MIDLAND COUNTY '!

EDUCATIONAL SERVICE AGENCY

DATE: May 3, 2007

TO: Local District Boards of Education
Local Superintendents

FROM: Vicki Duso, Director of Instruction and Finance
Clark Volz, Superintendent

RE: 2007-08 Proposed Budget Information

The attached summary describes the MCESA's proposed budget for 2007-08 which will
be presented to the each local district’s Board of Education in May.

The following dates and times have been identified for the MCESA 2007-08 proposed
budget presentations:

May 14 7:00 p.m. Midland Public Schools
May 14 8:00 p.m. Meridian Public Schools
May 15 7:00 p.m. Coleman Community Schools
May 21 7:00 p.m. Bullock Creek School District

Superintendent Volz and | appreciate the chance to share this information with you, and
look forward to the opportunity to answer your questions and receive feedback.

By law, each local Board of Education must take action by June 1 to approve or
disapprove the MCESA budget, and notify the MCESA Board in writing of its action and
any recommendations the Board wishes to make.

Once received, the Finance Committee of the MCESA Board will review the information
prior to the final presentation of the 2007-08 proposed budget and the corresponding
public hearing, at the June 19, 2007 meeting of the MCESA Board of Education.
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2007-08 PROPOSED BUDGET
SUMMARY

The education community faces severe financial challenges due to the state’s financial crisis. It is
essential that the MCESA contain costs and focus on essential services that support the work of
each local school district, provide quality instruction to students and instructional support to
educators.

MCESA anticipates some financial challenges
during 2007-08; these include:

Revenue Sources 2007-08

Transfers
18%

flat federal funding for special education 053'

reduction in prior year carry-over for
special education federal funding red
edaer:
prolonged and negative financial impact 28% State

of the MCV tax appeal case 15%

uncertain state funding for general fund operations

However, MCESA's funding structure is different from local districts, as ISDs generally have less
reliance on state revenue to sustain operations. In 2007-08, 15% of the revenue stream is
projected to be derived from state sources. Though 85% of the funding comes from non-state
sources, it continues to be essential to implement cost containment measures. Some of these
include:

health insurance plan restructuring and premium sharing
redefinition of benefit eligibility to a higher threshold
reduction of 25% in Cabinet level administration (initiated in 2005-06)

staff assignment restructuring — provide more service with existing staff

o shared instruction — post-secondary & middle school classrooms for severely
multiply impaired

0 graduation readiness coordination (GRAD program)
0 parent education service coordination

0 business services — shared services focus (and elimination of supervisor position
in 2005-06)

o training existing staff to deliver professional development

Many of the services provided by MCESA that are related to special education are mandated by
the state or federal government. Though they can not be eliminated, they are always being
reviewed for efficiency and effectiveness. The leadership recognizes the delicate balance that
exists between quality and cost effectiveness. MCESA strives to provide the right balance of
quality instruction and support AND optimal cost constraints.

The average instructional cost per special education student is projected to increase by 5% in
2007-08. While there are no reductions in special education staff proposed, there are more
students to serve. MCESA'’s firm commitment to cost containment resulted in prolonged
negotiations during 2006-07 and no contract settlement for its two union groups to date.
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The proposed budget for 2007-08 is conservative and focuses resources on instructional support.

Within the projected operational budget of $11.7 million, 73% of the resources are dedicated to
instructional support activities and 17% to operations and administration, a 2% increase in
instructional resources as compared to 2006-07.

Notable investments include:
16% increase in support for early childhood and the launch of the second voluntary
universal preschool pilot program at Meridian Public Schools

preschool assessments that permit the longitudinal study of performance data

additional funding for increased student participation in graduation readiness summer
classes, and 2,500 hours of paid work experience

a new professional development writing series developed and delivered by ESA staff

professional development in crisis intervention and prevention techniques for local
schools’ staff to comply with the state’s new restraint and seclusion guidelines

a transportation study to identify potential efficiencies, county-wide

the first Mid-Michigan Educator's Summit based in Midland, a regional professional
development featuring Dr. Yong Zhao, sponsored by MCESA and 3 partner ISDs

a survey to identify revenue enhancement potential for Midland County’s schools
student scholarships to summer camp experiences that foster talent development
Work Keys assessment - academic tutoring and KeyTrain support system for students
expansion of MCESA parking facilities to accommodate the increased number of
professional development activities and meetings hosted on site

MCESA continues to foster collaborative partnerships to create opportunities such as:
shared business services with local schools
shared technology services with local schools and higher education
expanded professional development opportunities with 4 neighboring ISDs

expanded relationships with community agencies and other partners through the
increased participation in the MCoNet fiber optic network

cost sharing for Internet access for schools and other governmental partners

MCESA is focused on anticipating and meeting the diverse needs of our constituency, and is
prepared to help spearhead two major projects if grant funding is awarded late this spring:

Instructional Consultation Teams for elementary school level support and intervention
a data management initiative to assist schools with federal requirements, longitudinal
tracking of data from preschool assessments, and use of formative assessments

If funding is awarded, the proposed budget would be amended to include these multi-year
projects which would be launched beginning in 2007-08.

MCESA will focus scarce resources on high priority services, seek new sources of funding,
mitigate cost increases, maintain quality and remain committed to our purpose - provide high
quality services that enrich the process of instruction and learning.
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PROPOSED BUDGET: 2007-08
SUMMARY OF PARAMETERS USED IN PROJECTIONS

REVENUE:

Local Revenue :

Property tax based on a 3% growth in taxable value
Interest rates estimated at current rates
Building rental fees estimated to increase by CPI of 2.2%

State Revenue:
General Fund Section 81 categorical funding projected to decrease 5%
Special Education Fund categorical revenue estimated at 0% increase; Special
Education membership revenue estimated at 0% increase to the foundation grant
Fall membership projected to increase by 11 FTE (total projection is 175 FTE)
Projected reduction of other state revenue reflects non-renewed restricted grant sources
or reduced grant levels
Durant settlement, year 10 of 10, incorporated

Federal Revenue :
General Fund grants held constant at 2006-07 level or adjusted as information warranted
Special Education federal funds are projected to increase by 0.8% based on state
department projections of federal allocations

Incoming Transfers :

Indirect charges were adjusted in accordance with expense parameters

EXPENSE:

Budget is predicated on a 1.75% wage increase for union groups (plus steps), a 2%
increase for the administrative group (no steps) and a 2.5% wage increase for the
support staff group (steps based on evaluation only)

Insurance costs are projected to decrease by 15% for all employee groups due to plan
restructuring

Cost of retirement projected at 18.56% (from 17.74% - a 5% net increase)
FICA projected to increase commensurately with wages, at 7.65%

Tax appeal reserve threshold targeted at 60% for MCV, plus the balance of the reserve
from the Dow Corning Corporation and Dow Chemical settlements
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REVENUE OVERVIEW:

Overall resources are projected to decrease by 2.3% in alignment with proposed expenditures.
This is primarily due to a decrease in federal funding and consumption of fund balance.

Current year revenue is projected to increase by 5% over 2006-07 levels; in addition to the
parameters noted on the previous page, major factors that impact the revenue stream include:

Increase in donations for the Imagination Library and Universal Preschool Pilot

Increase in Medicaid revenue

Loss of state funding for math professional development

Addition of state aid for MDE Assessments, a newly required bookkeeping transaction for
all ISDs that has no impact on local services

Increase in federal funding for the GRAD program

A decrease in special education federal carry-over funds

Increase in transfers for operations, special education services and Bullock Creek’s
Michigan School Readiness program

! Revenue by Source 1
I 2006-07 to 2007-08 Proposed Budget i
| $7,000,000 [
| $6,000,000 - 1
$5,000,000
B 2006-07
$4,000,000 | |02007-08
$3,000,000 n
$2,000,000
$1,000,000 n
I $0 i
vocd! State peael a T(a\’\S‘Q‘S fund Uty
REVENUE 2006-07 % of Total 2007-08 % of Total| % Chg
Local $ 5,514,099 26%| $ 5,795,674 28% 5%
State $ 2,102,771 10%| $ 2,362,437 12% 12%
Federal $ 4,479,961 21%| $ 4,345,095 21% -3%
Transfers $ 2,448,355 12%| $ 2,743,755 13% 12%
Total CY Revenue $ 14,545,186 69%| $ 15,246,961 74% 5%
Fund Equity $ 6,429,215 31%| $ 5,246,607 26% -18%
Total Funds Appropriated $ 20,974,401 100%| $ 20,493,568 100% -2.3%

The projected appropriation of fund equity decreased primarily due to the settlement of the Dow
Chemical tax appeal case and completion of several cooperative projects related to distance
education, technology and shared services.
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EXPENDITURE OVERVIEW:

Overall, expenditures are projected to decrease by 2.3% over 2006-07 levels.

As represented in the chart below, the general fund accounts for 22% of proposed expenditures
and the special education fund represents 78% of proposed expenditures.

T T T T
Expenditures by Fund
2006-07 to 2007-08 Proposed Budget
$20,000,000
$15,000,000
$10,000,000 [92006-07
@ 2007-08
$5,000,000
o L | I
General Fund Special Education Debt Retirement
Fund Fund
EXPENSE 2006-07 % of Total 2007-08 % of Total | % Chg
General Fund $ 4,515,061 22%| $ 4,502,782 22% 0%
Special Education Fund $ 16,432,024 78%| $ 15,963,467 78% -2.9%
Debt Retirement Fund $ 27,316 0%| $ 27,319 0% 0%
Total Expense Budgeted $ 20,974,401 100%]| $ 20,493,568 100% -2.3%

The impact of the wage and benefit parameters is illustrated below by a 6% increase in wages
and a 4% increase in benefits. The increased cost of state retirement was mitigated by a 15%
projected savings in health premiums due to plan restructuring and premium sharing.

| Midland County ESA ]
| Comparison of 2007-08 Proposed Budget to 2006-07 i
i by Expense Category H
N $12,000,000 L

$8,531,519 i
I $10,000,000 i
] $8,000,000 . H
| 6,000,000 $5,860,603 0 2006-07 Revised I
| e $2,970,676 02007-08 Proposed | ||
| $4.000,000 7 $2,152,041 $373.044 L
|| $2,000,000 - 24 $442,600 i
[ N | | | $184,857 | ‘ | $27,319!) I
I & & ¢ & ¢ |
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I & NG & & I
| o& c}\\\\ 2 Oé'Q L
i @) % ?QQ H
I <& L
I Revised = $20,974,400 Original = $ 20,493,568 L]
2006-07 Revised 2007-08 Proposed % Chg

Salaries $ 5,535,104 | $ 5,860,603 6%
Benefits $ 2,855,719 | $ 2,970,676 4%
Contract Services $ 1,860,124 | $ 2,152,041 16%
Facility, Equipment $ 218,987 | $ 184,857 -16%
Supplies $ 338,987 | $ 323,944 -4%
Cap. Outlay $ 439,125 | $ 442,609 1%
Tax Appeal & Transfers $ 9,699,039 | $ 8,531,519 -12%
Debt Retirement $ 27,315 $ 27,319 0%
TOTAL $ 20,974,401 | $ 20,493,568 -2.3%
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The increased cost of wages and fringes includes the addition of 3 para-educators to support
increased student enroliment, one half-time custodian, one position reclassification and market
adjustments. The contracted services category is projected to increase by 16% due to
cooperative partnerships related to the Universal Preschool Pilots, the Imagination Library and
the GRAD program. Facility renovations scheduled in 2006-07 will be complete, accounting for
the decrease in facility and equipment. The reduction of the tax appeal reserve resulting from the
Dow Chemical Company settlement is reflected in that category’s 12% decrease.

Reviewing the budget by functional category reveals additional information. When added
together, instruction and instructional support increased by 4%, while non-instructional support
and administrative operations decreased by 10%. The focus of the MCESA continues to be on
instruction and instructional services, while maximizing cost containment measures in non-
instructional arenas.

Functional Area 2006-07 Revised 4007-08 Proposed @ Cha nge

EXPENSE:
Instruction $ 4,539,541 | $ 4,365,101 -4%
Instructional Support $ 4,035,002 | $ 4,348,012 8%
Non-Instructional Support $ 1,610,052 | $ 1,576,057 2%
Administration/Operations | $ 1,548,297 | $ 1,425,495 -8%
Transfers $ 3,893,064 | $ 3,940,551 1%
Tax Abatement $ 5,321,130 $ 4,811,033 -10%
Debt Retirement $ 27,315 | $ 27,319 0%

Total Exp - MCESA $ 20,974,401 | $ 20,493,568 -2.3%

Excluding the non-operational expenses (transfers, tax abatement and debt retirement) the chart
below identifies a 16% increase in early childhood services, notably the launch of the second pilot
site of the universal preschool project. A shift in services for visually impaired from instructional
contracts to county-wide itinerant services plus health care cost containment resulted in a net
decrease in instructional expense.

2007-08 Operational Expense by Function

Operation &
Board/Exec. Business/HR  Maint.
Admin. 5% 3%
4%

Technology
5%

Early Childhood
Supervision
7%

Imprvmt of
Instruction
5%

Instruction
Pupil Support 37%

6% Itinerant Services

21%
Functional Area 2006-07 Revised "] 2007-08 Proposed % Change
Instruction $ 4539541 | $ 4,365,101 -4%
Itinerant Services $ 2,246,764 | $ 2,492,638 11%
Pupil Support $ 600,650 | $ 677,324 13%
Imprvmt of Instruction $ 619,101 1 $ 600,540 -3%
Supervision $ 8445391 $ 827,451 -2%
Board/Exec. Admin. $ 560,461 1 $ 477,835 -15%
Business/HR $ 598,144 1 $ 591,428 -1%
Operation & Maint. $ 389,692 1 $ 356,232 -9%
Technology $ 672,2151 $ 556,973 -17%
Early Childhood $ 661,785 $ 769,143 16%
Total Operational Expense: $ 11,732,892 1 $ 11,714,665 0%
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All budgets for 2007-08 were developed with the budget parameters outlined on page 4.

GENERAL FUND:

Business Services:

Facility Management:

Instructional Services:

Drug Free Schools:

Career & Technical
Education:

GRAD:

SPECIAL EDUCATION:

Itinerant Services:

Supervision:

Instructional Programs:

The focus on restructuring toward shared business services may alter
this budget pending the outcome of opportunities under development.

The budget includes an additional half-time custodian for Hillside and
Sugnet due to increased needs at each building related to student impact
and additional meetings and workshops.

Fees paid in 2006-07 for ICT training are not included in the 2007-08
budget at this point, pending the decision of the local foundation(s) on
funding the ICT grant request. The budget will be modified if the grant is
approved.

Due to splitting the coordinator between this service and the GRAD
program, an additional $2,000 in federal funding will be available for local
programming next year.

Student enrollment in county-wide CTE programs is projected to remain
the same. The budget includes an adjustment to the coordinator’s
calendar (10 less days).

The budget includes a full year of operations for students, 239 additional
hours for each of 2 career center staff for follow-up, and 2500 hours of
paid work experience for students. The target is to assist 15-30 students
and retain them in the high school setting through graduation.

No staffing changes are recommended. The replacement of contract
services for visually impaired and orientation and mobility with employee
status is included in the budget as full year expense. These changes
were implemented in the last quarter of 2006-07.

The retirement of two special education supervisors and replacement
with less experienced staff yielded cost savings, and supply and travel
lines were reduced by 30%.

MCESA provides 19 classrooms for special education students county-
wide. Student enrollment is projected to increase by 7 over current
levels, and one additional classroom site will be opened to serve middle
school students with severe multiple impairments. No additional
teachers are required, due to small class size and shared
responsibilities. Three additional para-educators are required to
accommodate the increase in student enrollment.

The weighted average instructional cost per student served in classroom
programs is estimated to increase by 5%. Cost variations by disability
served range from $69,000 per student for SCI/SXI to $9,700 for ECDD
students; 67% of students served are ECDD students.
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The chart below represents the projected student population and related staffing.

Midland County ESA I
Classroom Enrollment, by Disability i
2007-08 Average Cost Per Student: $23,748
2006-07 Average Cost Per Student: $22,528
140 119 121
120
00 02006-07 Current
100 1 W 2007-08 Proposed
80
60
181
40 26’30 students
20 1 1514 1 1416 projected in
SCI/SXI ECDD Al/LD/EI SE|
(8%) (67%) (17%) (9%)
TOTAL
STUDENTS SCI/SXI ECDD Al/LD/EI SEI TOTAL
% OF Total 8% 67% 17% 9% 100%
2007-08 Proposed 14 121 30 16 181
2006-07 Current 15 119 26 14 174
Avg. Cost per
TOTAL # Students # Teachers # Paras Student
% Change 4% 0% 4% 5%
2007-08 Proposed 181 18 751 $ 23,748
2006-07 Current 174 18 72| $ 22,528

Glossary of Terms:
SC

SXI

ECDD

Al
LD
El

SEI

Prior Year
Adjustment:

Act 18 Distribution:

Severely Cognitively Impaired
Severely Multiply Impaired
Early Childhood Developmentally Delayed
Autistic Impaired
Learning Disabled
Emotionally Impaired
Severely Emotionally Impaired

The projection for prior year adjustment of Act 18 flow-through to the
districts was reduced; the adjustment in 2006-07 was an unusually high
amount due to a higher special education fund balance.

As projected in 2006-07, there is an increase in the amount of Act 18
funds required to support MCESA services to local students in 2007-08.
This is a direct result of program expansion, increased costs and
decreased federal revenue over the last several years. The chart below
illustrates the impact:
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Special Education Federal Funds
Impact of Federally Funded Program Expansion Compar

ed to Revenue Growth

$2,214,914

$4,500,000 $4,149,054

i $3,804,789 $3,780,357
$4,000,000 $3,523,814
$3,500,000 | $3,247,605 oo 768 192 $3,523,814
$3,000,000 + $2,696,257 $3.580.473
$2,500,000 + $3,010,544 I Income
$2,000,000 + $2,616,836 —e—Expense

$1,500,000 +
$1,000,000 +
$500,000 +
$-
2002-03 2003-04 2004-05 2005-06 2006-07 2007-08
2002-03 2003-04 2004-05 2005-06 2006-07 2007-08
Income 21% 20% 17% 9% -9% -7%
Expense 13% 18% 15% 19% 5% -6%

MCESA is focused on cost containment and programmatic restraint; however increased student
enrollment and requests for services continue to drive our growth.

The budget for 2007-08 contains $280,000 less federal funds carry-over than the 2006-07
budget. This, plus program increases (though constrained by the expense parameters and
staffing levels), result in a need to draw $294,000 more in Act 18 funds, as compared to 2006-07.

In 2007-08 it is projected that all current year federal revenue will be consumed, leaving no carry-
over to cushion growth in future years. It is essential that MCESA'’s cost containment objectives
be clearly identified and actualized in order to mitigate the continued lack of federal revenue and

the increased use of Act 18 funds.

Midland County ESA
Proposed Distribution of Act 18 Millage: 2007-08
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The chart to the left represents the distribution of
Act 18 Funds, county-wide. The increased draw
by MCESA services is represented by the 5%
increase to MCESA, and the resulting decrease
in local district distributions.

CONCLUSION:

The 2007-08 proposed budget of the Midland
County ESA represents relative stability in our
funding sources, compared to local districts that
are heavily dependent on state funding. MCESA
will remain watchful of the unpredictable state
economy, the decisions of locally based
corporate employers who support our tax base,
and federal trends. As new data becomes
available, the proposed budget and
corresponding service levels may be adjusted
prior to the public hearing and final presentation
to the Board of Education on June 19, 2007.
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MIDLAND COUNTY EDUCATIONAL SERVICE AGENCY
BUDGET SUMMARY 2007-08
PROPOSED BUDGET: GENERAL FUND

2005-06 2006-07 2006-07 2007-08
Area Revised Original Revised Proposed

REVENUE:

Local Revenue $909,471 $968,247 $1,308,564 $1.426,209
State Revenue $664,774 $678,671 $704,277 $810,566
Federal Revenue $201,280 $179,264 $250,031 $299.872
Transfers $522.159 $534,761 $564,645 $662,729
REVENUE TOTAL: $2,297,684 $2.360,943 | $2,827,517 $3,199,376
EXPENDITURES:

Executive Administration 501 $347.080 $352,739 $352.739 $355,457
Board of Education 502 $114,200 $124,595 $201,293 $115,750
Admin. Services/Human Res. 503 $66,879 366,780 $66,328 $46,673
Business Services 504 $226,948 $186,290 $197.132 $193,151
Pupil Auditing 505 $62.709 465,844 $67.844 469,880
Facility Management 506 $315,398 $302,916 $351,789 $320,831
Technology/Capital Outlay 507 $434,220 $346,136 $415.813 $321,147
Durant 508 $78.354 362,354 $38,904 338,904
Instructional Services 601 $129.593 $180,791 $187.408 $177.245
Instructional Workshops 602 $44.,572 $44.572 $68,219 $54,500
Drug Free Sch./Parent Ed. 603 $103,004 $126,084 $91.,715 $87,962
Career & Technical Education 604 $220,200 $236,568 $227.573 $232.439
Instructional Grants 605 $81,032 380,246 $98.944 $71,785
Reading Recovery 606 $63,207 $79.207 $70.626 $67.500
Local Initiative & Transfers 608 $420.108 $480,127 $411,243 $547.778
Early Childhood Initiatives 609 $171.187 $244.268 $547.121 $736,445
School To Work 612 $2,025 $2.025 $2.635 $2.635
GRAD-WIA o614 $0 $0 $62.820 $103,000
Carl Perkins 619 $197,341 $169,001 $169,001 $164,013
Reserve for Tax Appeals 502 $832.486 $882.914 $882.914 $795,687
EXPENDITURE TOTAL: $3,919,603 $4,033,457 | $4,515,061 $4,502,782
Fund Equity Appropriation * $1,621.919 $1.,672,515 $1,687.545 $1,303,405
Surplus/(Deficit): #* $0 $0 $0 $0

#  Reserved in fund equity as designated fund balance.
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MIDLAND COUNTY EDUCATIONAL SERVICE AGENCY
BUDGET SUMMARY 2007-08

PROPOSED BUDGET: SPECIAL EDUCATION FUND

2005-06 2006-07 2006-07 2007-08
Area Revised Original Revised Proposed

REVENUE:

Local Revenue $4,128,770 $4,220,642 $4,205,535 $4.369,465
State Revenue $1,297.612 $1.462,802 $1.371,179 $1,524,551
Federal Revenue $4,053,340 54,507,881 $4.,229,930 $4.045,223
Transfers $1.810,788 $2,000,563 $1.883,710 $2.081,026
REVENUE TOTAL: $11,290,519 | $12.200.888 | $11.690.354 | $12,020,265
EXPENDITURES:

Hearing Imp Interpreters 160 $375,551 $339,168 $126,229 $119,788
SXI Classrooms 190 $1,055,874 $1.117.616 $978,510 $065,478
Early Childhood DD Classrooms 191 $1,115,017 $1,188,593 $1,155,247 $1,239,658
ATLD Classrooms 193 $1,382,635 $1,197.776 $1,225,486 $1,452,903
SEI Classrooms 194 $0 $806,281 $723,931 $640,319
Early Intervention Services 220 $1,341,299 $1,409.659 $1,378.614 $1.450,818
Itinerant K-12 Support 2306240 $805,430 $925,687 $920,762 $998 458
Behavioral Consultant 260 £92,124 $80,041 $80,689 $83,602
Transition Grant 270 £86,107 $88,697 $88,692 $89.473
Hearing Imp Consultant 280 $52,701 $55,698 $55,806 $55,676
Special Ed Administration 310 $473,304 $506,804 $507,152 $503.845
Professional Development 320 £79,766 $79.766 $79.505 $69,505
Supervision and Direction 3506360 $373,917 $404,086 $409,972 $391,967
Outgoing Transfers 380 $1,190,062 $1,196,920 $1,256,113 $1,397,967
Admin. Services 503/504 $238,167 $258,484 $258,484 $273.632
Technology/Capital 507 $76,844 $78,025 $78,252 $79,057
ICT Support 601 $39,567 $40,762 $40,762 $40,804
Reserve for Tax Appeals 380 $4.163,279 $4,429.031 $4.429,031 $4.004,194
Prior Year Adjustment 608 £69,260 $50,000 $448,626 $50,000
Transfer to LEAs 608 $2,347.784 $2.261,106 $2,190,071 $2,056,323
EXPENDITURE TOTAL: $15,358,688 | $16,514,200 | $16,432,024 | $15,963,467
Fund Equity Appropriation * $4.068,169 $4.313,313 $4.741,670 $3,943,202
Surplus/{ Deficit): $0 30 $0 30

#  Reserved in fund equity as designated fund balance.
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