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Cost of Report Preparation 

The total cost for the Minnesota Department of Education (MDE) to prepare this report was 
approximately $ 7,609.94. Most of these costs involved staff time in analyzing data from surveys 
and preparing the written report. Incidental costs include paper, copying and other office 
supplies. 

Estimated costs are provided in accordance with Minnesota Statutes 2011, section 3.197, which 
requires that at the beginning of a report to the Legislature, the cost of preparing the report must 
be provided. 



SPECIAL EDUCATION CROSS-SUBSIDIES REPORT 

FISCAL YEAR 2012 

Minnesota Statutes 2013, Section 127A.065, states: 

By January 10, the commissioner of education shall submit an annual report to 
the legislative committees having jurisdiction over kindergarten through grade 12 
education on the amount each district is cross-subsidizing special education 
costs with general education revenue. 

This report is notification to legislative committees based upon data compiled on February 24, 
2014. 

Introduction 

Expenditures for special education programs provided by local education agencies, including 
school districts, charter schools, intermediate school districts and special education 
cooperatives, are funded with a combination of state categorical aids, federal categorical aids, 
third-party billing revenues and state and local general education revenues.  The special 
education cross-subsidy measures the difference between special education expenditures and 
corresponding revenues.  
 
Two cross-subsidy measures are used in this report: 
 

1. The “gross cross-subsidy” is the difference between total special education 
expenditures and categorical special education revenues. 

2. The “adjusted net cross-subsidy” equals the gross cross-subsidy minus the 
amount of general education revenue attributable to special education students 
for time spent receiving special education services outside of the regular 
classroom for those who spend 60 percent or more of the school day outside of 
the regular classroom. 

 
The gross cross-subsidy is the portion of special education expenditures not covered by 
categorical special education revenue.  However, since special education students earn general 
education revenue in the same manner as other students, a portion of the general education 
revenue earned by these students is available to cover costs of the special education programs, 
without creating a shortfall in the general education program of the district.  For purposes of this 
report, the adjusted net cross-subsidy includes the portion of general education revenue that 
reasonably follows the student to the special education program as revenue for special 
education, thereby reducing the amount of the cross-subsidy.  When the term “cross-subsidy” 
is used in this report without further details, we are referring to the adjusted net cross-subsidy. 
 
In calculating the adjusted net cross-subsidy, the portion of general education revenue 
designated as following the student to the special education program is limited to the 
instructional portion of the revenue earned by special education students served outside of the 
regular classroom for 60 percent or more of the school day, for the time these students spend 
receiving special education services outside of the regular classroom.  This excludes:  



1. the non-instructional portion of general education revenue for all special 
education students; 2) the instructional portion of general education revenue 
earned by special education students served primarily in the regular classroom 
for time spent both inside and outside of the regular classroom; and 

2. the instructional portion of general education revenue earned by students served 
primarily outside of the classroom for time spent in the regular classroom. 

Detailed definitions of the terms used in this report are provided in Appendix A. 

Legislative History 

In 1998, (Laws 1998, Chapter 398, Article 6, Section 16), legislation was enacted requiring 
school district superintendents to annually report to the commissioner how much the district is 
cross-subsidizing the cost of special education programs with general education revenue.  
Since the Minnesota Department of Education (MDE) already collected all of the data needed to 
calculate special education cross-subsidies, MDE has calculated the cross-subsidies since FY 
1999 on behalf of the superintendents and has asked the superintendents to review the 
calculations before publication.  However, since the cross-subsidy calculations were a technical 
task performed by MDE, the review by superintendents was widely viewed as an unnecessary 
step in the process and did not result in any significant changes to the reported cross-subsidies.  
To simplify the process and eliminate unnecessary paperwork between MDE and the 
superintendents, legislation was enacted in 2007, (Laws 2007, Chapter 146, Article 7, Section 
1), making MDE, instead of the superintendents, directly responsible for the cross-subsidies 
report and making it a report to the Legislature. 
 
Appendix A provides detailed definitions of the terms and methodology used in this report. 

State Total Special Education Cross-Subsidies, FY 2011 – FY 2017 

  



Table 1 shows the calculation of the state total cross-subsidy for FY 2011 through FY 2017.  
Amounts shown for FY 2011 – FY 2012 are based on actual data.  Amounts shown for FY 2013 
– 2017 are estimates based on February 2014 forecast data.  Amounts for FY 2003 – 2010 
appear in Appendix B and are based on final data. 
 

 
 
  



Figure 1 shows the trends from FY 2003 – FY 2012 and projections through FY 2017 for 
special education revenues and expenditures.  Special education expenditures increased 
steadily over this period, from $1.210 million in FY 2003 to $1.809 billion in FY 2012, and are 
projected to continue to increase up to $2.159 billion by FY 2017.  Special education revenues 
increased at a slower rate than expenditures between FY 2003 and FY 2007, increasing the gap 
between expenditures and revenues. 
 
As a result of legislation enacted in 2007, revenues increased sharply in FY 2008, with slower 
revenue growth in FY 2009.  Due to federal stimulus funds, revenues continued to increase in 
FY 2010 and carryover in FY 2011 but fall back to a slower rate of growth in FY 2012 and FY 
2013 compared to FY 2009.  Overall, expenditures are projected to increase 78 percent over 
the 11-year period, while revenues are projected to increase by 81 percent. 
 

 
  



Figure 2 shows the gap between special education expenditures and revenues, generally 
referred to as the special education cross-subsidy.  The adjusted net cross-subsidy began to 
increase in FY 2002, and grew at an accelerating rate between FY 2003 and FY 2007, reaching 
$599 million in FY 2007. 
 
As a result of the 2007 legislation, the cross-subsidy decreased to $473 million in FY 2008 but 
began to grow again in FY 2009 to $515 million.  Due to federal stimulus funds in FY 2010 and 
carryover in FY 2011, the cross-subsidy dropped below the FY 2008 level in FY 2010 to $435 
million and rose slightly in FY 2011 to $437 million.  It exceeded the FY 2007 level in FY 2012 
and is projected to reach $644 million in FY 2017. 
 

 
 
  



Figure 3 provides another perspective on the cross-subsidy by showing the percentage of 
special education expenditures covered by state and federal funding formulas from FY 2003 
through FY 2017.  Between FY 2003 and FY 2005, the state/federal funded portion of special 
education expenditures remained fairly constant at between 69.4 percent and 67.8 percent, 
before declining to 62.1 percent in FY 2007.  The increase enacted in 2007 raised the 
state/federal funded portion of special education expenditures to 69.8 percent in FY 2008.  It 
declined to 68.6 percent in FY 2009 but, due to federal stimulus funds in FY 2010 and carry 
over in FY 2011, it rose to 74.2 percent in FY 2010 and to 74.9 percent in FY 2011. 
 
Projected expenditure growth exceeding revenue growth is expected to lower this percentage to 
70.2 percent by FY 2017. 
 

 
 
  



Figure 4 presents yet another perspective by showing the cross-subsidy as amount per 
Average Daily Membership (ADM) necessary to cross subsidize special education with general 
education. 
 

 

 

District-by-District Cross-Subsidy Reports, FY 2012 

Appendix B includes reports showing a summary of district-by-district cross-subsidy 
calculations for FY 2012, sorted in school district number order and by the adjusted net cross-
subsidy per adjusted weighted pupil unit. 
 
Because some of the data used in the statewide cross-subsidy reports is not available at the 
school district level (e.g., federal special education revenues and expenditures), the district-by-
district reports were completed using a simpler methodology that provides a close 
approximation of the cross-subsidies, but is not as comprehensive as the statewide calculations.  
More specifically, the district-by-district tables: 
 

1. are limited to state-funded special education expenditures and revenues, 
excluding federally funded expenditures and revenues, 

2. include data only for school districts and not for charter schools and 
3. reflect net adjustments for these transactions in the state special education aid 

paid to the resident and serving districts, with the advent of the system of state 
aid adjustments for students served outside the resident district in FY 2007. 



Table 2 provides a comparison of average cross-subsidies for FY 2012 by school district strata, 
based on the district-by-district reports included in Appendix B (tables 3 and 4): State totals 
are lower than the amounts shown in Table 1 due to the differences in methodology outlined 
above.  The average adjusted net cross-subsidies per pupil unit fall between $523 and $736 per 
pupil unit for all groups of districts except for the smallest non-metro districts, which have an 
average cross subsidy of $502 per pupil unit, and the Minneapolis and St. Paul districts, which 
have an average cross subsidy of $850 per pupil unit. 
 

 
Table three in Appendix B displays the amount that each district cross-subsidizes special 
education costs with general revenue sorted by district number order.  Column D displays the 
calculation of each district’s gross cross-subsidy.  Column F displays the calculation of each 
districts adjusted net cross-subsidy.  Column G displays the amount of each districts adjusted 
net cross-subsidy per adjusted weighted pupil unit. 
 
Table four in Appendix B displays the amount that each district cross-subsidizes special 
education costs with general education revenue sorted by the adjusted net cross-subsidy per 
Adjusted Weighted Pupil Unit (WADM). 
 
Detailed individual district cross-subsidies reports may be found on the MDE website by 
selecting  Data Center > Data Reports and Analytics > School Finance Reports > Minnesota 
Funding Reports (MFR). You may view this report here.  A line-by-line description of the data 
sources used in this detailed cross-subsidies report is provided in Appendix C. 
  



Appendix A 

Definitions 
Special Education Expenditures – Special education expenditures were defined to include all 
special education expenditures reported for state funding purposes, plus fringe benefits for 
special education staff funded with state aids (fringe benefits are not included in the state 
funding base). 

SPECIAL NOTE:  Two cost categories have been funded through the special education funding 
formulas that do not provide services to special education students as stipulated in their 
Individualized Educational Programs (IEPs).  The first is Alternative Delivery of Specialized 
Instructional Services (ADSIS) and is designed to provide prevention services as an alternative 
to special education and other compensatory programs.  This program began in 1991 and until 
recently, represented an insignificant amount of special education expenditures and aids.  The 
second is transportation services provided to students who are homeless, need transportation to 
care and treatment programs and students who do not have IEPSs but qualify for special 
transportation under Section 504 of the Federal Rehabilitation Act of 1973.  These 
transportation expenditures are reported under the Uniform Financial and Reporting System 
(UFARS) Finance code 728.  Expenditures and aids attributable to these two cost categories 
were included in previous cross-subsidy reports but are excluded from this report to provide a 
more precise calculation of special education cross-subsidies. Further, it was determined that 
although expenditures for serving children receiving early childhood special education services 
had been included in the cross-subsidy analysis, the general education revenue attributable to 
these children was not  accounted for in previous cross-subsidy reports.  To provide comparable 
cross-subsidy calculations for FY 2003 – 2017, adjustments were made to exclude ADSIS and 
Finance 728 transportation revenues and expenditures and to include general education 
revenue attributable to early childhood special education for prior years going back to FY 2003.  
Recomputed cross-subsidies for these earlier years are shown in Table 5. 
 
In order to calculate fringe benefits for special education staff funded with state aids, the 
salaries for UFARS Finance Dimension Code 740 (Special Education) were summed from 
district final and audited UFARS data.  Fringe benefits (Object Series 199-285) were 
downloaded from UFARS final and audited data and summed.  The charge backs using Federal 
Section 611 (UFARS Finance Dimension 419) and third party revenue (UFARS Finance 
Dimension 372) were then added to the benefits from UFARS Finance 740.  The total fringe 
benefits, including charge backs were divided by the total salaries.  This ratio is called the 
benefit rate and is applied to all Electronic Data Reporting System (EDRS) salary lines (Service 
Codes A and U) that are not in error.  The percentages times the salaries equal the benefit 
costs.  Cooperative expenditures were accounted for by the tuition billing system.  Expenditures 
for special education transportation were taken from UFARS; all other special education 
expenditures were taken from year-end special education EDRS reports and transition disabled 
EDRS reports.  State total computations presented in Table 1 include total federal expenditures 
on a statewide basis only. Federal expenditures were excluded in the district-by-district analysis 
presented in Tables 3 and 4 because of uncertainty in the allocation of federal expenditures 
among districts participating in cooperatives and the fact that some federal fiscal hosts spend 
and receive federal funds directly without allocating to districts and charter schools.  



 
Special Education Categorical Revenues – Special education categorical revenues were 
defined to include state special education aid (including excess cost, special pupil and home-
based travel), and third party billing revenue.  Revenues earned based on cooperative 
expenditures were allocated back to the participating districts based on the percentage factors 
used for special education program aid computations.  Cooperative expenditures were 
accounted for by the tuition billing system.  State total computations presented in Table 1 
include total federal aid on a statewide basis only.  Federal aids were excluded in the district-by-
district analysis presented in Tables 3 and 4 because of uncertainty in the allocation of federal 
aids among districts participating in cooperatives and the fact that some federal fiscal hosts 
spend and receive federal funds directly without allocating to districts and charter schools. 
 
General Education Revenue Attributable to Special Education Students for Time Spent 
Receiving Special Education Services Outside of the Regular Classroom For Those Who 
Spend  60 Percent or More of the School Day Outside of the Regular Classroom.  The 
department uses a precise and district-specific method to determine the amount of general 
education revenue that “follows” special education students to special education programs.  The 
value of all objects in UFARS Program Codes that are defined as instructional (Program Codes 
200-299 Elementary and Secondary Regular Instruction, 300 – 399 Vocational Education 
Instruction and 400 – 499 Special Education Instruction) and the value of all objects in UFARS 
Program Codes that are defined as non-instructional (Program Codes 100 -199 Administration, 
700 – 799 Pupil Support Services and 800 – 899 Sites and Buildings) are downloaded for each 
district.  The value of all objects in the instructional program codes is divided by the combined 
value of all objects in the instructional and non-instructional program codes to calculate an 
instructional rate for each district.  The instructional rate is multiplied by the general education 
revenue per pupil unit of each district to calculate adjusted general education revenue per pupil 
unit.  The adjusted general education revenue that “follows” the student equals the adjusted 
general education revenue per pupil unit, times the full-time equivalent number of pupil units 
attributable to all special education students who receive special education services outside the 
regular classroom for 60 percent or more of the school day times that portion of the day that 
they spend outside of the regular classroom (federal settings III through VIII). 
 
To determine the number of full-time equivalent pupil units attributable to special education 
students for the time they spend receiving special education services outside of the regular 
classroom, the average daily membership of students by federal special education setting was 
taken from the student accounting system Minnesota Automated Reporting Student System, 
(MARSS).  To establish an initial estimate of full-time-equivalency, it was assumed that the 
percent of time spent receiving special education services outside of the regular classroom 
reflects the midpoint for each federal setting.  This is consistent with the methodology used by 
the Office of the Legislative Auditor in its 1997 program evaluation report on special education.  
For example, Setting I includes students spending zero to 20 percent of their time outside of the 
regular classroom; we assumed that the average percent of time outside of the regular 
classroom for students in Setting I is 10 percent.  Setting II includes students spending 21 
percent to 60 percent of their time outside of the regular classroom; we assumed that the 
average percent of time outside of the regular classroom for students in Setting II is 40 percent. 



Setting III includes students spending more than 60 percent of their time outside of the regular 
classroom. In the data reported here we assumed 80 percent, the midpoint for Setting III. 

Computation of Cross-Subsidies 
For purposes of the district-by-district tables, cross-subsidies were computed using two 
separate definitions: 
 

• The “gross” cross-subsidy was defined as the difference between state special 
education expenditures and state categorical special education revenues, without 
regard to general education revenues following students. 

 

 

• The “adjusted net” cross-subsidy was defined as the difference between state 
special education expenditures and state categorical special education revenues, 
less the amount of general education revenue attributable to those special 
education students served more than 60 percent of the time outside of the 
regular classroom for the time they spend receiving special education services 
outside of the regular classroom. 
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Appendix C 

SPECIAL EDUCATION CROSS-SUBSIDIES REPORT, FY 2012 

Data Sources  
Line 1, Adjusted General Education Revenue per Adjusted Pupil Unit (Current Year) for 
Cross-Subsidy Computation 

The amount shown on this line was computed as explained in detail in Appendix A.   

Line 2 – Adjusted Pupil Units (Current Year) By Special Education Federal Settings  

The settings are defined as follows:  

• EARLY CHILDHOOD SPECIAL EDUCATION – Learners receiving services 
through early childhood special education programs generate at least .28 Full 
Time Equivalent (FTE). 

• SETTING I – Learners receiving the majority of their education program in 
regular class.  Includes children and youth with disabilities, receiving special 
education and related services OUTSIDE THE REGULAR CLASSROOM for less 
than 21 percent of the school day. 

• SETTING II – Learners receiving education programs in a resource room. 
Includes children and youth with disabilities receiving special education and 
related services OUTSIDE THE REGULAR CLASSROOM for 60 percent or less 
of the school day and at least 21percent of the school day. 

• SETTING III – Learners receiving education programs in separate class.  
Includes children and youth with disabilities receiving special education and 
related services OUTSIDE THE REGULAR CLASSROOM for more than 60 
percent of the school day.  DOES NOT include pupils who received education 
programs in public or private separate day or residential facilities. 

• SETTING IV- Learners receiving education programs in public separate day 
school facilities.  Includes children and youth with disabilities receiving special 
education and related services for greater than 50 percent of the school day in 
separate facilities. 

• SETTING V – Learners receiving education programs in private separate day 
school facilities at public expense for greater than 50 percent of the school day. 

• SETTING VI – Learners receiving education programs in public residential 
facilities for greater than 50 percent of the school day. 

• SETTING VII – Learners receiving education programs in private residential 
facilities at public expense for greater than 50 percent of the school day. 

• SETTING VIII – Learners receiving education programs in homebound/hospital 
placement.  Includes children and youth with disabilities placed in and receiving 
education in hospital programs or homebound programs. 

 
The data showing Adjusted Pupil Unit (PU) by special education setting are based on pupil data  
from MARSS, adjusted for the grade level weighting factors (1.25 for Pre-Kindergarten (PK), 
1.00 for disabled Kindergarten (K), .557 for regular K, 1.115 for grades 1 – 3, 1.06 for grades 4 
– 6, and 1.30 for secondary) to determine the Adjusted Weight Pupil Unit (AWPU). 
 
Changes to the AWPU by setting were made only by changing the special education settings for 
individual students on MARSS. 



Line 3 – Percent of School Day Students Spend In Special Education Settings 

The percentages shown on the report are MDE estimates based on the midpoints for each 
federal setting.  For example, the 10 percent assumption for Setting I is the midpoint of the 
range for Setting 1 (0 percent to 20 percent). 

Line 4 – General Education Revenue Attributable to Special Education Students for the 
Time They Spend In Special Education   

This was calculated as shown. 

Lines 5 – Special Education Expenditures 

These data are reported on EDRS, as summarized on reports sent to districts and as explained 
in Appendix A. 

Line 6 State Calculated Fringe Benefits 

This was calculated as shown. 

Line 7 – Special Education Transportation Expenditures 

This is the district’s FY 2012 expenditure for special education transportation, as reported to 
MDE under Finance codes 723, excluding Finance code 728, through UFARS and special 
education bus depreciation as reported to MDE as of December 31, 2012. 
 
This amount has previously been displayed on regular and excess cost aid reports. 

Line 8 – Total Special Education Expenditure 

This was calculated as shown. 

Lines 9 – 15 – Special Education Categorical Revenues 

These amounts were calculated using the data shown above.  The aid entitlement reports 
available on MDE’s Web page show the aid computations for several of the component 
formulas. 

Lines 16 – 18 – General Education Cross-Subsidy of Special Education 

These amounts were calculated as shown. 
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