 800
73|Regional Library Telecommunications Aid 960 1,223 2,183 1,200 1,200 2,400 1,200 1,200 2,400
76lLibraries Subtotal 10,548 11,276 21,824 11,073 11,073 22,146 11,073 11,073 22,146
77
78|Discontinued Programs 0 0 0 0 0 0 1] 0 0
79 :
80| General Education Total 4,773,509 5,206,709 9,980,218 5,048,794 5,021,333 10,070,127 4,960,515 4,900,243 9,860,758
81|Categorical Totals 813,023 850,572 1,663,595 826,326 830,911 1,657,237 833,525 834,737 1,668,262
- 82|SUBTOTAL: EDUCATION FINANCE 5,586,532 6,057,281 11,643,813 " 5,875,120 5,852,244 11,727,364 5,794,040 5,734,980 11,529,020
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Line Forecast Forecast Forecast Forecast Forecast Forecast Forecast Forecast Forecast
FY 2004 FY 2005 FY 2004-05 FY 2006 FY 2007 FY 2006-07 FY 2008 FY 2009 FY 2008-09
83
84|FAMILY & EARLY CHILDHOOD EDUCATION
85
86|CHILDREN & FAMILY SUPPORT SERVICES o
87{School Readiness 9,536 9,394 18,930 9,057 9,088 18,145 9,095 9,095 18,190
88|Early Childhood Family Education Aid " 19,079 13,689 32,768 12,187 12,558 24,745 12,919 13,272 26,191
89|Health & Developmental Screening Aid 2,581 2,712 5,293 2,661 2,661 5,322 2,661 2,661 5,322
90|Head Start Program 16,406 17,100 33,506 17,100 17,100 '34,200 17,100 17,100 34,200
91|Children & Family Support Services Subtotal 47,602 42,895 90,497 41,005 41,407 82,412 41,775 42,128 83,903
92
93|PREVENTION
94| Community Education 5,351 3,178 8,529 1,958 1,250 3,208 1,133 1,146 2,279
95| Adults with Disabilities Program Aid 688 724 1,412 710 710 1,420 710 710 1,420
96| Hearing Impaired Adults 70 70 140 70 70 140 70 70 140
97|School Age Care Aid 40 28 68 15 5 20 1 0 1
98|Prevention Subtotal 6,149 4,000 10,149 2,753 2,035 4,788 1,914 1,926 3,840
99
400|{SELF-SUFFICIENCY & LIFELONG LEARNING
101|Adult Basic Education Aid 33,005 36,571 69,576 36,387 36,418 72,805 36,440 36,458 72,898
102]|ABE Transition Aid 1,698 424 2,122 o 0 0 0 0 0
103{Adult Graduation Aid 405 0 405 0 0 0 0 0 0
104{GED Tests 125 125 250 125 125 250 125 - 125 250
105|Lead Abatement . 100 100 200 100 100 200 100 100 200
106 jAdult Basic Education Audits 23 0 23 0 0 0 0 0 0
107|Self-Sufficiency & Lifelong Learning Subtotal 35,356 37,220 72,576 36,612 36,643 © 73,255 36,665 36,683 73,348
108
109|Discontinued Programs 0 0 0 0 0 0 0 0 0
110
111|SUBTOTAL: FAMILY AND EARLY CHILDHOOD EDUC. 89,107 84,115 173,222 80,370 80,085 160,455 80,354 80,737 161,091
112
113|STATE AGENCY BUDGETS
114
115|DEPARTMENT OF EDUCATION
116| Base Education Agency Budget 20,806 23,652 44,458 21,881 21,881 43,762 21,881 21,881 43,762
117| Salary & Benefit Base Adjustment 0 0 0 0 0 0 0 0 0
118] Board of Teaching 503 725 1,228 621 621 1,242 621 621 1,242
119{ Board of Administrators 129 196 325 165 165 330 165 165 330
120 MN Children's Museum 260 260 520 260 260 520 260 260 520
121] Minnesota Academy of Science 41 41 82 41 41 82 41 41 82
122| Minnesota's Washington DC Office (Transfer Out) 29 29 58 29 29 58 29 29 58
123| General Operating Budget Reduction 0 0 0 0 0 0 0 0 0
124|Education Subtotal 21,768 24,903 46,671 22,997 22,997 45,994 22,997 22,997 45,994
125
126|PERPICH CENTER FOR ARTS EDUCATION
127| Base Center for Arts Education Budget 6,756 7,099 13,855 6,423 6,423 12,846 6,423 6,423 | 12,846
128 Salary & Benefit Base Adjustment 0 0 0 0 0 0 0 0 . 0
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Line Forecast Forecast Forecast Forecast Forecast Forecast Forecast Forecast Forecast
FY FY FY 2009 | FY 2008

T129]  General Operating Budget Reduction 0 0 0 0 0 0 0 0 0
130{Perpich Center for Arts Education Subtotal 6,756 7,099 13,855 6,423 6,423 12,846 6,423 6,423 12,846
131
132|FARIBAULT ACADEMIES FOR THE DEAF & BLIND
133{ Academy Operations 10,131 10,730 20,861 10,466 10,466 20,932 10,466 10,466 20,932
134| Salary & Benefit Base Adjustment 0 0 0 0 0 0 0 0 0
135 General Operating Budget Reduction . 0 . 0 0 0 0 0 0 0 0
136|Faribault Academies Subtotal 10,131 10,730 20,861 10,466 10,466 20,932 10,466 10,466 20,932
137 : ’
138|SUBTOTAL: AGENCY OPERATIONS 38,655 42,732 81,387 39,886 39,886 79,772 39,886 39,886 79,772
139 .
140|SUBTOTAL: EDUCATION FINANCE 5,586,532 6,057,281 11,643,813 5,875,120 5,852,244 11,727,364 5,794,040 5,734,980 11,529,020
141
143
144| TOTAL GENERAL FUND, E-12 APPROPRIATIONS 5,714,294 6,184,128 11,898,422 5,995,376 5,972,215 11,967,591 5,914,280 5,855,603 11,769,883
145 : A
146 | Payment Shifts Not Included in Appropriations
147 |Property Tax Aids and Credits 0 4,062 4,062 0 0 0 0 0 0
148
149|Revenue Changes
150 0 0 0
151|SUBTOTAL: REVENUE CHANGES 0 0 0 0 0 0 0 0 0
152 )
153|GENERAL FUND TOTAL 5,714,294 6,188,190 11,902,484 5,995,376 5,972,215 11,967,591 5,914,280 5,855,603 11,769,883
154 )
155

163
164!TOTAL GENERAL FUND LESS SHIFTS 5,714,294 6,070,290 11,784,584 5,995,958 5,973,123 11,969,081 5,915,195 5,856,588 11,771,783 ‘
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Highlights

Budget Outlook for FY 2006-07 Worsens by $302 Million, Projected Budget
Shortfall Now $700 Million '

Despite increases in forecast revenues in both the current biennium and the next,
the forecast budget shortfall for FY 2006-07 has increased from $398 million to
$700 million. Current law spending in FY 2006-07 is now expected to total
$30.177 billion, $556 million more than end-of-session estimates. This increase
is driven largely by human services increases and enrollment adjustments for
post-secondary education systems. Projected revenues are $254 million higher.

The revenue and spending changes combine to increase the projected budget
shortfall for FY 2006-07 to $700 million.

$495 Million Balance Projected for FY 2004-05

Revenues in FY 2004-05 are now expected to total $29.042 billion, $455 million
more than end-of-session estimates. When combined with a $34 million decrease
in expenditures and a $6 million forecast reduction in the budget reserve, an
ending balance of $495 million is forecast.

Cash Flow Account and Budget Reserve Restored to 2001 Levels

The $495 million FY 2004-05 forecast balance does not reduce the projected
2006-07 shortfall. Under current law it must be used to restore the cash flow
account to $350 million, rebuild the state’s budget reserve to $653 million, and

buy back a portion of the school aid payment shifts used to balance recent
budgets.

Expenditure Growth Exceeds Revenue Growth in 2006-07 Biennium

Current law spending in FY 2006-07 increases by 7.6 percent. Health and
human services spending grows by 20 percent, accounting for two-thirds of the
total spending increase. Total revenues are projected to increase 2.8 percent
even though tax revenues grow by 7.9 percent. Much of the difference in
revenue growth is explained by the one-time transfers from other funds used to
balance the current budget.

400 CENTENNIAL BUILDING, 658 CEDAR STREET, ST. PAUL, MINNESOTA 55155 (651)296-5900
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Budget Summary
$700 Million Budget Shortfall Projected for FY 2006-07

Minnesota’s budget outlook for the 2006-07 biennium has deteriorated by $302 million. -
The general fund revenue forecast is up $254 million from end-of-session estimates, but
projected state expenditures are up by $556 million from earlier projections. When the net
forecast reduction of $302 million is combined with the $398 million shortfall projected in-

end-of-session budget planning estimates, Minnesota faces a $700 million budget shortfall -
in the 2006-07 biennium.

FY 2006-07 General Fund Forecast

($ in Millions)
Revenues $29,477
Expenditures $30.177

Balance (Shortfall) ($700)

This is the first actual forecast of revenues and expenditures for the 2006-07 biennium. It
establishes the specific current law context for budget development decisions for the next
biennium. Since no enacted budget is currently in place, expenditure projections assume
the extension of current programs, adjusted only for projected changes in caseload and
enrollment. The expenditure projections do not include a general adjustment for inflation.”
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FY2004-05 Surplus Restores Cash Flow and Budget Reserves, Buys Down School Shift

A $495 million surplus is now projected for the current biennium. General fund revenues
are forecast to total $29.042 billion, up $455 million from end-of-session estimates. State
spending is projected to be $27.921 billion, down $34 million from end-of-session
estimates. When combined with a $6 million reduction in the budget reserve caused by loss

of an expected transfer from the assigned risk plan surplus, the balance projected for the
current biennium totals $495 million. '

More than 80 percent of the additional FY 2004-05 revenue comes from the individual
income tax. A projected increase in health and human services spending is more than offset
by savings elsewhere in the budget. ‘

FY 2004-05 Forecast
($ in Millions)

End of November - Forecast | Statutory
Session Forecast Change Allocation |
Beginning Balance $369 $369 $0
Revenues 28,218 28,673 455
Expenditures 27,955 27,921 (34) 118
Cash Flow Account 0 0 0 350
Budget Reserve 631 625 (6) 217
Balance $1 $495 = $495 $495

. Under current law any forecast balance in the 2004-05 biennium must first be used to
restore the state’s reserve funds to their 2001 levels. Then, any remaining funds are
directed to reversing school payment shifts enacted in 2002 and 2003 as part of the
solutions to prior state budget shortfalls. These funds are specifically set aside in current

law, they do not carry forward as an available balance to reduce any shortfall projected for
the 2006-07 biennium.

The forecast $495 million balance for FY 2004-05 is allocated as follows:
® $350 million to restore the state’s cash flow account

e  $27 million to restore the state’s budget reserve to $653 million
e  $118 million to reverse a portion of the school aid shifts
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Disparity in Revenue and Expenditure Growth Explains FY 2006-07 Budget Problem

. Revenues for FY 2006-07 are forecast to increase $805 million, or 2.8 percent over levels in
the current biennium. Current law spending is projected to increase by $2.139 billion, or
7.6 percent. This mismatch between revenue and spending growth highlights Minnesota’s
budget challenge. '

Biennial Comparison

($ in Millions)
$ % '
FY 2004-05 FY 2006-07 Change Change
Revenues
Taxes 25,627 27,658 2,031 7.9
Non-Tax Revenues 1,466 1,406 (60) 4.1
Other 1,580 414 (1.166) (73.8)
Total Revenues $28,673 $29,478 $805 2.8
Spending ‘
E-12 Education $11,902 $11,969 $67 0.6
Health & Human Services 7,245 8,684 1,439 19.9
All Other 8.892 9,524 632 7.1
Total Spending $28,039 $30,177 $2,139 7.6

Tax revenues for FY 2006-07 are forecast to grow by 7.9 percent to $27.658 billion. Nearly
three quarters of that growth is in state income tax receipts, which increase by 13.5 percent.

Non-tax revenues including fees, charges, lottery and other receipts are expected to decline
slightly under current law. Transfers from other funds decline by over $1.1 billion from the
current biennium, reflecting one-time transfers of over $1 billion in revenues from the
tobacco funds and other funds.

Two-thirds ($1.4 billion) of projected spending growth in FY 2006-07 occurs in the health
and human services area. Spending for the state’s largest budget component, E-12
education, is almost unchanged as the per pupil unit formula remains constant and
enrollments continue to decline. Spending for all other areas including higher education,
local aids, and criminal justice increases by 7.1 percent.
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2004 Was a Very Good Year for the U.S. Economy

Economic forecasters had been looking for 2004 to be a very good year, and to this point
they have not been disappointed. Although real GDP growth is unlikely to reach the lofty
levels some envisioned at the start of the year, the U.S. economy has performed well and
the current consensus forecast of 4.4 percent real growth is similar to growth rates seen in
the good years of the late 1990°s. While higher oil prices and higher interest rates, and
some concerns over global growth and international trade have signaled most forecasters to
trim back expectations for 2005 and beyond, nearly all forecasters still call for the real
economy to grow at annual rates in excess of 3 percent through the end of fiscal 2007. In
the absence of a sizeable unexpected shock to consumer confidence, an extended period of
sub-par growth appears unlikely, and a recession highly improbable.

Employment remains the chief concern. Forecasters welcomed results from October’s
payroll employment survey since it provided tangible evidence that the U.S. economy had
regained its ability to produce the jobs needed to keep up with the natural growth of the
work force.

November’s baseline forecast from Global Insight Inc. (GII), Minnesota’s national
economic consultant, is very similar to the consensus forecast for 2005, 2006 and 2007. GII'
expects 2004’s real GDP growth rate of 4.4 percent to be followed by real growth rates of
3.2 percent in 2005, and then 3.0 percent in 2006 and 3.1 percent in 2007. These growth
rates are more than 0.5 percentage points below February’s projected real growth rates of
3.8 percent, 3.6 percent, and 3.7 percent.

Global Insight Expects Strong Real GDP
Growth to Continue through 2007
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GII assigns a 60 percent probability to their baseline forecast. A slightly more optimistic
scenario in which oil prices are lower and productivity higher is assigned a 20 percent
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probability as is a more pessimistic scenario. In the pessimistic scenario higher oil prices
and higher inflation cause the Federal Reserve to tighten beyond levels assumed in the
baseline forecast. The economy “does not sink into recession...but merely fails to come as
_close to its potential as in the baseline,” growing by just 2.1 percent in 2006.

Job Growth in Minnesota Again Appears to Be Lagging Behind That in the U.S.

Minnesota’s economy appears to be performing as forecast. Unfortunately, strong
employment growth in Minnesota was not in the forecast. Through the end of the third
quarter of calendar 2004 wage growth and employment growth in Minnesota were identical
to the forecast. U.S. employment and wages have grown faster than forecast and faster than
Minnesota. Nationally, total wage and salary income is now expected to grow by 4.5
percent in calendar 2004. The current forecast for Minnesota wage growth calls for 4.1
percent growth, the same as projected in February.

Employment has grown in Minnesota during 2004. Thus far this year we have added
24,000 jobs. In calendar 2003 Minnesota payroll employment increased by only 8,600.
Minnesota’s unemployment rate of 4.3 percent continues well below the national average,
but through October U.S. employment grew by 1.4 percent in 2004, while Minnesota
employment has grown by 0.9 percent.

Manufacturing employment in Minnesota continues to grow slowly from its August, 2003
low point. At that time state manufacturing employment was down 55,000 from its pre-
recession high. In October manufacturing employment was up by 9,400 jobs from its
August 2003 low, but still more than 46,000 jobs below its peak level.

Employment Growth in Minnesota Has Fallen
Index Behind the US Average in 2004
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State Revenue Outlook for Current Biennium Improves by $455 Million

Minnesota’s general fund revenues are now forecast to total $28.673 billion, $455 million
(1.6 percent) more than end-of-session estimates. The forecast for non-dedicated revenues
grew by $406 million or 1.5 percent. More than 46 percent of the positive revenue variance
occurred in fiscal 2004 when receipts were $210 million more than forecast.

Current forecasts for the individual income tax and the corporate income tax exceed end-of-
session estimates. The sales tax, the motor vehicles sales tax, and the statewide property tax
are projected to fall short of earlier projections by modest amounts. The forecasts for other
tax and non-tax revenues also exceed earlier projections due to higher expected receipts
from the insurance gross premium tax and mortgage and deed taxes. Growth in the
individual income tax was the source of more than 80 percent of the additional revenue.

2004-05 General Fund Revenues

(8 in Millions)
‘End of November $ %
Session Forecast Change - Change
Revenues
Income tax $11,456 $11,819 $362 - 32
Sales Tax 8,314 8,300 (13) (0.2)
Corporate Income 1,386 1,393 7 0.5
Motor Vehicle 571 540 31 (5.5)
Statewide Property 1,221 1,217 (4) - (04)
Major Taxes 22,948 23,269 321 1.4
Other Non-Dedicated 3,739 3.824 _85 2.6
Non-Dedicated Revenues 26,687 27,093 406 1.5
Transfers, Other 1.531 1.580 _49 .32
Total $28,218 $28,673 $455 . 1.6
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FY 2006-07 Revenues Up $254 Million from End-of-Session Planning Estimates -

. State revenues in the 2006-07 biennium are forecast to be $29.477 billion, a $254 million
increase (0.9 percent) over end-of-session estimates. An improved outlook for the

- individual income tax receipts more than offsets lower forecasts for the sales tax, the '
corporate income tax and the motor vehicle sales tax. An increase in projected receipts from
other taxes and non-tax receipts provides a further boost to projected revenues in the
coming biennium. The forecast for individual income tax receipts was $280 million more
than end-of-session estimates. ’

FY 2006-07 Revenue Forecast

($ in Millions)
End-of November $ %
Session Forecast Change Change
Revenues
Income tax : - $13,132 $13,412 $280 2.1
Sales Tax : 8,770 8,733 37 0.4)
Corporate Income 1,522 1,380 (142) 9.9
Motor Vehicle 594 550 (44) (7.3)
Statewide Property 1.269 1,289 _20 _1.6
Major Taxes 25,287 - 25,364 77 1.4
Other Non-Dedicated 3.582 - 3,699 117 33
Non-Dedicated Revenues 28,869 29,063 194 0.7
Transfers, Other 354 414 _60 17.0
Total $29,223 $29,477 $254 9
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Revenues Expected to Grow 2.8 Percent in 2006-07 Biennium
Total revenues for the 2006-07 biennium are projected to grow by 2.8 percent over 2004-05
biennium receipts. Non-tax revenues decline by 4.1 percent, while other revenues and

transfers fall by 74 percent from FY 2004-05 levels. Tax revenues grow by 7.9 percent.

2006-07 General Fund Revenue Growth

($ in Millions)
FY 2004-05 FY 2006-07 $ Change ~ % Change
Revenues , . '
Income tax $11,819 $13,412 $1,592 13.5
Sales Tax ' 8,300 8,733 433 5.3
Corporate Income 1,393 1,380 (14) - (1.0)
Motor Vehicle 540 550 10 1.9
Statewide Property 1,217 1,289 ' 72 59
Other Taxes 2.358" 2.294 (63) 2.7
Taxes - 25,627 27,658 2,031 79
Non-Tax Revenues 1,466 1,406 (60) 4.1
Other, Transfers 1,580 414 (1.166) 73.8
Total Revenues $28,673 $29,477 $805 , 2.8

The large discrepancy between the growth rate for tax revenues and that shown for total
revenues is explained by the use of one-time transfers to balance the 2004-05 budget.
Transfers in FY 2004-05 included a $1.031 billion one-time transfer of tobacco funds.

Individual income tax revenues show the most growth in the 2006-07 biennium, up $1.592
billion (13.5 percent) from 2004-05 levels. The modest growth in net sales tax revenues is
partially attributable to expiration of supplemental sales taxes on liquor and rental cars in
2006. Other tax revenues fall primarily due to lower mortgage and deed tax receipts.
Higher interest rates bring the home mortgage refinancing boom to an end, leaving a
projected decline of $136 million in mortgage tax receipts.
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FY 2004-05 Spending Down $34 Million from Prior Estimates

General fund spending for the current biennium is forecast to be $27.921 billion, down $34
million from end-of-session estimates after adjusting for the Governor’s execunve actions
to eliminate the $160 million shortfall forecast in February.

A $39 million projected increase in health and human services spending is driven largely by
higher caseloads and higher average costs in health care programs. E-12 education spending
increased $25 million due primarily to slightly higher pupil unit estimates.

All other changes provide a net $98 million reduction from previous forecasts. Debt service
payments are down $36 million reflecting savings from recent bond sales, and estimated
program cancellations of $39 million now expected in the higher education financial aid
and tuition reciprocity programs account for most of the change.

FY 2004-05 Expenditure Forecast

($ in Millions)

End of November $ %

Session Forecast Change  Change
E-12 Education $11,759 $11,784 $25 0.2
Higher Education 2,561 2,542 (19) 0.7
Property Tax Aids & Credits . 2,778 2,808 30 1.1
Health & Human Services 7,206 7,245 39 0.5
Criminal Justice 1,440 1,437 3) (0.2)
Debt Service 625 589 (36) (5.8)
All Other 1,586 1.516 (70). (4.4)

Total Spending $27955  §27.921 $34) (01

The education finance spending estimates shown above are before the $118 million in
additional spending required to buy back a portion of the school aid payment shift. The
shift buy back increases E-12 education spending in 2004-05 by $118 million. The revised
total for E-12 education, $11.902 billion, is used in comparative tables throughout the
remainder of thls forecast document.

10
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FY 2006-07 Expenditure Forecast Increases by $556 Million

‘Expenditures for the 2006-07 biennium are forecast to total $30.177 billion, $556 million
more than end-of-session planning estimates. Increased health care and human services
spending accounts for $309 million of the increase, while an enrollment adjustment in

higher education largely accounts for $205 million of the remaining increase in projected
current law spending. '

FY 2006-07 Expenditures Forecast

($ in millions)

End of November
Session Forecast Change LM
E-12 Education $11,934 $11,969 $35 0.3
Higher Education 2,548 2,753 205 8.0
Property Tax Aids & Credits 2,976 2,966 (10) 0.3)
Health & Human Services 8,375 8,684 309 3.7
Criminal Justice 1,527 1,569 42 2.8
Debt Service 712 721 9 1.3
All Other 1.465 1,442 (23) (1.6)
Subtotal 29,531 _ 30,103 571 1.9
Dedicated Expenditures 90 75 (15) (16.7)
Total Expenditures $29,621 $30,177 $556 19

The $309 million increase in health and human services spending forecast for FY 2006-07
occurs primarily within programs that provide basic health care to low-income individuals
and families, and is driven by both higher enrollment projections and average cost growth.
Many compounding factors contribute to this increase, and much of it begins in the current

year. These increases in health care programs in 2005 lead to higher growth in the next
biennium. ‘ :

Revised assumptions for the enrollment implications of new eligibility determination
processes being undertaken by the Department of Human Services also accounts for a
significant increase in the forecast. A higher percentage of enrollees are now expected to
move from the separately financed MinnesotaCare program to general fund-financed:
Medical Assistance or General Assistance Medical Care. This results in $53 million of the
$309 million increase. This shift creates largely offsetting savings in the health care access
fund, which is now projected to have a balance of $226 million by the end of FY 2007.

11
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FY 2006-07 Projected Spending Grows $2.139 Billion

Current law spending for the FY 2006-07 biennium is projected to increase by $2.139
billion, (7.6 percent) from 2004-05 biennium spending levels.

FY 2006-07 Expenditure Growth

($ in Millions)
$ %
FY 2004-05 FY 2006-07  Change Change

E-12 Education $11,902, $11,969 - $67 0.6
Higher Education ’ 2,542 2,753 211 8.3
Property Tax Aids & Credits 2,808 2,966 158 5.6
Health & Human Services 7,245 8,684 - 1,439 19.9
- Criminal Justice 1,437 1,569 132 9.2
Debt Service : 589 721 132 22.4

All Other 1,516 1.515 1 (0.1)
Total Spending $28039  $30177  $2139  _16

Health care spending for low-income families and individuals continues to be the most
significant increase in of the budget. Of the $2.1 billion total growth in state spending from
FY 2004-05 to FY 2006-07, two-thirds is in public health care programs. While these
programs face the same health care cost inflation as the private health care market does, the
growing number of program participants further adds to spending increases. Spending in
health care and human service programs is now projected to grow $1.4 billion (20 percent)
over levels expected in the 2004-05 biennium.

Declining E-12 enrollments and no change in the per pupil formula leaves E-12 education
spending growth at less than one percent. Higher education spending increases 8 percent,
reflecting statutory enrollment adJustments for the University of Minnesota and MnSCU.
Criminal justice spending is expected to increase at just over 9 percent due to growing costs
in corrections and courts caused by continuing growth in inmate populations and the
completion of the state takeover of district courts. All other spending declines slightly,

reflecting the projection of the remainder of the operating budget at FY 2005 funding
levels.

12
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Planning Estimates Provide Guidelines for Future Budget Outlook

" This report provides the first revenue and expenditure planning estimates for the 2008-09
biennium. These planning estimates provide a necessary framework against which the
potential impact of FY 2006-07 budget decisions can be judged. Projected revenues for
FY 2008-09 reflect the trend of continued growth forecast for the 2006-07 biennium.

The planning estimates do not include any tax or spending decisions beyond those in
current law. Current law spending estimates have been adjusted only to reflect enrollment
and caseload growth in entitlement programs and areas where specific statutory formulae
exist. The expenditure and revenue planning estimates make no assumptions about the
Govemor’s proposed budget or legislative action in the 2005 session to remedy the budget
shortfall forecast for FY 2006-07. The FY 2008-09 planning estimates represent a
benchmark to determine if ongoing spending exceeds revenues in succeeding budget .
periods. Economic changes, as well as the amount and timing of budget changes, will
materially affect both revenue and expenditure projections for the FY 2008-09 biennium.

Budget Planning Estimates
($ in Millions)

FY 2005 FY 2006 FY 2007 FY 2008 FY 2009

Forecast Revenues $14,173 $14,470 $15,007 $15,564 $16,252

Projected Spending 14.439 14,955 15,223 15,524 15.802
Difference (266) (485) (216) 40 450

Since a general adjustment for inflation is not included in the expenditure projections, it is
important to recognize that, given historical growth trends in state spending, potential
increases in state spending may be significantly greater than those shown. Projected
inflation in the planning horizon is now expected to be 1.5 and 1.6 percent for FY 2006 and
FY 2007, with 1.8 and 2.0 percent forecast for FY 2008 and FY 2009.

A complete version of the November 2004 forecast can be found at the Department of Finance’s
World Wide Web site at -- www.finance.state.mn.us. This document is available in alternate format.
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DEPARTMENT OF FINANCE  16A.152

Subd. 5. Expiration. This section expires June 30, 2006.
History: 1Sp2001 ¢ 10 art 25 23; 2002 ¢ 379 art 15 7,8; 1Sp2003 ¢ 1 art 2 5 34, -
15}12003 c2ant8s1

4A.152 BUDGET RESERVE AND CASH FLOW ACCOUNTS.

Subdivision 1. Cash flow account established. A cash flow account is created in the
ral fund in the state treasury. Amounts in the cash flow account shall remain in the
punt until drawn down and used to meet cash flow deficiencies resulting from
even distribution of revenue collections and required expenditures during a fiscal

re money is encumbered. Undg;
\d allow contractors to expedig;
sontractor is proceeding, th

ds. \ :

1pp1 tons made for pérp
¥, WL, appropriations do not |
iplished or ‘abandoned, the ¢o,

aall make rules to ensure the - Prope

s

ubd. 1a. Budget reserve. A budget reserve account is created in the general fund
:he state treasury. The commissioner of finance shall transfer to the budget reserve
ount on July 1 of each odd-numbered year any amounts specifically appropriated by
778 ¢ 793547, 1981 ¢ I s 2; ZSp 708 to the budget reserve.
981c2art2s 3 1983 c 342 ubd. 1b. Budget reserve increase. On July 1, 2003, the commissioner of fmance
vart2s 1; 1Spl985 ¢ 14 art 18 hall transfer $300,000,000 to the budget reserve account in the general fund. On July
c 719 art 13 s I; 15p1989 ¢ 1 gy 004, the commissioner of finance shall transfer $296,000,000 to the budget reserve
2¢ 514 5 1; 1993 ¢ 192 5 58 unt in the general fund. The amounts necessary for this purpose are appropriated
202 art 25 19; 1998 ¢ 386 art 2 5 the general fund.
EMENT. ubd. 2. Additional revenues; priority. (a) If on the basis of a forecast of general
nd revenues and expenditures, the commissioner of finance determines that there will
This subdivision applies, ositive unrestricted budgetary general fund balance at the close of the brenmum,
in subdivision 2. »com_mJSSIOnel‘ of finance must allocate money to the followmg accounts and
ue, or settle htrganon or;

oses in priority order:
nanner that would result in, (1) the cash flow account estabhshed in subdivision 1 until that account reaches
: state,

350,000,000;
atic in settlement of a mat 2) the budget reserve account established in  subdivision 1a until that account
ley hust be deposrted i

hes $653,000,000;
- (3).the amount necessary to increase the aid payment schedule for school d1stnct

ds and credits payments in section 127A.45 to not more than 90 percent; and
(4) the amount necessary to restore all or a portion of the net aid reductions under
ction 127A.441 and to reduce the property tax revenue. recognition shift under

n 123B.75, subdivision 5, paragraph (c), and Laws 2003, First Specral Session
pter 9, article 5, section 34, as amended by Laws 2003, First Specral Sess1on h:
section 20, by the same amount. '
(b) The amounts necessary to meet the requirements of this section’are appropn-
ed from the general fund within two weeks after the forecast is released or, in’the
f transfers under paragraph (a), clauses (3) and (4), as necessary to meet the
propriations schedules otherwise established in statute.
(c) To the extent that a positive unrestricted budgetary general fund balance is
ojected, appropriations under this sectron must be made before any transfer is made
der section 16A.1522. ’
(d) The commissioner of finance shall certify the total dollar amount of the
luctions under paragraph (a), clauses (3) and (4), to the commissioner. of education.
commissioner of education shall increase the aid payment percentage and’ reduce :
roperty tax shift percentage by these amounts and apply those reductrons to.the :
nt fiscal year and thereafter.
Subd. 3. Use. The use of the budget reserve should be governed by prmcrples
ed on the full economic cycle rather than the budget cycle.- The budget reserve may
used when a negatlve budgetaty balance is pro;ected and when objective measures,
h as reduced growth in total wages, retail sales or employment reﬂect downturns in
he state’s economy.

Subd. 4. Reduction. (a) If the commissioner determines that probable recerpts for
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16A.152 DEPARTMENT OF FINANCE

approval of the governor, and after consulting the Legislative Advisory Commjggj,
reduce the amount in the budget reserve account as needed to balance expenditur:s
with revenue.

(b) An additional deficit shall, with the approval of the governor, and g,
consulting the legislative advisory commission, be made up by reducing unexpeng,
allotments of any prior appropriation or transfer. Notwithstanding any other law to the
contrary, the commissioner is empowered to defer or suspend prior statutorily crea,
obligations which would prevent effecting such reductions.

(c) If the commissioner determines that probable receipts for any other fupg
appropriation, or item will be less than anticipated, and that the amount available f,
the remainder of the term of the appropriation or for any allotment period will be Jeg
than needed, the commissioner shall notify the agency concerned and then reduce t
amount allotted or to be allotted so as to prevent a deficit. :

(d) In reducing allotments, the commissioner may consider other sources g
revenue available to recipients of state appropriations -and may apply allotmey
reductions based on all sources of revenue available. ' ‘

“(e) In 1ﬂ{é manner, the commissioner shall reduce allotments to an agency by the
amount’ of any saving that can be made over previous spending plans through ;

- reduction in prices or other cause. o ' '
_ Subd. 5. Restoration. The restoration of the budget reserve should be governed by
principles based on the full economic cycle rather than the budget cycle. Restoration g
the budget reserve should occur when objective measures, such as increased growth in
total wages, retail sales, or employment, reflect upturns in the state’s economy. The
budget reserve should be restored before new or increased spending commitments are
made. = - o : '

Subd. 6. Notice to committees. The commissioner shall notify the committees on
finance and taxes and tax laws of the senate and the committees on ways and means
and taxes of the house of representatives of a reduction in an allotment under this
section. The notice must be in writing and delivered within 15 days of the commission-
er’s act. The notice must specify: ‘ :

- (1) the amount of the reduction in the allotment;
* ' (2) the agency and programs affected;
..., (3) the dmount of any payment withheld; and - -

(4) any additional information the commissioner determines is appropriate.

- Subd. 7. Delay; reduction. The commissioner may.delay paying up to 15 percent of
‘an appropriation to a special taxing district or a system of higher education in that
entity’s fiscal year for up to 60 days after the start of its next fiscal year. The delayed
amount is subject to allotment reduction under subdivision 4. ", ... - .
. . History: 1973 ¢ 4925 23; 1978 ¢ 793 s 47; 1981 ¢ 1 5 2; 18p1981 ¢ 5 s 1; 2Sp1981 c 1.
§3;35p1981 c 1 art 15 1; 3Sp1981 ¢ 2 art 2 s 3; 1983 ¢ 342 art 18 s 1-3; 1984 ¢ 502 art 1
s 1;1984 ¢ 628 art 2 5 1; 1Sp1985 ¢ 14 art. 18 s 1,2,4; 1Sp1986 ¢ 1 art 5 5 1-3; 1987 ¢ 268
art 185 1-3; 1988 ¢ 690 art 2 s 1; 1988 ¢ 719 art 13 s 1,2, 1989 ¢ 329 art 1 5 1; 1Sp1989 ¢,
Lart155 1,2, 1990 ¢ 604 art 10 s 4; 1991 ¢ 291 art 21 s 2; 1992 ¢ 511 art 95 1; 1993 ¢
1925 58-63,111; 1993 ¢ 375.art 17 5 1,2, 1994 ¢ 632.art 55 1; 1994 ¢ 647 art 1s 1; 1995 ¢
264 art 6 5 1; 1Sp1995 ¢ 3.art 14.5 1-3; 1996 ¢ 461 s 1; 1996 ¢ 471 art 10 s 1; 1997 ¢ 231
art 9s 1; 1998 ¢ 389 art 9 s 1; 1Sp2001 ¢ 5 art 20 s 2,3; 1Sp2001 ¢ 10 art 2 s 24; 2002 ¢,
220 art 13 s 3-5; 2002 ¢ 377 art 12 s 1; 1Sp2003 ¢ 21 art 11 s 2-4; 2004 ¢ 272 art 3§ 1

16A.1521 [Repealed,-1Sp2001 ¢ 5 art 20 s 24]

16A.1522 REBATE REQUIREMENTS. | S :
Subdivision 1. Forecast. If, on the basis of a forecast of general fund revenues and

expenditures in November of an even-numbered year or February of an odd-numbered.

year, the commissioner projects a positive unrestricted budgetary general fund balance.
at the close of the biennium that exceeds one-half of one percent of total general fund
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