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Date:   November 16, 2021 
 
To:  Board of Education, Minneapolis Public Schools 
  
From:  Ed Graff, Superintendent  
 
RE:  Pro forma Financial Projections – General Fund 
 

Overview 
The pro forma operating projection for the Minneapolis Public Schools (MPS) General Fund has 
been updated for fiscal years 2023 through 2027. This pro forma uses the current fiscal year 
2022 as our baseline. 

While our previous pro-forma indicated MPS could become insolvent as early as fiscal year 2024, 
that date has been delayed to 2027 due to the unexpected and welcome introduction of $159 
million in COVID-19 relief funds, as well as recaptured funds due to higher than normal vacancy 
rates. 

As we stated in last year’s pro-forma, we presume that the Comprehensive District Design (CDD) 
will be successful.  Our projections anticipate enrollment will continue to decline in the short-run 
but decelerate until the district begins increasing its enrollment again by the 25-26 school year.  
Our analysis finds that, regardless of whether the CDD succeeds, the district is burdened by an 
unsustainable fiscal structure and should seek to identify and act on cost efficiencies to prevent 
entering statutory operating debt in the 2027-28 school year. 

Budget Pro-Forma Projection
FY22 FY23 FY24 FY25 FY26 FY27

General Fund Revenue $653.9M $653.3M $626.2M $557.8M $555.0M $556.3M
General Fund Expenses $655.5M $632.1M $639.5M $615.1M $624.9M $635.9M
Change in Fund Balance ($1.6M) $21.2M ($13.3M) ($57.3M) ($69.8M) ($79.6M)
End-of-Year Balance $129.5M $150.7M $137.4M $80.2M $10.3M ($69.3M)  
NOTE: Table assumes a 5% vacancy rate in FY22 however, current rate is running higher 



 
   
 

2 
 

Enrollment 
Enrollment has declined more rapidly than anticipated compared to prior years. We are 
projecting a reduction in student enrollment to 29,120 this year based on our October 1 count1, 
and that by FY27 district enrollment will fall to 26,233. This represents an average annual decline 
of 2.1%, or a 9.9% total decrease from this year’s count. 
 

 
 
We are currently examining our enrollment declines in an effort to segment out the different 
reasons families leave MPS, re-engage families accordingly and adjust programming as needed 
and possible. It is worth mentioning that post-pandemic enrollment declines are a national 
trend in urban district. We look to have a clearer understanding of why families are choosing to 
leave MPS as more data becomes available.  

Revenue 
MPS receives revenue through multiple channels, the largest being state aid, the local property 
tax levy, and federal funds designated for specific purposes.  The complex patchwork of 
Minnesota’s educational finance laws results in a revenue stream from the state that comes with 
specific requirements. For example, MPS receives funds specifically for Special Education and 
English Language Learners. 
 

 
1 Average Daily Membership (ADM) is the average number of students enrolled with MPS on any given day during 
the school year. 
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Earlier this year the legislature passed an education finance bill that increased the basic formula 
by 2.45% in FY22 and 2.0% in FY23.  The basic formula should continue to increase at a 2.0% 
rate through the pro forma period.  
 
Additionally, state-level and levy funding tied to district student enrollment is expected to 
increase at the same rate as the basic formula. We also assume that state aid tied to MPS’s free- 
and reduced-price lunch (FRL) will decrease with declines in the number of students served. This 
assumption is optimistic since FRL counts have been decreasing faster than overall enrollment. 
MPS has put in place an aggressive effort this past year to ensure that all eligible families report 
this status and will continue to do so. 
 
Since most MPS revenue is tied to enrollment, we expect our overall revenue to decrease 
significantly over the next five years.  Where the legislature is expected to increase funding, 
revenue will still decline or be flat, since the funding increases will not offset the decline. 
 

Expenses 
MPS expenses are expected to increase over the next five years due to contractual and 
bargained wage increases and the potential for inflation that may run higher than increases to 
our revenue. 
 

Bargaining 
MPS is currently in bargaining with most of our employee unions.  While we have already 
reached tentative agreements with the union representing our custodians and the professional 
unions, we are still at the table with a number of groups and are in mediations with the unions 
representing teachers, principals and school bus drivers. 
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While MPS currently has received additional dollars as a result of the American Rescue Plan, we 
have emphasized that the American Rescue plan money is a one-time grant, in which all funds 
must be spent by September 2024. Using these funds for ongoing costs, such as wage increases 
further imperils the MPS financial outlook. 
 

 
 

Staffing 
 
MPS anticipates both short- and long-term cost reductions due to staffing issues. 
 
In the short term and due to the circumstances surrounding the pandemic, MPS and all school 
districts have had a difficult time this school year filling positions, especially for roles such as 
school bus drivers, food service workers, and childcare providers. This has resulted in significant 
revenue savings as outlined in the following paragraph. Year-to-date, MPS has seen vacancy 
rates of around 12%.  We assume that vacancy rates will return to 5% for most groups, which is 
more typical of past vacancy rates. 
 
In the long-term, MPS assumes all positions will be filled for the teachers’ union despite some 
remaining vacancies this year due to hiring challenges. However, we are adjusting the number of 
positions every year based on projected enrollment. We budget 120% of the number of teachers 
required to account for classroom teacher prep time. The extra funding is used to pay for 
specialists and other teachers who are working with students in the classroom during 
teacher prep time. As a result of declining enrollment, MPS expects to see a reduction in 219.5 
fewer classroom teacher FTEs from FY22 to FY27, resulting in a reduction in expenses of $96.6 
million over the five years. 
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Projected Teacher FTEs To Meet Classroom Size Targets
FY22 FY23 FY24 FY25 FY26 FY27

Kindergarten 140.9 126.3 126.3 126.3 126.3 126.3
Grades 1-5 593.7 501.0 491.6 486.8 483.3 485.6
Middle School 239.1 222.4 218.3 211.8 202.6 193.6
High School 319.0 308.3 303.8 284.0 273.7 267.7

Total FTEs 1292.7 1158.0 1140.0 1108.8 1085.8 1073.2

Change from FY22 -134.7 -152.7 -183.9 -206.8 -219.5
Associated Savings $13.9M $16.0M $19.7M $22.6M $24.5M  
 
Finally, it is important to note that, aside from what has been specifically outlined, we have not 
included any additional staffing or major expenses in this pro forma. 

 
Schools 
MPS operates 69 school sites throughout the city and additionally contracts with outside 
providers to operate 12 alternative schools and hospital sites. In FY22, school-based 
expenditures of $368 million were budgeted directly to our district-operated schools. This 
amount includes the cost of school administrators, teachers, support staff including 
administrative and educational supports, special education budgeted directly to schools, utilities, 
and engineering services. It does not include the cost of transportation, which has a $37.3 
million budget.  It also excludes the cost of Special Education services not determined during 
the budget process, or about $37 million.   
 

Budgeted Expenses Directly in Schools
Number Regular & Instructional Total Direct

of School Vocational & Pupil Special Sites & Expenditures
Schools Admin Instruction Support Education Buildings in Schools

K-5 Elementary 42 $6.9M $109.9M $17.3M $29.3M $12.4M $175.8M
K-8 Schools 2 $0.3M $11.5M $2.5M $3.0M $0.6M $17.9M
Middle School 8 $1.3M $27.7M $6.5M $11.5M $2.9M $49.9M
High School 9 $2.0M $60.8M $13.7M $17.9M $5.8M $100.2M
Special Education 4 $0.7M $3.7M $1.6M $11.8M $0.6M $18.5M
District Alternative 4 $0.4M $3.3M $1.2M $0.2M $0.5M $5.5M
Total 69 $11.7M $216.9M $42.7M $73.9M $22.8M $367.9M

Note: Does NOT include the cost of Transportation.  
 
     Schools are required to maintain certain staffing levels in accordance with the MPS 
predictable staffing plan.  Expenditures should continue to be budgeted in accordance with that 
plan.  The number of teachers has been adjusted in each year to account for declining 
enrollment. 
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Staffing (FTEs) Budgeted Directly in Schools
Classroom Other Non-Licensed Staff Total
Teachers Licensed Support Admin Other FTEs

K-5 Elementary 1156 190 657 62 17 2082
K-8 Schools 114 27 63 5 1 210
Middle School 395 74 219 19 0 707
High School 679 114 312 34 5 1144
District Alternative 36 10 16 2 0 64
Special Education 61 38 146 5 1 251
Total FTEs 2441 453 1413 127 24 4458  
 

Special Education 
Providing state-mandated special education services continues to be an essential and important 
part of MPS’s ongoing operations. However, a significant portion of the cost of providing these 
services was promised but is not provided by the state or federal government. MPS must use 
general education revenues to pay for these services. The difference (underfunding) between 
MPS’s expenses to provide special education services and the aid provided by the state and 
federal government for those services is an unfunded mandate.  In FY22 and the five subsequent 
years, cumulative unfunded expenditures of around $277 million are anticipated in the pro 
forma projections. 
 
  Special Education Revenue & Expense

FY22 FY23 FY24 FY25 FY26 FY27
Revenue $70.9M $70.8M $70.8M $70.8M $70.8M $70.8M
Expense $111.3M $113.5M $115.8M $118.1M $120.4M $122.9M
Cross Subsidy ($40.4M) ($42.7M) ($45.0M) ($47.3M) ($49.6M) ($52.0M)
Cumulative impact
      of cross-subsidy ($40.4M) ($83.1M) ($128.1M) ($175.3M) ($225.0M) ($277.0M)  

 

COVID-19 Relief Funding and American Rescue Plan 
In response to the COVID-19 pandemic, the federal government distributed several rounds of 
special grant funding intended to offset the extra cost to districts of responding to the virus. 
Entering the year, MPS had about $71 million of funds on hand from the second round of the 
Elementary & Secondary School Relief Fund (ESSER II). Of these $71 million, around $65 million 
were included in the FY22 budget. 
 
In January 2021, the federal government passed the American Rescue Plan (ARP), a $1.9 trillion 
economic stimulus bill intended to help the economy recover from the COVID-19 pandemic. 
Included in the ARP was a third installment of the Elementary & Secondary School Emergency 
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Relief Fund (ESSER III), which distributed $170 billion in one-time federal funds to schools 
throughout the country. MPS has been allocated $159.5 million of those funds.  
 
Following notification of the grant, MPS engaged internal and external stakeholders to create a 
plan for spending these incremental funds, which was presented to the Board in September. 
 

 
 
Of the $159.5 million, about $75 million was designated to provide for staff and program 
continuity by offsetting operating deficits. The remaining $85 million was designated for a 
variety of purposes centered on five primary themes of addressing impacts of unfinished 
learning, safe and healthy schools, highly qualified staff, social-emotional and mental health, and 
community partnerships. In the MPS projection, the plan is executed as presented to the Board, 
although we recognize there are likely to be modifications to the plan in the future. 
 
 

District Expenditures 
Apart from ESSER III funding, budget dollars will be allocated across different functions as they 
have in past years. Compared to other districts in the metro area, our spending on 
administration, student instruction, and special education is similar to the average percentage of 
the total budget with more spent on support for teachers and students, and less on sites and 
buildings. 
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Expenditures as a % of total  District & District Instructional Regular &   
FY20 General Fund Expenses   School Admin & Pupil Vocational Special Sites & 

  Admin Support Support 
Instructio

n Education Buildings 
Minneapolis  6.2% 3.5% 19.7% 48.2% 19.9% 5.8% 

        
Other Large Districts        
Saint Paul  7.1% 2.8% 17.1% 44.5% 20.0% 9.6% 

Anoka-Hennepin  5.2% 2.8% 17.3% 46.6% 20.5% 9.9% 

Rosemount-Apple Valley  7.9% 3.5% 13.6% 48.3% 20.0% 9.8% 

Osseo  6.5% 2.5% 16.3% 48.8% 18.2% 9.5% 

South Washington County  7.5% 3.9% 15.0% 46.7% 18.3% 12.2% 
        
        

Seven County Metro Area  7.2% 3.5% 16.6% 46.5% 18.9% 10.2% 

        

Discussion 
In previous years, MPS has asserted the impossibility of solving cost structure issues purely 
through enrollment increases. However, our current belief is that while doing so would be 
technically possible, it would be very difficult as outlined below.  
 
In the past, we assumed that the legislature would not increase the education funding formula 
in their biennial budget bill. This belief was based on widespread consensus that the economic 
damage related to COVID-19 would only be undone through years of recovery. 
 
However, economic recovery has been faster than most anticipated. Instead of dealing with the 
double-digit unemployment and massive funding shortfalls, the legislature instead found full 
employment and a surplus of funds. In the last legislative session, the basic funding formula was 
increased by 2.45% in FY22 and 2% in FY23. This provided a needed boost to our financial 
outlook. 
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In our model, Figure 4 reflects the relationship between enrollment and the financial impact of 
that enrollment. Based on our current modelling, with no changes to any of the assumptions 
except constant enrollment growth, MPS might be able to remedy many of its fiscal issues if it 
were able to achieve an annual enrollment of about 37,000 students by FY27, while substantially 
decreasing expenses (where the blue curve intersects the x-axis). 
 
This would be an increase of about 11,000 students, or over 40%, from what we are currently 
projecting, and equates to constant annual growth of around 5%. Even constant growth 
resulting in enrollment above 30,000 (where the orange curve intersects the x-axis) would stop 
our general fund from being fully depleted.  
 

 
Figure 5 depicts the increasing gap between projected enrollment (blue) and the needed 
enrollment (orange) to achieve fiscal sustainability. Based on the MPS five-year enrollment trend, 
we consider this outcome unlikely. 
 
The Pro Forma and MPS’ financial outlook is also highly dependent on collective bargaining and 
the costs of settled contracts. The single most sensitive variable in any model of finances for 
MPS is the possible cost increase of our contract with the Minneapolis Federation of Teachers 
(MFT).  
 
Another sensitive driver in this model is the growth rate of the basic aid formula. While we are 
assuming that 2% annual increases continue indefinitely, a different result could significantly 
impact our numbers. Figure 6 examines the relationship between growth in the funding formula 
(between FY24 and FY27) and FY27 financial outcomes. 
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The blue curve crosses the x-axis around 9.5%. This means that to fix our fiscal structure in the 
timeframe of the pro forma projection, everything else being equal, we would need to see 9.5% 
annual increases in the basic funding formula. 
 
The orange curve crosses the x-axis close to 4.75%. This means that, all else being equal, if the 
basic funding formula were increased by 4.75% annually between FY24 and FY27 we would end 
the year with a positive fund balance. 
 
We have examined three different approaches MPS could take to achieve fiscal sustainability: 
 

● increasing enrollment  
● reducing wages  
● unprecedented increases in the basic funding formula. 

 
There are other ways that we could address our fiscal issues, such as full funding of special 
education from the state. That said, none of these approaches are realistic. It is unwise to project 
moving from 55% to 80% market share in five years, or to project unrealistic increases in funding 
from the legislature. Additionally, MPS cannot expect to retain the talent needed to educate 
children by implementing severe wage cuts. 
 

Risks and Opportunities 
No financial projection can anticipate exactly what the future will bring, and our pro forma 
projection is no different.  In this section, we outline some of the financial risks and 
opportunities that MPS may face that could materially impact our conclusions. 
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Risks 
Collective Bargaining and Wage Increases 
MPS expenses are particularly dependent contractual requirements and bargained 
improvements since the vast majority of our budget funds salary and benefits.  Bargaining 
parameters and agreements will have a material impact on our long-term financial outlook. 
 
Additional Enrollment Erosion 
This year, we have seen enrollment far underperform expectations, which we considered in 
building the budget projections. There is the risk that enrollment will decline faster or in greater 
numbers than we are anticipating. 
 
Political Risk 
As a public school system, most of our funding comes from government sources. As a result, our 
funding streams as well as our expense obligations can be impacted by the political decisions of 
elected officials and the results of legislative initiatives. Additionally, our governing board is an 
elected body and subject to the election cycle. We recognize that decisions made by elected 
officials at the federal, state and local levels, regardless of the reason, may have a material 
impact on our financial sustainability and our long-range outlook. 
 
Inflation (Revenue) 
Given the country’s unprecedented political and economic environment, we recognize that the 
likelihood of a sustained period of high inflation is greater than it has been in many years. There 
is a risk that our funding streams will not keep up with any period of prolonged inflation while 
also facing increased demand in the marketplace for labor and goods. This might have an 
adverse and material impact on our ability to fund ongoing operating expenses. 
  
Unforeseen Expenditures 
There is always the possibility that unforeseen circumstances may result in necessary but 
unforeseen expenditures, such as those experienced during the COVID-19 pandemic. Although 
we cannot plan for what we do not know, there is always the possibility of such expenditures 
being large enough to impact our financial outlook materially and adversely. Additionally, this 
pro forma assumes that we will not have any new spending, either for positions or for contracts 
or goods.  
 
Inflationary Pressure (Expenses) 
We are subject to several collective bargaining agreements, which set wages at certain levels. 
We do not have the ability to reduce wages or benefits without the consent of these bargaining 
groups. As written, the contracts continue enforce upon expiration until a new agreement is 
reached, providing little control over MPS’s cost of labor. As these contracts are not indexed to 
inflation and are written in nominal dollar values, a prolonged period of higher-than-normal 
inflation may affect future expenses. 
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Opportunities 
Competitiveness 
This pro forma budget relies on enrollment projections that incorporate recent changes that are 
greater than anticipated. At the same time, we are currently implementing the Comprehensive 
District Design, the purpose of which is to increase the quality of our schools and their appeal to 
families. We believe that we have an opportunity to turn MPS around, increase enrollment, and 
improve the financial sustainability of MPS. 
 
Referendums and Levies 
We currently receive local property tax revenue through two voter-approved levies: an operating 
referendum and a capital projects levy dedicated to technology costs. Both levies will require 
voter approval to extend beyond their expiration. 

Conclusion 
Given the current footprint and cost structure of MPS, the school district appears likely to 
remain stable through 2026. This is an improvement over previous findings that had anticipated 
insolvency as early as fiscal year 2024. This improved outlook is based on receiving the federal 
COVID-19 relief fund and higher-than-normal vacancy rates throughout the pandemic. While 
MPS may have an opportunity to improve its fiscal outlook by attracting and retaining new 
families, the three best areas in which to find efficiencies remain staffing levels, physical 
footprint, and compensation structure. Putting MPS on track for long-term fiscal sustainability 
will likely require a combination of efficiencies in all three areas. 
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Appendix 1 – Five Year Projection 
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Appendix 2 – Revenue Calculation 
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