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Executive Summary

Background

The K-12 Education Subcommittee of the Indiana Government Efficiency Commission
(Subcommittee) has need for a fact-based analysis of Indiana’s K-12 school finances in support
of its mandate to explore opportunities for improvement in the effective allocation and efficient
use of the state’s K-12 resources, as well as more effective financial accounting and reporting.
Fox River Learning, Inc. (Fox River), a wholly owned subsidiary of EDmin.com, Inc., is a K-12
education consulting firm that has expertise and experience from work across the nation in the
fields of school finance and accounting. Fox River is independent of the state of Indiana and its
districts.

Scenario Assumptions

For focus, the Subcommittee has asked Fox River in its analysis and recommendations to
assume two scenario facts:

m  First, that Indiana, and all districts and schools in Indiana, must now educate a far
broader range of students to meet new, higher standards in Language Arts (English),
Mathematics, Science and Social Studies (History); and

m  Second, that Indiana, and all districts and schools in Indiana, will have at best flat and
most likely reduced financial resources with which to do so.

Issues
The Subcommittee hired Fox River to evaluate and report upon the following three issues:

m  Derive from the data and analysis a menu of possible recommendations for the
Subcommittee to consider in evaluating how the state or districts could be more efficient
in the allocation and use of available financial resources.

m  Organize the financial data into a presentation that enables exploration of expenditure
trends and patterns, using its patented financial reporting software, In$ite® — The
Financial Analysis Model for Education™ (In$ite).

m Identify whether, and if so where, the financial data required and maintained by the state
is inadequate or incomplete for effective analysis of allocation and use.

The next five sections of this report respond to these requirements.

Copyright, Fox River Learning, Inc. 2004



DOE Assistance

As preparation for our work, the Indiana Department of Education (INDOE) assembled a project
team to provide all data files and financial metrics required for our analysis. INDOE was a very
good partner, working alongside Fox River Learning, and provided all the necessary information
we required to author this report.

In$ite

Not only did we work with the Department to analyze all information received, but to complete
our work, we used Fox River’s patented, financial analysis tool, InS$ite. InSite is a mission-driven
method of reporting school expenditures, by function and program. InS$ite has been used in more
than 40 states, in local and statewide applications, to report expenditure patterns and uses to
individuals who have a “need to know” how money is spent in K-12 Education. It is widely
known as a data standard for school finance, and it has been evaluated and reviewed by the
National Center for Education Statistics (NCES). In methodology and application, the figures
used in In$ite are reconciled to the exact dollars used in local reporting, in this case, the dollar
amounts used for legislative and school corporation reporting in the state of Indiana.

State As A Whole

At the request of the Subcommittee, this report focuses exclusively on Indiana’s revenue and
expenditure patterns examined for the state as if it were, essentially, one “school corporation.”
This enables the Subcommittee to examine trend lines in expenditures and related opportunities
for more effective allocation and more efficient use for the state as a whole. This also reflects the
reality that there is no standardized requirement for how local districts maintain or analyze their
financial expenditure data, other than to submit it to the state so that it fits with the state’s
required chart of accounts for audit (as opposed to analysis) purposes.

Current National Operating Environment

Today, critical legislative, policy, administrative and public demands drive the need for making
fact-based resource allocation decisions and developing reporting responsive to those needs. A
state’s ability to produce fact-based decision-making and reporting depends upon the chart of
accounts used in school corporations, as well as data maintained and aggregated at the state level.
For the purpose of this evaluation, Fox River lists below a number of preemptive shifts in state
strategy and policy in financial reporting and cost allocation that are just now emerging as best
practices. The nation is moving:

m  FROM use of one data source for compliance reporting and another data source for
school district/corporation decision-making; TO the use of one data mart or warehouse
for all student reporting and financial decision-making;
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»  FROM compliance that means regulatory student testing and school corporation
financial reporting; TO compliance meaning demonstrable outcomes in student
performance and resource allocation decisions that support improvements in learning;

= FROM allocating resources equally; TO allocating resources equitably and effectively;

»  FROM one-way school district/corporation reporting up to a DOE; TO two-way
reporting benefiting school districts/corporations and DOEs; and,

= From compliance to accountability and from accountability to performance
management.

One unyielding need in an environment of finite resources and growing student needs is the
ability to make fact-based resource allocation decisions. Fox River’s work across the nation has
shown that the highest percentage variations in K-12 spending occur not in state-to-state
comparisons but in school-to-school comparisons. Effective, fact-based resource allocation
decision-making for improved student learning requires valid, reliable and comparable finance
data at the school and classroom levels.

Report Section Summaries

Efficient Use of Financial Resources

The Subcommittee asked Fox River to provide a menu of cost-savings recommendations for the
state of Indiana that offered improved ways to make efficient allocation and use of financial
resources. We have evaluated cost savings and cash management opportunities in the categories
of:

= Operating costs — non-instructional;
= Personnel, salaries, staffing patterns and benefits; and
= (Cash management, state and federal funding practices and school construction.

For the purpose of the report, we use the word “efficiency” when speaking about cost savings
within noninstructional categories, services like food service, transportation and building
maintenance and upkeep. There have been a great many studies and examples given for
prospective efficiency cost savings within noninstructional categories.

Fox River did not identify any prospective cost-savings improvements in teaching and learning in
Indiana classrooms. Our work as presented in this report was confined to revenue and
expenditures information, and thus, we did not review any test or other performance measures
for student learning. However, we note in Section 4 of this report the fact that over the past ten
years, Indiana expenditures as a percentage of total spending have decreased for instructional
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Regular Programs and increased in facilities-related areas and in special programs (see, for
example, chart 4-3). The Subcommittee will have to decide whether this specific observation
requires further discussion and evaluation at this point-in-time.

Methodology

Fox River’s methodology for targeting and studying prospective cost savings is explained in
detail in Section 1. We focused on expenditure categories and associated dollar amounts drawn
from Indiana’s Fiscal 2003 school year as our base of reference. All cost savings calculations
seen in this report used Fiscal 2003 as the baseline. Fox River also compared Indiana’s 2003
expenditure patterns against national expenditure norms. To do this, we presented two states as
comparable reference points. These states are labeled Comparison State 1 and Comparison State
2. As an alternative, Fox River also studied the trends in revenues and operating expenditures in
Indiana over a ten-year period. Two five-year periods served our calculations, beginning with
fiscal year 1993 and ending in fiscal 2003. This work is summarized in Section 4 of the report.

Menu of Recommendations

The list of operating, cost saving efficiencies is summarized below in Chart S1. We have
presented our work in such a way as to allow the Subcommittee to focus on cost-savings that
may be achieved using one of four methods. Indiana may target efficiency savings through:

= Savings initiated and implemented individually by each school corporation or by
voluntary collections of school corporations;

= Savings initiated by Indiana’s nine regional service corporations, on behalf of school
corporations that are customers, or wish to be customers — with service corporations
themselves performing the work regionally;

= Savings managed by regional service corporations that act as contracting agents for
outsourcing non-instructional services on behalf of school corporations — with
independent third party companies or institutions performing the work; and,

= Savings negotiated by one or more Indiana state agencies outsourcing one or more
benefits’ programs as a whole, on behalf of school corporations.

The columns in Chart S1, Incremental and Total, present the iterative cost-savings figure
available in all four categories, without duplicating or double-counting savings from one category
to another. Said differently, savings in service corporations would override school corporation
savings, savings in outsourcing would override service corporation savings, and state savings
from outsourcing would override school and service corporation savings. The Subcommittee is
offered this menu, recognizing that there are many different institutions available today in the
State that could participate in and support a cost rationalization and reduction program.
Depending on the combination of strategies used to achieve cost efficiencies, Fox River
calculated and presented options that would allow for total savings ranging between $47.1
and $479.6 million for the state of Indiana.

Copyright, Fox River Learning, Inc. 2004



Chart S1 — Table of Prospective Cost Savings

Potential Incremental and Total Savings Opportunities: Incremental* Total**

Cost Saving Strategies Low

1-School Corporations -- Self Improvement with No Restructuring $47.1 .

2-Leverage School Corporations - Restructure & Centralize Common Functions $66.5 $8.7] $113.6] $202.4

3-Outsource Transportation, Food Services & Facilities Maintenance $73.7| $77.2] $187.3| $279.6

4-Systemic — Target National Norm for Cost of Benefits $150.0f $200.0] $337.3| $479.6
Total Potential Savings $337.3

* The "Incremental” illustrates how much in cost savings would be Yeft on the table’ by not implementing a specified strategy (1-4).

** The "Total" illustrates how much would be gained in total cost savings by implementing strategy #1, and one or more of strategies 2-4.

Cash Management Savings

During the course of our work, Fox River identified three areas of prospective cash flow
improvements and a fourth area of prospective cost savings related to capital construction in
Indiana, all of which merit further analysis. There appear to be cash-flow improvements possible
in the areas of receipts and disbursements on Indiana state property taxes that are owed to school
corporations and accelerated draw downs for specific K-12 educational programs that are funded
through the Federal government and the provisions of the No Child Left Behind Act. Two other

practices in the state, “hold harmless” funding for school corporations that enroll students in
charter schools and prevailing wage construction for school buildings programs, should be
examined for additional cash flow and cost-saving opportunities.

Table S1
Cost Category | Targeted Savings Savings Rationale | Research References
| Improvements in the . . .
. . Requires Discussions
Tax Payments Unknown — timing and receipt of . .
. i with State Taxing
for Property Tax | Confirm through tax collections will Authorities and
Collections INDOE reduce short-term
. Assessors
borrowing costs
Federal Funding Accelerate the
& Drawdown allowable drawdown See Section 1/ Cost
Practices $63.6 million of Federal Funding Savings Summary —
(Unexpended streams available to Cash Management
Funds) every state.
Hold Harmless Unknown — Double-fundm’g of . . .
. students who’ve Requires Discussions
Funding for Confirm through . .
. enrolled in charter with INDOE
Public Schools INDOE .
schools full-time
. Prospective cost See Section 1 / Cost
Facilities . . . .
. Prevailing Wage (labor) premiums in Savings Summary —
Construction s
an ample labor market Facilities
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Legislative Reporting

Given that the Indiana legislature has a fiduciary and active role in Indiana’s system of K-12
Education, Fox River made inquiries at the close of our review about the type and frequency of
financial reporting or analysis the legislature requires for its annual legislative session.

State of Indiana websites were researched for electronic reports relative to financial reporting.
Additionally, we also made inquiries of INDOE relative to their role in supplying the legislature
with standard reporting or analytical packages of financial information. Fox River was unable to
locate financial or analytical reports on the 2003 fiscal year on any publicly available website.
Conversations with staff from the Department of Education confirmed that legislators are free to
make information requests to the Agency as need dictates. These requests are serviced upon
demand. However, our inquiry did not uncover any standard reports produced for legislators.

Thus, Fox River recommends that standard reports and a reporting calendar be implemented after
the K-12 Education Subcommittee completes its review. The body of this report contains
numerous examples of abbreviated financial reports and data extractions that may prove useful to
legislators and their staffs on an ongoing basis. INDOE would be able to replicate all of the
information and charts presented in this report.

For example, Fox River’s top view examination of 2003 fiscal year spending and 10 year trend
line expenditure patterns is as follows:

Chart S2 — Growth Statistics for Expenditures
1993 % 1998 % 2003 10-Year

Amount | Change | Amount | Change | Amount | Change |
Pupil Enroliment-ADA 928,896 2.4%| 951,274 1.8%| 968,317 4.2%
Inflation-CPI* 2% 2o 273%
Expenditures (in millions) $5,477 31.8% $7,219 28.5% $9,275 69.3%
Per Pupil Expenditure $5,897 28.7% $7,589 26.2% $9,578 62.4%
Increase in Expenditures Over 10 years Adjusted for Inflation -- 1993-2003 32.9%
* SOURCE: U.S. Department of Labor, Bureau of Labor Statistics, web site "Inflation Calculator.” See web site
at: http://www.bls.gov/cpi.

Source: The INDOE receipts and expenditures file for the state of Indiana provided to Fox River Learning
under the terms of this engagement. The chart above, as in the remainder of this document, calculates
growth factors in five-year increments. The “% Change” columns are placed in-between the two years for
which growth is calculated. Thus, as an example, Pupil Enrollment-ADA grew 2.4% between 1993 and
1998.

The summary statistics for this effort are presented above in Chart S2. During this ten-year
period, pupil growth was 4.2 percent while expenditures grew at a real rate (adjusted for inflation)
over the same period of 32.9 percent. Clearly, costs have considerably outstripped pupil growth;
both school corporations and the legislature should benefit from a close look at services provided
and costs incurred. Chart S3 below shows percentages expended by function, using 100 percent
of all spending and Indiana’s summary object categories.
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Chart S3 — Total 2003 Uses / Expenditures by Summary Object
# | Summary Object 1993 Actual | % TTL | 2003 Actual | % TTL | % Chg
1 |Salaries $3,125,789,838] 57.1%| $4.661.605787| 50.3%| 49.1%
2 |Employee Benefits $680,507,537| 12.4%| $1,561,460,201] 16.8%| 129.5%
3 |Purchased Services $596,243,927] 10.9%|  $999,135006| 10.8%| 67.6%
4 |Supplies and Materials | $292,400,331) 53%|  $461,815309] 5.0%| 57.9%
5 |Capital Outiay $460,079,775| 8.6%|  $817,321,199| 8.8%| 74.2%
6 |Other Objects $313223,123]  57%|  $773,566,521]  8.3%| 147.0%
Total $5,477,244,531] 100.0%| $9,274,904,023] 100.0%| 69.3%

Fiscal 2003 Financial Reporting

Fox River applied In$ite to Indiana’s revenue and expenditures file as a starting point for this
report. Charts S4, S5 and S6 below show the percentages used in the state for fiscal 2003 by
functional spending categories. For the purpose of this study, Gifts and Donations funds of
$66,884,323 were excluded in the financial analysis in order to align Indiana’s expenditures with
those in two comparison states. The total analyzed is $9.208 billion. “Total Spending” includes
the dollars used for capital leases and, where appropriate, school corporation bond indebtedness
spending and debt repayment. In order to examine annual operating expenditures alone in
Indiana’s school corporations, Other Commitments (largely capital dollars used in connection
with school building and renovation programs) has been removed in Chart S4 and the spending
percentages recalculated.

As seen in Chart S4, excluding capital obligations, Indiana spent 58.3 percent of its dollars on
instruction.

As seen in Chart S5, including all dollars incurred both for operating and capital expenditures,
Indiana spent 47.7 percent of its total on Instruction in Fiscal 2003.

Chart S4 — Total Spending Percentages Excluding Capital Obligations
In$ite Reporting Framework

2003 In$ite Operating Expenditures

Leadership
1.7%

Operations
23.8%

Instructional
Support
10.2%

Instruction
58.3%

Operating Expenditures = $7.536 Billion

DATA SOURCE: INDOE CLASSIFICATION BY: Fox River Learning

Copyright, Fox River Learning, Inc. 2004



Chart S5 — Total Spending Percentages Including Capital Obligations
In$ite Reporting Framework

2003 InSite Total Expenditures

Other
Commitments Leadership
18.2% 6.3%
Operations ’
19.5%

Instructional
Support

8.3% Instruction

41.7%

Total Expenditures = $9.208 Billion

DATA SOURCE: INDOE CLASSIFICATION BY: Fox River Learning

Chart S6 — Uses By In$ite Program Including Capital Obligations
In$ite Reporting Framework

2003 Total Expenditures By Program

Bilingual/ESL §
Special Programs Title 1

Vocational
Education
0.5%

Other
Programs

General 0.8%

In$ite Total Expenditures = $9.208 Billion

DATA SOURCE: INDOE CLASSIFICATION BY: Fox River Learning

Chart S6 above moves beyond functional expenditures to examine the “categorical” funding and
expenditure streams going to Indiana school corporations. Section 4, Chart 4-2 and Chart 4-3,
below examines program spending over the past 10 years. The most significant expenditure
trend over the past ten years is the shift in Uses from Instructional spending to Support Services’
and Debt Services’ spending and the shift within Instructional spending so that “Special
Programs” have been increasing as a percentage of total spending while Regular Instruction
spending as a percentage has been reducing over that same period.

Comparison States for Possible Cost-Saving Opportunities

Detailed analysis of Operations spending and its major cost elements is discussed in Section 1
and Section 3 of this report. As a secondary reference point, solely for the purpose of identifying
possible areas for possible efficiencies, Fox River also researched national benchmarks for
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comparison purposes. We selected two states, Comparison States 1 and 2, to examine
expenditure patterns and cost anomalies in greater detail for Indiana as a state.

Revenue (Receipts) and Expenditure Trends

All of the analysis and reporting on revenue and expenditure trends was produced using the State
data file for the 1993, 1998 and 2003 fiscal years. Fox River used the State’s data file in order to
ensure that the numbers we present were easily recognized and verifiable by INDOE and
legislative staff.

Chart S7 shows the percentage cost increases in major categories. The “% Chg” columns reflect
the five-year total increases between 1993 and 1998, between 1998 and 2003 and over the full 10-
year review period.

Together, from 1993 — 2003 student growth was 4.2 percent while expenditures grew at a real rate
(adjusted for inflation) by 32.9 percent. Clearly, costs have considerably outstripped pupil
growth. Inflation, while steady, was not a primary issue during this period, as it has been in other
time periods.

Chart S7 — Cost Increases in Major Categories

Dollars in Millions

DATA SOURCE: INDOE 1993 % 1998 % 2003 10-Year
Actual [% TTL| Chg | Actual | % TTL| Chg | Actual I% TTL| Chg

Expenditures By Function:

Instruction $2,276| 41.6%| 22.8% $2,795| 38.7%| 18.2% $3,304| 35.6% 45.1%
Support Services $2,667| 48.7%| 35.3% $3,609] 50.0%| 35.0% $4,871] 52.5% 82.6%
Community Services $40 0.7%| 47.8% $59] 0.8%| 33.5% $79] 0.8% 97.4%
Nonprogrammed Charges $144 2.6%| 39.0% $200 2.8%| 17.0% $234 2.5% 62.6%
Debt Services $350, 6.4%| 59.0% $556] 7.7%| 41.5% $787 8.5%] 125.0%
Total Expenditures $5,477(100.0%| 31.8%| $7,219/100.0%| 28.5%] $9,275|100.0%| 69.3%

Financial Analysis

Chart S8 below illustrates which expenditure categories over the past 10 years have grown more
than the 69.3% increase in total state expenditures seen in above in Chart S7. The arrows in the
column entitled “% TTL” (%-To-Total) show a higher or lower %-To-Total in 2003 than in 1993.
An upward pointing arrow in the “% TTL” column indicates that more was expended in 2003
than in 1993, relatively; a downward pointing arrow indicates less was expended in 2003 than in
1993, relatively. By example, the entire category labeled Instruction grew less than 69.3%, and
now Instruction reflects a percent-to-total expenditure that is less than it was 10 years ago, as
indicated by the downward pointing arrow. By contrast, Debt Services grew more than 69.3%,
and now this category reflects a percent-to-total expenditure that is greater than it was 10 years
ago, as indicated by the upward pointing arrow.
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As a general observation, Chart S8 below shows direct instruction to students decreased as a
percent of total expenditures during the past 10 years. Conversely, many of the back office and
capital expenditures increased as a percent of total expenditures. The following summarizes the
arrows in the “% TTL” column:

Expended Less in 2003 than Expended in 1993 — as a %-To-Total:

o Instruction (except for Textbooks and Special Programs) — Including: Instructional
Teachers, Substitutes, Paraprofessionals, Pupil-Use Technology, and Instructional
Materials.

e Pupil Support (except for Athletic Coaches, Student Health Services, and Scholarships)
— Including: Guidance & Counseling, Library & Media, Attendance & Social Work
Services.

e Operations (excluding employee benefits) — Including: Pupil Transportation, Food
Services, Building Upkeep, Data Processing, and Business Operations.

e Principals, Assistant Principals, and School Office.
e Superintendent & Board, and Legal.

Expended More in 2003 than Expended in 1993 — as a %-To-Total:

e Teacher and Program Support — Including: Staff Development, Program Managemeht,
Therapists, Psychologists, Evaluators, Social Workers, and Personal Attendants.

e Debt Services (except Interest on Debt and Other Debt Services) — Including: Debt-
Principal, Lease Rental, and Advancements & Obligations.

e Capital Projects / Facilities Acquisition & Construction.

e Non-Public School Pupil Services.

e Community Services.

e Legal Claims & Settlements.

e Deputies, Senior Administrators & Researchers (Superintendent’s Cabinet).
e Athletic Coaches.

e Textbooks.

¢ Employee Benefits (Staff Services).
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Chart S8: Summary Findings By Expenditure Category

Classification Crosswalk Expenditure Analyses
In$ite Functions to Indiana Account Codes 2003 10-Year Trend
In$ite Functions Indiana Account Codes (millions) % Change % TTL
11XXX Regular Programs $2,703] 38.3%
12XXX Special Programs $506) 86.4%
13XXX Adult/Continuing Ed Programs $28 25.7%
g Instructional Teachers 14XXX Summer School Programs $28 -1.3%
'*3 Substitutes 15XXX Enrichment Programs $1 N/A}
2 |Paraprofessionals 16XXX Remediation $39 N/Al  47.2%
% |Pupil-Use Technology 258XX Textbooks for Rent or Resale $101] 109.8%
£ |instructional Materials 391XX High School Band Uniforms S| -25.8%
41XXX Payments to Oth Govtl Units in $228] 60.7% l
42XXX Payments to Govtl Units Outsid $| 16.4%
49XXX Other Non-programming Charges 3] -95.2%
Guidance & Counseling 212XX_Guidance Services $101 37.8%
g Library & Media 222XX_Educational Media Services $115 44.0%
& Extracurricular 34XXX Athletic Coaches $50 91.5% 52.0%
s 211XX Attendance & Social Work Serv $24) 58.5% ’
¢ |Student Health & Srvs 213XX Health Services $37 73.8%
E 492XX Scholarship $2} 227.0%
O |Staff Development 221XX Improvement of Instruction/Cur $91] 125.6%
° 216XX Special Education Administrati $25) 100.2%)
§ Program Management  |,g.15 % |ndirect Costs $4| -002.7%) 109 0o, '
® 214XX  Psychological Services $25] 79.6% e
£ [Therapists, et al 215XX Speech Pathology & Audiology $21]  99.5%
415XX Interlocal Agreements-Spec Ed $10] 5464.1%
Transportation 255XX Pupil Transportation Services b413| 61.3%
Food Services 256XX Food Services 279 55.7%
g Building Upkeep 254XX _Operation & Maint of Plant Ser 738 51.0%
2 . 266XX Data Processing $8 -4.4% o
T |Data Processing 267XX_Technology Coordinator sos]  na| 60-6% 1
g_ 251XX Direction of Business Support $19 63.1%
O |Business Operations 252XX  Fiscal Services $26] 61.3%
257XX Internal Services $12] 7.5%
264XX Staff Srvs (employee benefits) $1,571]  130.0%] 130.0%|
51XXX Debt Services-Principal $80] 148.4%
» 52XXX Debt Services-Interest $33] -8.6%
¥ |Debt Services 53XXX Lease Rental $617] 147.6%| 125.0%
Q 54XXX Advancements and Obligations $56 77.4%
§ 59XXX_Other Debt Services 3| 50.3%
‘E |Capital Projects 253XX_Facilities Acquisition & Const $743] 84.4%| 84.4% '
£ |Pass-Throughs 37000 Nonpublic School Pupils Servic $1] 643.6%] 643.6%)
8 Enterprise/Cmmnty Srvs  |3XXXX Community Services $28] 115.4%] 1 15.4‘%
= 25910 Judgments $3} 1287.6%
2 25920 Ditch Assessments $l -20.2%
O |[Claims & Settiements 25940 Claims and Settlements $2 3.0%| 114.1%
25950 Other Assessments S| 255.1%
259XX Other Liabilities $] 66.7%
Principal & Asst. Prin. 241XX_Office of the Principal Servic $303 53.0% 53.3% l
School Office 249XX Other Support Serv-Schi Admin $13] 60.2% e
23220 Community Relations $3] 126.3%
23230 Staff Relations and Negotiatio $3 50.5%
a 23290 Other Executive Administration $11 33.0%
% 26100 Direction of Central Support S $] -36.4%
5 Deputies, Sr. Admin. 26200 Planning/Research/Develop/Eval $3 54.1%| 72.4%
k-] 26300 Information Services $1 12.7%
3 26500 Statistical Services $] 1266.1%,
- 26900 Other Support Services-Central $8 72.9%
29000 _Support Services - Other $13] 158.9%)
) 231XX Governing Body Services $16 57.1%
Superintendent & Board 153514 office of the Superintendent s66| 46.5%| 50.7% l
Legal 23150 Legal Services $9 74.5%

NOTE: Total expenditures increased 69.3% in 10 years from 1993 to 2003; when adjusted for inflation,
total expenditures increased 32.9%. Pupil enroliment increased 4.2% for the same ten-year period.
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State Accounting and Reporting Opportunities

In Section 1 — Efficient Allocation and Use of Financial Resources, a menu of potential cost-
savings and cash flow options are presented. In Section 2 — Legislative Reporting, Fox River
recommends that a standard reporting package, revenues (receipts), expenditures and cash flow
statements be made a regular part of a legislator’s information reporting and distribution cycle.

In order to have the appropriate information and resource data available within the state on an
ongoing basis at the state level, school corporation level and school level, Fox River believes that
it is critical for INDOE to redesign and implement a state chart of accounts and the accounting
and reporting policy changes needed for improved financial analysis, resource allocation and
expenditure review. The current chart structure does not support fact-based resource allocation
decision-making, does not enable state oversight of funding impacts by school, does not allow
for efficient Federal Reporting, does not leverage current relational database technologies through
well-disciplined data dimensions, and is not sufficiently specific and functional to support state,
school/corporation and school information needs. See Section 5. Specifically, Fox River draws
the following conclusions:

m  The federal “No Child Left Behind” act (NCLB), similar state initiatives (in Indiana, P.L.
221), and state budget pressures have raised the bar for all states in the nation for
meaningful financial analysis to the level of fact-based resource allocation decision-
making. States are struggling with these new reporting requirements, because their
existing data structures and systems were designed for compliance reporting, not for
decision support.

m Financial data maintained by Indiana is adequate only to perform a state level review of
K-12 expenditures on an after-the-fact, periodic basis using specialized electronic
reporting tools. The data is not adequate to provide information for ongoing resource
allocation decisions and expenditure reviews for state and local decision-makers.

m Similar to most other states in the nation, Indiana’s current state data is inadequate to
support ongoing, local fact-based resource allocation decision-making at the school
and school corporation levels.

Fox River recommends that Indiana take the steps necessary to be the first state in the nation to
restructure its state chart of accounts for the purpose of informing fact-based resource allocation
decisions. We believe it is pivotal, as the first step in the process, that Indiana includes school
and student level financial data, rather than school corporation level data alone, in the state’s
annual data collection and reporting process.

Chart S9 on the next page provides a summary of Indiana’s detailed expenditure information for
the entire state from fiscal 2003. Phase I of our work required that we focus on presenting
expenditures for the state taken as a whole. In Phase II of our work, Fox River will present
examples of Chart S9 for various school corporations — so that community stakeholders may
have a working understanding of the manner in which each corporation directs money for
student instruction and achievement or for other purposes.
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Chart S9 — In$ite A-3 Report

A-3. Total District - Detail Functions

Number of Pupils InSite Total Total District | % to Total Dist.
968,377 Function District Per Pupil Per Pupil
Total District $9,208,019,702 $9,509 100.0%
Instruction 100 $4,395,873,584 $4,539 47.7%
Face-to-Face Teaching 110 $4,215,715731 $ 4,353 45.8%
Instructional Teachers 111 3,978,853,998 4,108 43.2%
Substitutes 112 25,298,990 26 0.3%
Instructional Paraprofessionals 113 211,562,744 218 2.3%
Classroom Materials 120 $ 180,157,853 $ 186 2.0%
PupitUse Technology & Software 121 3,914,838 4 0.0%
Instructional Materials, Trips & Supplies 122 176,243,014 182 1.9%
Instructional Support 200 3 766,950,023 3792 8.3%
Pupil Support 210 $ 415,906,691 $429 4.5%
Guidance & Counseling 211 130,282,308 135 1.4%
Library & Media 212 138,847,996 143 1.5%
Extracurricular 213 66,125,028 68 0.7%
Student Health & Services 214 80,651,359 83 0.9%
Teacher Support 220 $ 106,388,947 $110 1.2%
Curriculum Development 221 82,922:158 86 0.9%
in-Service. Staff Development 8. Support 222 £3.465,788 24 3%
Sabbaticals 223 [ q 0:{%
Program Support 230 § 244,654.385 $ 253 2.7%
Program Management 231 49,680,864 51 0.5%
Therapsts Psych, Bval.Pers Aft. & Soc Workers 232 134,963,521 20 2.4%
Cperations: 300 $4.702.530.319 % 1,851 195%
Hon-lnsteuctional Pupil:Services 310 3 745,544,755 3770 8.1%
Tramsportation 211 410,007,840 423 4.6%
Food Service M2 321,387,568 352 3.8%
Safety 213 14,146,256 15 0.2%
Fatiites 3200 | 825,413,415 3852 |
Buitding. Upkeep Utiities 8 Mainténance 371 825 414 418 852
Business Services 335, $ 721,574,168 5208
Data Frocessing 334 87,315,228 g5
Busingsy Cpetations 332 336,267,930 144
Other Commitmenis’ 400 51.572,181.218 51,732
Contingenciss 410 30 ¥0
Budgeted Cobtingencies 411 4 0
Capital 428 3'1,561,087;894 %9,812
Debit Service 421 780,657,764 816
Capital Projests 422 771,430,130 787.
Cul-of:District Obligaticns 430 105,495,082 5409
! Pl Tharise & Publiz Pass Thiough A5 814 4
Reliree Benefiis & Other 437 84,737 218 By
Enterprise/C omnurity Service Operatians. 433 19,862,050 1%
_sgr) Diligations 44y § 5,565,243 38
Claims & Setiiaments 441 5,56, 245 8
Léeagership 500 5560 B4 558 5559
Schod Management 5l $ 420,922,695 §136
Principals &-Rssistant Principais 511 274,816,654 284
Echog Office 512 1460074, 158 157
Peugram 7 Opefations Managemaric 520 3473168 535
Ueputies, G AdiFistraiols. and Bebearchess 521 47,341,888 4
District Mansgement 830 §118
Sugetintendent &-Sciibd Board 531 it |
Legal 553 5
Indana Sehoo! Corpuratinns o 2052:200% Actual
Printed; 4/25/84 15y Fox. River Learning, Inc. Page 1:0f1 Sammaiy Generaled; 326082
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Financial Resources

Section 1 — Efficient Allocation and Use of

Requirements: This section of the report responds to the Subcommittee’s specific request to:

Derive from the data and analysis a menu of possible recommendations for the
Subcommittee to consider in evaluating how the state or districts could be more efficient in
the allocation and use of available financial resources. The deliverable is recommendations
on the efficient allocation and use of resources.

Highlights:

= In 10 years, state K-12 expenditures increased 69.3%; adjusted for inflation, 32.9%.

= In 10 years, student enroliment increased 4.2%.

= Areas for potential cost savings range from $337.3 to $479.6 million.

= Indiana Employee Benefit expenditures are higher than the national average.

= Indiana teacher salaries rank 7" of 51 states (including DC) compared to annual

earnings in the private sector; rank 6™ of 51 states compared to per capita personal

income.

Examining Expenditure Patterns

Fox River used Indiana’s ten-year history of financial revenue and expenditure trends to begin
our detailed examination of 2003 fiscal year spending and expenditure patterns and trends. The

results are as follows:

Chart 1-1 — Growth Statistics

1993 % 1998 % 2003 10-Year

Amount | Change | Amount | Change | Amount | Change |
Pupil Enroliment-ADA 928,896 2.4%| 951,274 1.8%| 968,317 4.2%
Inflation-CPI* I 3% 12.9% 27.3%
Expenditures (in millions) $5,477 31.8% $7,219 28.5% $9,275 69.3%
Per Pupil Expenditure $5,897 28.7% $7,589 26.2% $9,578 62.4%
Increase in Expenditures Over 10 years Adjusted for Inflation -- 1993-2003 32.9%
* SOURCE: U.S. Department of Labor, Bureau of Labor Statistics, web site "Inflation Calculator." See web site
at: http://www.bls.gov/cpi.

Source: The INDOE receipts and expenditures file for the state of Indiana provided to Fox River Learning
under the terms of this engagement. The chart above, as in the remainder of this document, calculates growth
factors in five-year increments. The “% Change” columns are placed in-between the two years for which growth
is calculated. Thus, as an example, Pupil Enrollment-ADA grew 2.4% between 1993 and 1998.
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During this ten-year period, pupil growth was 4.2 percent while expenditures grew at a real rate
(adjusted for inflation) over the same period of 32.9 percent. Clearly, costs have outstripped
pupil growth considerably and thus, school corporations and the legislature should benefit from a
close look at services provided and costs incurred. Chart S8: Summary Findings by Expenditure
Category was presented in the Executive Summary to this report. Detailed trends in cost
categories and percentage increases are examined in the chart. Since cost increases in public
education are frequently a function of increasing enrollments, and in many states, a function of
increased waves of immigration, those students who need significant remediation and
intervention to join in the US system of education at grade level competency.

The question for Indiana is to what extent have K-12 expenditures in the state overall been
influenced by significant increases in enrollment? Increases in students served, as a metric, have
not been a primary factor in Indiana education, although certain cities have sustained
considerable pupil growth.

According to the U.S. Department of Labor, inflation nationally was 12.8% between 1993 and
1998, and 12.9% between 1998 and 2003. Indiana’s pupil enrollment growth over the past ten
years was a modest 2.4% between 1993 and 1998, and 1.8% between 1998 and 2003. Yet,
expenditures for public education in the state increased 32.9% during the same ten-year period.

Cost Saving Recommendations

Financial Analysis — Methodology and Process

Fox River performed the following work as preparation for the process of projecting cost savings
for Indiana school corporations:

= A comprehensive review of the 2003 statewide revenues and expenditures, line-item by
line-item, in order to prepare the financial information for analysis and reporting. We call
this file the 2003 State Data File. In total, Fox River reviewed 216,577 lines of
expenditures in the summary data file provided to us by the Indiana DOE.

= The 2003 State data file was “mapped” into In$ite Reporting Categories, the results of
which are presented in detail in Section 1. InS$ite presents all expenditures using 32
detailed, functional reporting categories. Where possible, expenditures were mapped not
only to functional categories but to programmatic categories as well. Programmatic
spending includes Federal programs like Title programs for disadvantaged students and
Special Education.

= Taking the 2003 data analyzed using In$ite, Fox River compiled InS$ite data for another
two states where we could ensure that the accounting and reporting standards were
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consistent, and therefore comparable. Using the data from these two states, summary
reports compare Indiana expenditures to Comparison States 1 and 2 using percent of total
expenditures to draw comparisons. Comparison States 1 and 2 were used in order to flag
2003 expenditures in Indiana that appear to be higher than Fox River would expect and/or
higher than that found in comparison states. Similarly, where comparison states reflected
lower-than-average expenditure results; these categories were flagged for review as well.

=  Where Indiana expenditures were higher-than-expected, cost patterns were then re-
examined using the original 2003 State data file of line items. Detailed tables were
constructed in order to examine these expenditures in greater detail.

= Those same expenditures were then studied for three time periods, fiscal 1993, fiscal 1998
and fiscal 2003. Summary and detailed trend reports have been provided for review.

Summary of Trends & Norms

Chart S9 summarizes results from a ten-year trend analysis of Indiana expenditures using
Indiana account code categories; it shows cost increases and decreases from 1993 to 2003. We
also used the two comparison states to establish “norms” against which we highlighted
expenditure patterns in Indiana that fall outside the spending ranges found in these two states.
The chart also presents a crosswalk of In$ite reporting categories to Indiana’s account code
categories.

The left-hand column of Chart 1-2 lists the five major Functions in In$ite: Instruction,
Instructional Support, Operations, Other Commitments and Leadership. The next column,
entitled “In$ite Functions,” lists In$ite’s detail functions within each of the five major functional
categories. The third column, entitled “Indiana Account Codes,” shows the Indiana Account
Codes that are associated with, or cross-walked to, In$ite.

The ten-year expenditure trend analysis shows an increase of 69.3% in total expenditures over the
past 10 years. The column entitled “% TTL” (%-To-Total) in Chart 1-2 below illustrates which
expenditure categories over the past 10 years have grown more than the 69.3% increase in total
state expenditures, and therefore have a higher %-To-Total in 2003 than in 1993, or less. An
upward pointing arrow in the “% TTL” column indicates that more was expended in 2003 than in
1993, relatively; a downward pointing arrow indicates less was expended in 2003 than in 1993,
relatively. By example, the entire category labeled Instruction grew less than 69.3%, and now
Instruction reflects a percent-to-total expenditure that is less than the level recorded 10 years ago,
as indicated by the downward pointing arrow. By contrast, Debt Services grew more than 69.3%,
and now this category reflects a percent-to-total expenditure that is greater than it was 10 years
ago, as indicated by the upward pointing arrow.

Indiana’s In$ite-aligned expenditure data was compared to two other states, solely for the
purpose of flagging possible areas for efficiency analysis and potential cost-savings.
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In short, the comparison state references suggest there may be opportunities for cost
improvement in the following areas:

»  Employee Benefits

m  Operations

m  Debt Services

m  Deputies & Senior Administrators

m  Superintendent & Board
As a general trend observation, Chart 1-2 below shows expenditures directly benefiting student

learning decreased as a percent of total expenditures over the past 10 years. Expenditures
supporting back-office functions increased as a percent of total expenditures.
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Chart 1-2: Summary Findings by Expenditure Category

Classification Crosswalk Expenditure Analyses
In$ite Functions to Indiana Account Codes 2003 10-Year Trend
In$ite Functions Indiana Account Codes (millions) % Change % TTL
11XXX Regular Programs $2,703 38.3%
12XXX Special Programs $506 86.4%
13XXX Adult/Continuing Ed Programs $28 25.7%
g Instructional Teachers 14XXX Summer School Programs $28 -1.3%
33 Substitutes 15XXX Enrichment Programs $1 N/A .
3 |Paraprofessionals 16XXX Remediation $39 NA|  47.2%
% |Pupil-Use Technology 258XX Textbooks for Rent or Resale $101} 109.8%
£ |Instructional Materials 391XX High School Band Uniforms $| -258%
41XXX Payments to Oth Govtl Units in $228 60.7%
42XXX Payments to Govtl Units Outsid $ 16.4% l
49XXX Other Non-programming Charges $] -95.2%
Guidance & Counseling 212XX Guidance Services $101 37.8%
g Library & Media 222XX Educational Media Services $115 44.0%
g_. Extracurricular 34XXX Athletic Coaches $50 91.5% 52.0%
3 211XX Attendance & Social Work Serv $24 58.5%
‘2 Student Health & Srvs 213XX Health Services $37 73.8%
g 492XX Scholarship $2] 227.0%
o Staff Development 221XX Improvement of Instruction/Cur $91 125.6%
© Program Management 216XX Special Education Administrati $25) 100.2%
2 491XX_Indirect Costs $41 -902.7%]| 429.0%, t
» 214XX Psychological Services $25 79.6% ’
£ [Therapists, et al 215XX Speech Pathology & Audiology $21 99.5%
415XX Interlocal Agreements-Spec Ed $10] 5464.1%
Transportation 255XX Pupil Transportation Services $413 61.3%
Food Services 256XX _Food Services $279 55.7%
2 Building Upkeep 254XX Operation & Maint of Plant Ser $738 51.0%
.2 . 266XX Data Processing $8 -4.4% o
s |Data Processing 267XX_Technology Coordinator $65 na| 60-6% l
g_ 251XX Direction of Business Support $19 63.1%
O |gusiness Operations 252XX  Fiscal Services $26 61.3%
257XX Internal Services $12 7.5%
264XX Staff Srvs (employee benefits) $1,571]  130.0%| 130.0%
51XXX Debt Services-Principal $80] 148.4%
" 52XXX Debt Services-Interest $33 -8.6%
£ |Debt Services 53XXX Lease Rental $617| 147.6%| 125.0%
[ 54XXX Advancements and Obligations $56 77.4%
E 59XXX_Other Debt Services 8] 503%
‘E [Capital Projects 253XX__Facilities Acquisition & Const $743]  84.4%| 84.4% "
£ |Pass-Throughs 37000 Nonpublic School Pupils Servic $1] 643.6%| 643.6%
8 Enterprise/Cmmnty Srvs  |3XXXX_ Community Services $28] 115.4%] 115.4%
- 25910 Judgments $3| 1287.6%
2 25920 Ditch Assessments $| -20.2%
O |Claims & Settiements 25940 Claims and Settlements $2|  3.0%| 1141%
25950 Other Assessments $| 255.1%
259XX Other Liabilities $ 66.7%
Principal & Asst. Prin. 241XX Office of the Principal Servic $303 53.0% 53.3% l
School Office 249XX Other Support Serv-Schl Admin $13 60.2%
23220 Community Relations $3} 126.3%
23230 Staff Relations and Negotiatio $3 50.5%
o 23290 Other Executive Administration $11 33.0%
'(.:; 26100 Direction of Central Support S 3] -36.4%
5 |Deputies, Sr. Admin. 26200 Planning/Research/Develop/Eval $3] 54.1%| 72.4%
k=] 26300 Information Services $1 12.7%
2 26500 Statistical Services $| 1266.1%
- 26900 Other Support Services-Central s8] 72.9%
29000 Support Services - Other $13}  158.9%
. 231XX Governing Body Services $16 57.1%
Superintendent & Board 53515 Gffice of the Superintendent s66] 46.5%| 50.7% 1
Legal 23150 Legal Services $9]  74.5%

NOTE: Total expenditures increased 69.3% in 10 years from 1993 to 2003; adjusted for inflation, total
expenditures increased 32.9%. Pupil enroliment increased 4.2% for the same ten-year period.
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Specific findings:

Instruction: Expenditures grew less than Total Expenditures over the past 10 years,
Indiana’s expenditures on instruction now reflect a lower percent of Total Expenditures
compared to 10 years ago.

Instructional Support: Guidance & Counseling, Library & Media, Student Health
& Services — Expenditures grew less than Total Expenditures over the past 10 years and
reflect a lower percent of Total Expenditures now than 10 years ago.

Instructional Support: Athletic Coaches, Staff Development, Program
Management, Therapists, et al — Expenditures grew more than Total Expenditures over
the past 10 years and reflect a higher percent of Total Expenditures now than 10 years
ago.

Operations: Pupil Transportation, Food Services, Building Upkeep, Business
Operations, excluding Staff Services & Employee Benefits — Expenditures grew less
than Total Expenditures over the past 10 years and reflect a lower percent of Total
Expenditures now than 10 years ago.

Operations: Data Processing, Staff Services, including Employee Benefits —
Expenditures grew more than Total Expenditures over the past 10 years and reflect a
higher percent of Total Expenditures now than 10 years ago.

Other Commitments: Debt Services, Capital Projects, Pass-Throughs —
Expenditures grew more than Total Expenditures over the past 10 years and reflect a
higher percent of Total Expenditures now than 10 years ago.

Other Commitments: Enterprise/Community Services, Claims & Settlements —
Expenditures grew less than Total Expenditures, reflecting a lower percent of Total
Expenditures now than 10 years ago.

Leadership: Deputies & Senior Administrators — Expenditures grew more than Total
Expenditures over the past 10 years, reflecting a higher percent of Total Expenditures
now than 10 years ago.

Leadership: Principals, School Office, Superintendent & Board, Legal —
Expenditures grew less than Total Expenditures over the past 10 years, reflecting a lower
percent of Total Expenditures now than 10 years ago.

Operational Best Practices and Projected Cost Savings

When Fox River completed its financial analysis, we focused on studying best practices in K-12
operations. Results of our work were compiled from publicly-available information provided by
states, school districts, educational associations and education consultants. Information has been
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collected that details efficient management practices that have been implemented and sustained
around the country in a wide variety of school environments and geographic settings. Results of
this study, i.e., those reports and productivity measures most relevant to Indiana’s cost patterns
and relevant needs, are compiled and attached in the Appendices to this Executive Briefing.
These materials are organized under the title of “Reference Library.”

Fox River also studied cost patterns within all expenditure categories in order to establish
national, regional and local cost patterns or cost ranges — from which an evaluation could be
made as to Indiana’s spending patterns across all of its expenditure categories. Once these cost
ranges were reviewed, projected savings were extrapolated from fiscal 2003 spending. These
calculations are presented in Chart 1-2.

Last, for the reader’s convenience, the Appendices also contain a detailed listing, for 11 primary
expenditure categories, of individual changes made to K-12 operating practices around the
country that have produced cost savings. The scope of these cost savings have ranged from
modest to very significant, when calculated on a “savings-per-pupil basis.”

Menu of Recommendations

Implementation strategies in K-12 education greatly impact the manner in which states can target
and achieve savings in schools across the state. An effective way in which to organize and study
cost savings opportunities is by using the following institutional framework:

= Savings to be achieved within local school corporations;

- Fox River evaluated the scope of potential for savings in non-instructional
functions, presuming that individual school corporations would undertake first the
analysis of and cost-cutting decisions within their individual schools and operating
facilities.

= Savings to be achieved using service arrangements with regional service
corporations;

- Fox River reviewed the role of service corporations in Indiana to understand how
best to shift more services to these nine regional support services to expand the
impact of the cost savings beyond those that could be achieved by the school
corporation level on its own. Fox River studied opportunities for both direct
services strategies and outsourcing strategies within service corporations.

= Savings to be achieved in partnership with public and/or private providers using
outsourcing contracts;
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- Fox River is familiar with the use of outsourcing in education. For the reader, an
understanding and review of the practice and methods of outsourcing in K-12
education is contained in the Reference Library.

Savings to be achieved by considering the use of statewide bidding of selected
services;

- As part of this analysis Fox River also evaluated potential state-system-wide
opportunities for savings in salaries and employee benefits by comparing Indiana
to national and regional norms.

Summary of Recommended Cost Savings
Chart 1-3 below illustrates a menu of total potential cost savings ranging between $337.3 and
$479.6 million. The following menu items could be implemented in combination.

At the school corporation level, experience from rigorous cost savings initiatives in other
states indicates that school corporations/districts could apply known cost saving ideas
borrowed from other states and reduce expenditures in all 11 functions listed on Chart 1-2
from $47.1 to $193.7 million annually.

Using service center corporations for greater leverage in streamlining the provision of
Transportation, Food Service, Facilities Maintenance, Cost Control and Personnel
Systems, Administrative & Instructional Technology, and Facilities Construction to
schools within the state could save from $100.0 to $150.0 million annually.

Outsourcing Transportation, Food Services and Facilities Maintenance to private sector
companies could produce annual savings of $131.0 to $146.0, based on completed
projects elsewhere in the nation’s K-12 school and county districts.

Systemwide savings in all employee categories resulting from the statewide bidding of
employee benefits could range between $150 and $200 million annually. The benefits
calculation uses “full-time equivalent (FTE)” data produced by Indiana’s Department of
Education. Fox River calculated the opportunity for cost savings by reducing employee
benefit spending from its current higher than national norm level to the national norm
level. The detail presentation of this work may be seen in the report section headed

- “Quadrant 1 — Systemwide Human Resources.”
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Chart 1-3 — Functional Analysis of Projected Cost Savings

Cost Savings Ranges in Millions

Functional Areas Targeted | School Corporations’ Service Corporations? Outsource® Systemic*
for Potential Savings Low High Low l High Low I High Low High

Full-Time Equivalents $0.0 $0.0
Salary AND $0.0 $0.0
Benefits $150.0] $200.0
Transportation $6.8 $24.9 $78.0 $87.0
Food Service Operations $4.4 $15.9 OR $53.0 $59.0
Facilities Maintenance $8.0 $24.0 $112.0] $124.0

Subtotal $19.2 $64.8 OR $100.0 $150.0 $131.0| $146.0
Cost Control Systems & $4.2 $17.5
Personnel Systems & Benefits
Admin and Instructional Tech $0.3 $14.6
Facilities Construction $9.8 $44.4

Subtotal $14.3 $76.5 $100.0 $150.0
Safety and Security $0.4 $2.2
Educational Service Delivery $7.7 $33.0
Management Structures $5.1 $15.1
Community Involvement $0.4 $2.1

Total $47.1] $193.7 $100.0 $150.0 $131.0| $146.0| $150.0{ $200.0
Potential Incremental and Total Savings Opportunities: Incremental* Total*™*
Cost Saving Strategies Low High Low High
1-School Corporations -- Self Improvement with No Restructuring $47.1| $193.7
2-Leverage School Corporations -- Restructure & Centralize Common Functions $66.5 $8.7] $113.6] $202.4
3-Outsource Transportation, Food Services & Facilities Maintenance $73.7| $77.2] $187.3| $279.6
4-Systemic -- Target National Norm for Cost of Benefits $150.0| $200.0] $337.3| $479.6

Total Potential Savings $337.3| $479.6

* The "Incremental” illustrates how much in cost savings would be eft on the table’ by not implementing a specified strategy (1-4).

** The "Total" illustrates how much would be gained in total cost savings by implementing strategy #1, and one or more of strategies 2-4.

1 — Projections extrapolated for Indiana using state-sponsored cost savings work in Florida county districts and the
Houston Independent School District.

2 — Based on centralization and a service center contracting model used in the New York City Public Schools.

3 — Based on outsourcing savings norms supported in materials drawn from an extensive literature search.

4 — Based on national and regional norms for government and educational staff classifications as reported by the
Bureau of Labor Statistics.

A number of operational delivery methods are included above as alternatives (thus the “OR”
notations). By example, cost savings initiatives implemented by school corporation/districts
alone for Transportation could save from $6.8 to $24.9 million. If service corporations are better
leveraged through restructuring and Transportation and other back-office, non-instructional
functions were centralized into 10 or fewer centers, the savings would be from $100 to $150
million for these non-instructional services. Last, Transportation outsourcing to a private sector
company would be expected to result in a $78 to $87 million cost savings.
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The $150 to $200 million cost savings projected for employee benefits is in addition to the
remainder of the other cost savings targeted and reported in Chart 1-2 (resulting in the “AND”
notation).

Four Quadrant Analysis

Chart 1-4 illustrates the sequence of Fox River’s presentation of projected cost savings in specific
expenditure categories. Fox River’s evaluation began with our analyses of INDOE’s receipts and
expenditures file (sources and uses of funds). We conducted a ten-year trend analysis of Indiana
uses of funds in reporting categories established by Indiana in its state chart of accounts for K-12
school corporations. Our second analysis was a fiscal 2003 comparative analysis of Indiana’s
spending patterns compared to two other states. This comparison was conducted using InSite.

Chart 1-4 — Reporting and Discussion Sequence

Quadrant 1
Systemwide
Human
Resources

Quadrant 2 Quadrant 3
Support Service
Services -- , Corporations
Business: Best - Direct -
Practices - Outsourced -
Quadrant 4
Systemwide
Real Estate

Quadrant 1 — Systemwide Human Resources

Statewide full-time equivalent (FTE) employee positions, gross salaries and employee benefits
were compared against national and regional cost norms as background for the identification of
systemic cost-saving opportunities. Fox River’s conclusions are:

» Indiana’s overall FTE numbers and staffing patterns fall within nationally established
norms;
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» Indiana’s salaries are in the upper quartile of national and regional norms;

» Employee benefits borne by school corporations appear to be higher (cost more) than
national and regional norms.

Full-Time Equivalent (FTE) Staffing Patterns and Efficiency Savings
The key FTE question is:

» Does Indiana systemically employ more staff in K-12 education than national norms?

The National Center for Education Statistics (NCES) provides the source to answer this question:
Fall of 2000 data for state enrollments and for full-time equivalent (FTE) employees. As shown
in the summary chart below, Indiana employs 128.2 FTEs per 1,000 students; the national
average is 121.3 FTEs. Indiana is 5.7% higher in number of employees. When FTEs are
examined by NCES job classification three specific areas have FTEs that are higher than national
norms, as illustrated by the yellow highlighting in Chart 1-5 below.

» The national norm for Other Support Services Staff is 24.2 FTEs per 1,000 students.
Indiana’s FTE for Other Support Services Staff per 1,000 students is 31.0 FTEs, or 28.0%
higher than the national norm. Other Support Services Staff comprise 31.0% of all FTE
positions in Indiana, compared to a national average of 24.2%.

» The national norm for Instructional Aides is 13.6 FTEs per 1,000 students. Indiana’s FTE
for Instructional Aides per 1,000 students is 17.9 FTEs, or 31.6% higher than the national
norm. Instructional Aides comprise 14.0% of all FTE positions in Indiana, compared to a
national average of 11.2%.

» The national norm for School Library & Support Staff (excluding Librarians) is 5.6 FTEs
per 1,000 students. Indiana’s FTE for School Library & Support Staff per 1,000 students
is 8.4 FTEs, or 49.8% higher than the national norm. School Library & Support Staff
comprise 6.5% of all FTE positions in Indiana, compared to a national average of 4.6%.
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Chart 1-5 — FTEs per 1,000 Students, Fall 2000

FTE Per 1,000 Students FTE as %-To-Total
Indiana| U.S. Diff | % Diff | Indiana| U.S. Diff

School District Staff:
Officials & Administrators 1.0 1.2 -0.3] -23.6% 0.7% 1.0%| -0.3%
Administrative Support 0.7 3.4 -2.7) -80.0% 0.5% 2.8%| -2.3%
Instructional Coordinators 1.5 0.9 0.7] 80.0% 1.2% 0.7%| 0.5%

Subtotal School District Staff 3.2 5.5 -2.3] -42.4% 2.5% 4.6%| -2.1%
School Staff:
Principals & Asst. Principals 3.0 3.0 0.0] -0.5% 2.3% 2.5%| -0.1%
School Library & Support Staff 8.4 5.6 2.8 49.8% 6.5% 4.6%| 1.9%
Teachers 59.9] 625 2.7 -4.3%| 46.7%| 51.6%| -4.9%
Instructional Aides 17.9 13.6 43| 31.6%] 14.0%| 11.2%] 2.7%
Guidance Counselors 1.9 2.1 -0.2] -10.2% 1.4% 1.7%| -0.3%
Librarians 1.1 1.1 -0.1] -6.5% 0.8% 0.9%] -0.1%

Subtotal School Staff 92.1 87.9 4.1 4.7%) 71.8%] 72.5%| -0.7%
Student Support Staff 2.0 3.6 -1.6] -44.7% 1.6% 3.0%| -1.4%
Other Support Services Staff 31.0f 242 6.8] 28.0%| 24.2%| 20.0%] 4.2%

Total 128.2] 121.3 6.9 5.7%] 100.0%| 100.0%| 0.0%

Sources: NCES Tables #38 & #81 at: http://nces.ed.gov/programs/digest/d02/tables
FTE data provided by the Indiana Department of Education pursuant to the data
requirements specified in the contract with Fox River Learning.

The NCES classification “Other Support Services Staff” includes the following Support Services-
Business departments: Fiscal Services, Purchasing, Printing, Planning & Research, Instructional
Development, Evaluations, Public Information, Personnel, and Information Technology.

Fox River concludes the following from the chart above:

» FTEs, for the state as a whole, are above national norms;
Teachers as a percent of total FTE are 4.9% below national norms;
School Staff other than teachers collectively are 4.1% above national norms;

School District Staff collectively are 2.1% below national norms;

YV V V VY

Other Support Services Staff as a percent of total FTE are 4.2% above national norms.

Because only three employee classifications are above national norms, Fox River has not
projected cost savings in the staffing patterns of K-12 school corporations. We have noted that
Indiana’s unique governance structure for facilities acquisition and development, and for bond
financing, may have a significant effect on FTE analyses in these areas. However, the scope of
Fox River’s engagement does not extend into analyses of other governmental entities that
manage these real estate and financing related areas. Although capital financing and operating
structures are not addressed in this section of the report, facilities maintenance is addressed
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within the scope of this report. Please see the remaining three quadrants of discussion below
regarding other areas for potential cost savings.

Cost Savings Summary — Staffing

Cost Category Targeted Savings Savings Rationale Research References

NCES Enrollment  NCES FTE Table 81

Table 38
FTE J ob None N/A
Positions

FTE Per 1,000
Analysis

Statewide Salary Analysis and Conclusions

Teacher salaries dominate school corporation and state expenditures. Further, in most education
enterprises, teacher salary schedules influence administrator salaries, coordinator salaries, and
salaries for many other job positions. As a consequence, Fox River used teacher salaries as the
baseline costs in the systematic review and presentation of salaries seen below.

The American Federation of Teachers’ (AFT) Survey and Analysis of Teacher Salary Trends
2002 provides numerous rankings of state salary trends. The chart below presents a summary of
data from the AFT’s survey, which ranks Indiana’s salary metrics against other states and
regions. By example, the following conclusions can be reached from the AFT survey rankings as
presented in the chart below:

» Indiana’s average of teacher salaries rank 16" highest of 51 states (including D.C.);
» Indiana’s teacher salaries rank 3™ highest among 6 Great Lakes states;

» Indiana’s teacher salaries as a ratio to state per-capita personal income rank 6™ of 51
states;

= Adjusted for cost-of-living, Indiana’s teacher salaries rank 7" highest of 51 states;

= Indianapolis’ maximum teacher salary is higher than the median for 51 states, and the
minimum teacher salary is lower than the median for 51 states.

m  The average Indiana maximum end of the salary scale is above the median for all states;
and the average Indiana minimum is below the median for all states.

Setting teachers’ salaries is a matter of state policy. In Indiana, collective bargaining is the means
by which almost all teachers’ salaries are established. In the absence of a state level initiative to
address collective bargaining, it is not possible to predict the possible cost savings that might
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accrue if salaries (cost of living adjusted, or compared to state per-capita income) were, for
example, returned to the median or mean of the country’s salaries from their current high (6™ or

7™ in the country) level.

Chart 1-6 — Teacher Salary Rankings from AFT Salary Survey

Ranked

Ranking Metric Highest to Lowest
Average Teacher Salary (among 50 states and D.C.) 16th of 51
Average Teacher Salary: Great Lakes States (M, IL, IN, OH, MN, WI) 3rd of 6
Average Teacher Salary Compared to Annual Earnings in the Private Sector 7th of 51
Average Teacher Salary Compared to Per Capita Personal Income 6th of 51
Average Teacher Salary Adjusted by the AFT Interstate Cost-of-Living Index 7th of 51
Teacher Salaries as a Percentage of Total Current Education Spending 42nd of 51
Average Teacher Salary Adjusted for Differences in Teaching Experience 21st of 51
Actual Average Beginning Teacher Salaries 26th of 51
MA-Maximum Salary for 100 Largest Cities:

Indianapolis (12th by size) 24th of 100

Fort Wayne (98th by size) 42nd of 100
BA-Minimum Salary for 100 Largest Cities:

Indianapolis (12th by size) 56th of 100

Fort Wayne (98th by size) 69th of 100
MA-Maximum Salary for 15 Midwest Cities:

Indianapolis (3rd by size) 5th of 15

Fort Wayne (15th by size) 10th of 16
Ratio of MA-Maximum to BA-Minimum Salaries:

Indianapolis (12th by size) 15th of 100

Fort Wayne (98th by size) 14th of 100
MA-Maximum Adjusted by Cost-of-Living Index:

Indianapolis (12th by size) 13th of 100

Fort Wayne (98th by size) 17th of 100
Ratio of Average Teacher Salary to Average Annual Pay in the Metro Area

Indianapolis (12th by size) 31st of 100

Fort Wayne (98th by size) 13th of 100
Ratio of Average Teacher Salary to Per-Capita Personal Income in Metro Area

Indianapolis (12th by size) 34th of 100

Fort Wayne (98th by size) 20th of 100
Ratio of MA-Maximum Teacher Salaries to the State Average Teacher Salary

Indianapolis (12th by size) 39th of 100

Fort Wayne (98th by size) 58th of 100

MA — Masters of Arts
BA — Bachelor of Arts
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Cost Savings Summary — Salaries

Cost Category Targeted Savings Savings Rationale Research References

AFT Tea‘c,h'er' Salary
Survey

Salaries None N/A

AFT Press Release
Salary Survey

Statewide Employee Benefit Analysis and Conclusions

There is an opportunity for significant cost savings from moving from a higher than national
average percentage of spending for employee benefits to the national average of spending. The
sources and uses analysis performed by Fox River identified a significant ten-year increase in
Account 264X X-Staff Services. Most of the increase was identified as employee benefits. Fox
River attempted to isolate employee health insurance benefit costs for analysis, but the chart of
account structure does not contain the necessary specificity to examine the cost of just health
insurance (see Section 5 — State Accounting and Reporting Opportunities for recommended
changes to Indiana’s state chart of accounts). Object code 220 reports expenditures for: group
life insurance, health insurance, and accident & workman’s comp. Health insurance spending
could not be isolated for comparison to national averages; however, the total of all benefits can be
compared to national averages.

For fiscal year 2003, the total of all employee benefits in object code series 2XX was
$1,561,460,201. The total of all salaries in object code series 1XX was $4,661,605,787. The
percentage of benefits to salaries, therefore, is 33.5%. This percentage of benefits exceeds
national norms. The U.S. Department of Labor, Bureau of Labor Statistics tracks “Total
Benefits” for state and local government employees. At June 30, 2003, the national average
percentage of total benefit costs to total salaries reported by the U.S. Department of Labor was
29.9% (3.6% less than Indiana’s 33.5%). By reducing the cost of employee benefits, and/or
increasing employee contributions consistent with national norms, there is a potential for Indiana
to target a range of savings of from $150 million to $200 million annually (or specifically, 3.6% on
total salaries of $4,661,605,787 = $167,817,808 of savings).

According to an Association of School Business Officials’ survey, only 7% of school districts
nationwide fully fund employee benefits with no employee contribution. Of those districts
surveyed, 43.8% have employees pay 1-10% of health insurance cost; 23.6% have employees
pay 11-20% of insurance costs; and, 13.6% have employees pay 21-30% of insurance costs.
Indiana has more opportunity to raise employee contributions than it has to reduce them. The
survey also indicated that only 35.5% of those districts surveyed compensate employees for not
using district health insurance plans.
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Based on the fact that Indiana’s salaries rank near the top of the nation (6™ and 7" in the country
on a cost of living and per capita personal income basis) and Indiana’s employee benefits are
3.6% above national norms, Fox River believes that the total compensation package for Indiana
K-12 school corporation employees will be at or very near the highest in the nation on a cost of
living and per-capita personal income adjusted basis. Correspondingly, we recommend that the
Subcommittee consider implementing cost savings measures in the area of employee benefits as
seen below.

Cost Savings Summary — Benefits

Cost Category Targeted Savings Savings Rationale Research References
% of benefits is 3.6% Bureau;oéffl;ahor AFrgsza.I:;w

. . Statistics. pdf Survey.pdf
higher than national .

norms; salaries are 6th

Employee Benefits $150-$200 million | & 7™ in the country on a

cost-of-living and per

capita personal income
basis

ASBO Shrvey Press

o It
PRl

2L LR

ASBO Survey  ASBO Survey.pdf
Press.pdf

Quadrant 2 — Support Services: Business Best Practices

The chart below summarizes per pupil savings from financial improvement initiatives from
Florida’s county-based districts and the Houston Independent School District (HISD) and
extrapolates those savings into potential savings at the district level in Indiana based on Indiana
enrollment. Ten to fifty cost-saving initiatives presented for each county district in Florida
generated a range of between $243.42 per pupil in five-year savings and $999.56 per pupil in five-
year savings. This level of per pupil savings, divided by five to arrive at an annual savings figure,
and multiplied by Indiana’s enrollment, indicates that Indiana could save between $47,144,466
and $193,590,183 per year by considering and implementing similar cost saving measures in local
schools.

The imputed potential savings were then tested for reasonableness by determining the
percentages of cost reduction implied in the cost savings. The total district level cost savings
represents a range of from .5% to 2.1% of total expenditures of $9,208,019,700. Additionally,
Fox River examined cost savings potential from HISD cost saving measures. Based on HISD’s
per pupil cost savings results, Fox River imputed an Indiana cost savings by multiplying the per
pupil HISD savings by Indiana’s enrollment. The result is a reasonable $70,286,739 in cost
savings — this is reasonable, as it falls within the imputed Indiana cost saving range from Florida
of from $47,144,466 to $193,590,183.
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Chart 1-7 — District-Level Potential Savings (See Florida Reference Materials in Exhibit A)

Florida Districts’ Indiana's Potential Reasonableness Test
Indiana Enrollment: Savings Experience 1 Year Range of of Savings Potential
968,377 » Range of 5 Year Savings Per Florida's % of Expenditure Savings Houston's
g Savings Per Pupil Per Pupil Experience Expenditures % Savings Savings

Functional Area =z Low High Low High Per In$ite 2003 | Low | High | Experience
Admin and Instructional Tech 1 $1.45 $75.55 $280,829] $14,632,176 $275,375,854] 0.1%| 5.3% -$0.14
Community Involvement 2 $2.13 $10.59 $412,529 $2,051,022 $165,638,437| 0.2%| 1.2% $2.00

Cost Control Systems & 3 $14.20 $65.48 . : o o
Personnel Syystems & Benefits | 4 $7.24 $24.69 $4.152.401)  $17.463,711 $2?1'574'16§ 1.9%| 7.9% $36.58
Educational Service Delivery 5 $39.68] $170.31| $7,685,040| $32,984,857| $4,740,671,363] 0.2%| 0.7%| -$7.90
Facilities Construction 6 $50.83] $229.27| $9,844,521| $44,403,959 $771,430,130 1.3%| 5.8% $19.08
Facilities Maintenance 7 $41.55] $124.08| $8,047,213| $24,031,244 $825,414,416] 1.0%| 2.9% $0.00
Food Service Operations 8 $22.85) $81.85| $4,425483| $15,852,331|  $321,387,569| 1.4%| 4.9% $15.97
Management Structures 9 $26.16 $77.80| $5,066,548| $15,067,946f  $580,514,558] 0.9%| 2.6% $6.71
Safety and Security 10 $2.15 $11.41 $416,402 $2,209,836 $14,146,256| 2.9%|15.6% $0.67
Transportation 1" $35.18] $128.53| $6,813,501| $24,893,099|  $410,007,910] 1.7%| 6.1%, -$0.40

Other 12 . $881.850,039

Based on Florida Savings $243.42] $999.56| $47,144,466] $193,590,183| $9,208,019,700| 0.5%| 2.1% $72.58
Houston's Per Pupil Savings Times Indiana’s Enroliment to Test for Reasonableness $70,286,739

In$ite Functions Included:

1 - Pupil-Use Technology, Library & Media, Curriculum Development, Program Management

2 - Enterprise/Community Service Operations, Extracurricular, Student Health & Services

3 & 4 - Business Operations, Data Processing

5 - Teachers, Substitutes, Paraprofessionals, Instructional Materials, Guidance & Counseling, Staff Development Therapists
6 - Capital Projects,

7 - Building Upkeep

8 - Food Services

9 - Leadership

10 - Safety

11 - Transportation

12 - Other includes: Debt Service, Pass-throu ughs, Other & Retiree Benefits, Claims & Settlements

Indiana’s Potential Savings using Florida’s Per Pupil Experience was calculéted by taking the per-pupil
savings times the number of pupils in Indiana. Florida savings may be examined using the Reference
Library prepared for this report (see Table of Exhibits — Section A).

Quadrant 3 — Service Corporations: Direct and Outsourced
Services

The term “Direct Services” refers to opportunities to leverage existing state resources, such as
service corporations, cooperatives, and regional centers, and to new state structures developed to
accommodate centralized/common functions that procure non-instructional goods or services on
a competitive basis. One successful example of leveraging is Indiana’s statewide purchasing
used to lower the cost of technology purchases. A successful example from the New York City
Public Schools is the centralization of certain business functions from many individual school
districts into regional service centers. “Direct services” refers to an internal restructuring, based
on competitive award, to improve efficiency and effectiveness.

The term “Outsourced Services” refers to opportunities to outsource non-instructional functions
to any entity outside of Indiana local and state government, on a competitive basis. For purposes
of the following discussion, “direct services” and “outsourced services” should be considered
competitive alternatives. Any consideration of externally performing functions currently
performed by school corporations must be based on a competitive analysis of options.
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Structure and Utilization of Service Corporations

Service corporations and cooperatives in Indiana provide a possible alternative source of
administrative support for Indiana’s school corporations. Service corporations generated more
than $200 million in professional service fees and purchases in Indiana in fiscal 2003, inclusive of
Federal and state sources to serve districts and students. Because Indiana’s service corporation
structure is already established and is significant in scale, there are opportunities to use the 23
organizations and cooperative arrangements located around the state to rethink the delivery of
services such as business support services.

Are there any cost metrics that indicate that Indiana business and non-instructional services
provide opportunities for cost savings? The NCES web site contains two Tables pertinent to this
question: Table #162 provides calendar year 2000 expenditures by broad functional categories
for all 50 states and the District of Columbia; Table #37 provides enrollment for each of the states
and the District of Columbia. NCES data for Indiana are sometimes grouped for regional
comparisons into the Great Lakes States (MI, IL, IN, OH, MN and WI). For the functional
category of Operations & Maintenance in the year 2000, Indiana ranked second highest in
expenditures out of the six Great Lakes regional districts. Indiana expended $55 per pupil more
than the average of the other five Great Lakes States, demonstrating an opportunity to reduce
expenditures by some $55 million by lowering the Indiana’s cost to the average of its regional
peer group. Compared to the national average, Indiana expended $114 more per pupil
($112,771,000) for Operations & Maintenance than the average of 50 states and D.C.

The NCES data include five non-instructional functions related to business services, operations
and maintenance and real estate: Operations & Maintenance, Other Support Services, General
Administration, Capital and Interest on Debt. The total of these functional expenditures for
Indiana are higher than regional and national norms. Indiana’s spending for these five functions
in 2000 was $53 per pupil ($53 million) higher than the average of the five other Great Lakes
regional districts, and was $405 per pupil ($400 million) higher than the national average for these
five functions. There appears to be opportunity for cost savings in these functions because the
current spending rate is higher than regional and national norms.

By way of example, a recent model for the leveraging of service corporations is found in the New
York City Public Schools in an initiative known as The Children First Reform Agenda
(http://www.nycenet.edu/Administration/Childrenfirst/CFAgenda.htm). The Children First
Reform (CFR) is a comprehensive plan consisting of four core elements. One of these four
elements is a goal that sought to reorganize the Department of Education’s management structure
into a streamlined system dedicated to instruction. This restructuring is mostly completed. All
ancillary services important to the support of instruction have been shifted to ten regional centers
for instruction; support operations for business functions have been consolidated into six
regional operations centers. This restructuring was designed to generate significant cost savings,
which have been reallocated into classroom investments for improved learning.
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This reorganization of the management structure is credited with recovery of $125 million in
annual administrative costs, which since have been reallocated to instructional functions. The K-
12 environments in Indiana and New York City Public Schools are of a similar size:

NYC Public Schools State of Indiana
» $10.6 billion in expenditures » $9.2 billion in expenditures
» 1.1 million students » 1.0 million students
> 1,200 schools » 1,981 schools

A similar reorganization in Indiana that utilizes and expands upon the existing structure of service
corporations in Indiana has the potential to trim from $100 million to $150 million in
administrative expenditures annually. The estimate of the annual cost savings would need to be
netted against the restructuring charges the state would incur to create and implement such a
plan. While it is impossible to know without further detail the magnitude of these charges, it is
expected that restructuring charges would be incurred in the early years of the transition of
business support services.

Working alongside a team of people drawn from both school corporations and service
corporations, there would be two main issues to evaluate:

m  Direct Services — The potential for service corporations to centralize direct business
support services within their own organizations in order to lower overall annual operating
costs and to improve quality for Indiana schools and school corporations; and,

= Outsourcing — The prospect of outsourcing selected services, using the process of
statewide contracting and bidding to lower annual operating costs and to maintain or to
improve quality. Recommended areas for statewide bidding would include food
services, pupil transportation services and facilities services for both acquisition and
construction and operation and maintenance of plant services.

Cost Savings Summary — Service Corporations / Direct Services

Cost Category Targeted Savings Savings Rationale Research References
An existing,
underutilized service 3 B
. ) oot b
Service and lnfrﬁstrucmre,t . M FAGS 0T Booksmscrep
. - otentially, a target for -y
Corporations $100-$150 million | P Y g !

improved services i o

. Gov Pataki Press  NYCDOE Children
delivery, yet less Release CF.pdf  First Intro.pdf
expensive unit service
Ccosts.

(direct services)

Copyright, Fox River Learning, Inc. 2004 32



Cost Savings Summary — Service Corporations / Outsourcing

Cost Category

Targeted Savings

Savings Rationale

Research References

Service
Corporations
Outsourcing
Services Using
Statewide
Contracts

Savings by negotiating
outsourcing contracts

[';“

Typical Outsourcing
Savings.pdf

Pupil
Transportation

$78 - $87 million

Same as above

Same as above

Food Service

$53 - $59 million

Same as above

Same as above

Technology

Not Available

Same as above

Same as above

Employee Benefits

See Quadrant 1
Above

Same as above

Same as above

Chart 1-8 is summary chart of Fox River’s research into all of the services provided through the

nine service centers in the state. Boxes colored gray highlight services offered in specific
locations. As an example, all but one of the nine service centers can provide Cooperative
Purchasing services, which is an excellent example of the use of scale to lower unit costs in

purchasing.

Fox River recommends that the Subcommittee discuss the possibility of using this geographic
service network to join together in organizing statewide bidding and procurement for other areas
like Transportation and Food Services. In addition, it is recommended that other services below,
like Technology Services, be expanded so as to lower costs within school corporations.
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Chart 1-8 — Services Provided by Educational Service Centers
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Service
Media Library
Distribution/Delivery Services
Cooperative Purchasing
Online Procurement
Technology Services
Software Preview Library
Distance Learning
Internet Access
Training
Erate Assistance
Planning
Data Warehouse
Email
Bulletin Board
Paging Gateway
Survey Tools
Mailing Lists
School Home Pages
Staff Home Pages
Professional Development
Insurance Trust Support
Vision
Dental
Long Term Disability
Life
Curriculum Development
Grant Information
Strategic Planning
Bus Transportation
Gifted & Talented
Equipment Repair
Career Guidance Information
Textbook Adoption
Substitute Training
Procedures Manual
Board Policies
Substitute Employee Management
Application Tracking Service
Driver Education
Link to Educational Service Centers http://www.doe.state.in.us/htmls/esc.html
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Quadrant 4 — Statewide Real Estate Practices: Funding,
Facilities Operations and Maintenance

School corporation level savings were identified in Chart 1-3 for Facilities Maintenance (savings
ranging between $8 and $24 million) and Facilities Construction (savings ranging between $9.8
and $44.4 million). Facilities are almost always a target for study in states and districts across the
country — although well executed real estate studies usually show a need for both new investment
and cost-cutting in school districts.

In 2003 Indiana spent 26 percent of its entire $9.2 billion of expenditures on operating and capital
charges relating to the building, renovation, operation and maintenance of school and other
facilities. Indiana also recorded a high percentage for capital costs related to debt service on bond
indebtedness and capital projects.

The study of facilities operations and funding in Indiana should be accompanied by examination
of those places in the state that are obligated by law to use “prevailing wages” in contracting for
construction labor. Given the information received by Fox River, it was difficult for us to discern
whether the relatively high expenditures Indiana experienced in fiscal 2003 are owed to
operational staffing patterns, labor costing or overhead and infrastructure charges of institutions
that open and renovate schools in Indiana. However, this is an area that merits close attention in
the state by the K-12 Subcommittee.

Cost Savings Summary — Facilities

Cost Category Targeted Savings Savings Rationale Research References
e 1di .
Facilities, Bu'l'ng See “Outsourcing — Cost
Upkeep, Utilities Savines Summary” in
and Maintenance $112 - $124 million Outsourcing Savings & Yy
. table under Service
(in general, .
. Corporations
Operations)
A =
Given the significant fincostp making_hay
building expense in
. Cannot be calculated Indiana, construction —
Construction — - -
Prevailing Wages without more and prevailing wage
information structures must be healthcare _sum
examined for cost
saving measures.
sq_ft_report
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Cash Flow Improvements Recommended for Further Review

Fox River identified three other expenditure categories during the course of our review that we
recommend to the Subcommittee for further evaluation. Our analyses alerted us to the fact that
the mix of revenues funding the K-12 system were changing. In the Indiana Chamber of
Commerce report, “The Indiana Project for Efficient Local Government — Phase II Study of the
1999 COMPETE Study,” it recommended Property Assessment as an area that should be
restructured; saying “Property assessment should be removed as a township function and
assigned to the county.” In conversations with INDOE about cash flows, annual receipts and
expenditures and the COMPETE study, Fox River confirmed the fact that school corporations
are seeing a slowing of receipts as the result of the statewide reassessment process of property
taxes underway. We recommend improving the reassessment process in order to remedy any
cash flow difficulties being experienced by local school corporations as a result.

Our second area of focus references the drawdown of Federal funds allocated to each of the
states on an annual basis. The U.S. Department of Education has issued a memo recently (a copy
for review is embedded as a document in the Reference Library) that identifies the 50 states and
any funds that have not been drawn down on a timely basis.

The third item, “hold harmless” funding for school corporations to compensate for charter school
enrollments that take students away from other public schools, is codified in the state’s school
funding and budgeting statutes. Although Fox River could not identify the size of the funds
reimbursed to sending school corporations, INDOE should provide the Subcommittee with fiscal
2003 calculations of the expenditure impact resulting from “double payments” made on behalf of
children attending charter schools.

Cost Savings Summary — Cash Management:

Cost Category Targeted Savings Savings Rationale Research References
Improvements in the . . .
. . Requires Discussions
Tax Payments Unknown — timing and receipt of . .
. . with State Taxing
for Property Tax | Confirm through tax collections will Authorities and
Collections INDOE reduce short-term
. Assessors
borrowing costs
Federal Funding Accelerate the
& Drawdown allowable drawdown | See Section 1/ Cost
Practices $63.6 million of Federal Funding Savings Summary —
(Unexpended streams available to Cash Management
Funds) every state
Hold Harmless Unknown — Double-fundm’g of See Section 1 — $$
. students who’ve .
Funding for Confirm through lled in charter Confirmation from
Public Schools INDOE cnroriecin eha INDOE
schools full-time

Fox River Learning, Inc.
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Reference Materials — Research Library and Productivity Metrics

The background materials that follow offer information on additional ways to evaluate
prospective cost savings. In$ite’s 32 detailed categories serve as the master index for these
materials. The time spent on investigating and implementing cost-savings must be considered in
light of their significance within the overall spending of Indiana or its individual school
corporations. Chart 1-9, as seen in the Executive Summary as Chart S-9 and again below,
presents Indiana’s 2003 fiscal year expenditures using In$ite’s 32 functional reporting categories.

Chart 1-9 — Indiana 2003 Fiscal Year Expenditures Using In$ite Reporting
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Reference Library

The Reference Library incorporated in Exhibit A includes sources of information for best
practices and cost reduction methodologies, productivity and instruction metrics, and the list of

cost savings recommendations from Florida.

Fox River Learning, Inc.
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Section 2 — Legislative Reporting

Requirements: This section of the report responds to the Subcommittee’s specific request to:

Prepare a report for The K-12 Education Subcommittee of the Indiana Government Efficiency
Commission (Subcommittee), which has need for a fact-based analysis of Indiana’s K-12
school finances.

Highlight:

» |ndiana’s traditional reporting structures for K-12 Public Education school corporations
and related expenditures does not allow legislators, parents or education staff to
understand readily the nature of changes in receipts and expenditures over the years.

Summary Observations

In order to present our fiscal 2003 analytics most effectively, Fox River started its work with a
reconciliation that relies upon the summary financial data (receipt, expenditures and cash balance
numbers) that are provided upon request to legislative staff and Indiana’s legislators. To
complete the analysis of financial data, Fox River interacted with and relied upon the information
conveyed in conversations with INDOE staff. Data requests of INDOE were fulfilled promptly,
emails were responded to, verbal and written questions were answered promptly. That analysis
follows directly below.

Reconciliation to Legislative Reporting — Fiscal 2003

In order to minimize confusion, we asked INDOE to confirm the receipts and expenditure
information, in order to make certain that Fox River used the correct totals as a starting point for
our analysis. Once these figures were confirmed, we used these figures to derive the remainder
of the work specified under the terms of our engagement.

School Corporation Receipts and Expenditures

The Department maintains an annual financial data file of receipts and expenditures for all school
corporations, charter schools and fiscally independent cooperatives (special education, vocational
education, and education service centers) in the state. This data file contains expenditures for all
funds. For example, the total expenditures reported by INDOE for fiscal year 2003 were
$9,419,913,715.



Chart 2-1 — 2003 K-12 Transactions

2003 K-12 Transactions

Fiscal Year 2003

(7/1/2002 to 6/30/2003) Amount

Expenditures $9,419,913,715
DATA SOURCE: INDOE CLASSIFICATION BY: INDOE

For 2003, duplicate transactions identified for Indiana’s 22 fiscally independent cooperatives,
whose expenditures duplicate the payments made by the school corporations and charter schools
for services from these same organizations, as well as inter-fund transfers. These adjustments are
made in Chart 2-2 to arrive at 2003 K-12 Expenditures for all fiscally independent cooperatives in
Indiana and produce actual fiscal year 2003 K-12 expenditures of $9,274,904,024.

Chart 2-2 — 2003 K-12 Expenditures

2003 K-12 Expenditures

From Gross Expenditures
To Expenditures Amount
Gross Expenditures $9,419,913,715
Less: | Service Centers/COOPs* $122,528,421
Fund Transfers** $22,481,270
2003 K-12 Expenditures $9,274,904,024

* Includes 22 independent service cooperatives, area
vocational schools and education service centers. These
expenditures are duplicated in the Gross Expenditures amount
because the payments for services are also recorded by
member or participating school corporations.

** Inter-fund transfers must be excluded to avoid double
counting of expenditures across funds.

DATA SOURCE: INDOE CLASSIFICATION BY: Fox River Learning

Receipts and cash balances were beyond the scope of the analysis requested of us, which was
limited to expenditures at the Subcommittee’s request. We would note in passing that while the
INDOE staff was able to respond to our questions concerning such matters, Indiana’s traditional
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financial reporting structures for K-12 school corporations do not allow legislators, parents or
education staff to understand readily the nature of changes in expenditures over the years. Itis
apparent that the reporting structures for the data are used for auditing for compliance. They are
not readily used for analysis.
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Section 3 — Fiscal 2003 Financial
Reporting

Requirements: This section of the report responds to the Subcommittee’s specific request to:

Organize the financial data into a presentation that enables exploration of revenue and
expenditure trends and patterns using a national financial reporting standard, In$ite®.

Highlights:

In$ite’s Expenditure Classifications show the following:
= Fiscal 2003 expenditures total $9.208 billion; $9,509 per pupil.
= Non-operating expenditures total $1.672 billion; 18.2% of total expenditures.
= Operating expenditures total $7.536 billion; $7,782 per pupil.

= Operating expenditures (excluding Capital and Debt) by function: Instruction, 58.3%;
Instructional Support, 10.2%; Operations, 23.8%; and Leadership, 7.7%.

Presentation of Expenditure Patterns Using In$ite

Much of the government accounting and reporting of state and school district expenditures in
American K-12 education is conducted using the accounting handbook maintained by the
National Center for Education Statistics (NCES), entitled Financial Accounting for Local and
State School Systems, 2003 Edition (NCES Handbook). While no federal mandate exists to use
the NCES Handbook, it is held up as a lighthouse model of sound accounting practices for
school districts/corporations and state use. Indiana aligned its own state and school corporation
accounting practices to the NCES Handbook in 1973 and again in 2003. It is a fair statement that
most individuals who are untrained in government and school accounting will find traditional
accounting and reporting for public education to be difficult to understand and interpret.

In response to a need to present state and school education spending in a more easily understood
manner, In$ite — The Finance Analysis Model for Education™ (a PC application under U.S.
Patent No. 5,991,741) was developed and released in 1996 by Coopers & Lybrand L.L.C., now
PricewaterhouseCoopers L.L.C. In$ite is America’s only widely accepted national K-12
expenditure reporting standard for school districts at the state, school corporation and school
level. The summary reporting categories of In$ite provide a national reporting model while
leaving the general ledger and data files of a state unaltered in order to preserve accounting and
reporting integrity. A detailed presentation of In$ite’s reports may be seen in Exhibit B.
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In addition to the functional presentation of Indiana’s expenditure reporting for fiscal 2003, we
also used In$ite to report the state’s total expenditures using six program types; General
Education, Special Education, Bilingual/ESL Education, Title I Education, Vocational Education
and Other Programs (all other programmatic spending not captured in the first five categories).

In$ite reports revenues and expenditures by function, location and program to provide a model
that may be used to compare school finance revenues and expenditures to other entities. For
example, Chart 3-1 below illustrates a final adjustment Fox River made to make Indiana’s total
expenditures comparable to comparison states used in Section 4 of the analysis. The total In$ite
expenditures excludes the Gifts, Donations & Bequests Fund expenditures of $66,884,323 in
order to make comparisons with the other states (which do not account for them) valid. The
presentation of all In$ite expenditure information nets these out to reflect total expenditures of
$9,208,019,701.

Chart 3-1 — Proof: INDOE Expenditures to In$ite Expenditures

2003 In$ite Total Expenditures

K-12 INDOE Expenditures

to In$ite Expenditures Amount

K-12 INDOE Expenditures $9,274,904,024
Less: Gifts & Donations Fund* $66,884,323

In$ite Expenditures $9,208,019,701

* Subtracted to make numbers comparable to other states.

DATA SOURCE: INDOE CLASSIFICATION BY: Fox River Learning

Using the same INDOE expenditure source data, Fox River reclassified fiscal year 2003
expenditures consistent with a national model of reporting for K-12 education. The purpose was
to make Indiana’s data comparable to other states, and to enable examination of spending from
two additional perspectives: by Function, and by Program. The reporting model, In$ite, classifies
all expenditures by five summary functions and 32 detail functions; and separately, by six
summary programs. The 32 detail functions are “intersected” with the six programs listed below
to produce detailed reports that examine specific programs and functional spending within those
same programs. In lay terms, this enables clarity as to both “what” (the function) the expenditure
was made for and “for whom” (the program).
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In$ite’s five summary functions are: In$ite’s 6 summary programs are:

= Instruction =  General Education

* Instructional Support * Special Education

= Operations » Bilingual/ESL

= Other Commitments (Non-Operating) * Title 1/Compensatory
* Leadership * Vocational Education

= Other Programs

Solely to identify areas of highest probability for cost savings, uses of expenditures were
analyzed by In$ite detail and summary functions, and by In$ite programs in a comparative
presentation with data from two other states. Each resulting functional and programmatic
presentation was prepared two ways: for total expenditures, and for operating expenditures.
Total expenditures include all expenditures in all funds. Operating expenditures are equal to total
expenditures less Other Commitments (Non-Operating) expenditures.

Chart 3-2 and Chart 3-3 illustrate InSite total expenditures by five summary functions in pie chart
and table formats, respectively.

Chart 3-2 — Uses Chart: By In$ite’s Five Functions — Including Capital Obligations

2003 InSite Total Expenditures

Other
Commitments Leadership
18.2% 6.3Y
Operations -3%

19.5%

Instructional
Support

8.3% Instruction

47.7%

Total Expenditures = $9.208 Billion

DATA SOURCE: INDOE CLASSIFICATION BY: Fox River Learning
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Chart 3-3 — Uses Table: By In$ite’s Five Functions — Including Capital Obligations

Actual Dollars in Millions —
Per Pupil in Whole Dollars
Indiana FY 2003
Pupils: 968,377
Expenditures
In$ite Functions (in Millions) % Total Per Pupil
Instruction $4,396] 47.7%) $4,539
al Suppc $767 8.3% $792
$1,793) 19.5%) $1,851
$1,672 18.2%) $1,727
Loa - - $581 6.3%) $599
In$ite Total Expenditures $9,208 100.0%) $9,509
Plus Gifts & Donations Funds* $67
I Total INDOE Expenditures $9,275
Source: Fox River Learning, Inc/EDmin.com, Inc. In$ite, U.S. Patent No. 5,991,741
* Gifts & Donations Funds were excluded from In$ite to make Indiana's expenditures comparable to
other states.

The InS$ite model presents non-operating expenditures in its “Other Commitments” function.
Summary percentages can be presented on an operating expenditures basis when Other
Commitments are removed. Non-operating expenditures include debt service, capital projects,
pass-through payments, retiree benefits, enterprise and community operations, and other
expenditures for goods and services not serving the needs of the current student body of the
school corporation or doing so outside of the analyzed fiscal year.

Chart 3-4 — Uses Chart: In$ite Operating Expenditures by Four Functions —
Excluding Capital Obligations

2003 InSite Operating Expenditures

Leadership
7.7%

Operations
23.8%

Instructional

Support Instruction
10.2% 58.3%
Operating Expenditures = $7.536 Billion
DATA SOURCE: INDOE CLASSIFICATION BY: Fox River Learning
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Chart 3-5 — Uses Table: In$ite Operating Expenditures by Four Functions —
Excluding Capital Obligations

Actual Dollars in Millions —
Per Pupil in Whole Dollars
Indiana FY 2003
Pupils: 968,377
Expenditures
In$ite Functions (in Millions) % Total Per Pupil

Instruction $4,396| 58.3%) $4,539
$767 10.2%) $792
$1,793 23.8% $1,851

$581
$7,536

In$ite Total Expenditures
Plus Gifts & Donations Funds*

[Total INDOE Expenditures

Source: Fox River Learning, Inc/EDmin.com, Inc. InSite, U.S. Patent No. 5,991,741
* Gifts & Donations Funds were excluded from In$ite to make Indiana’s expenditures comparable to
other states.

Programmatic Spending

Chart 3-6 — Uses: By In$ite Program: Spending of $9.208 Billion —
Including Capital Obligations

2003 Total Expenditures By Program
Bilingual/ESL
Special Programs Title 1
Education 0.0% Programs
7.7% 1.9%
Vocational
Education
0.5%
Other
General Pr(;gsr‘;ms
Education ’
89.1%
In$ite Total Expenditures = $9.208 Billion
DATA SOURCE: INDOE CLASSIFICATION BY: Fox River Learning

Many questions are asked today about supplemental instructional programs that are funded by
the Federal Government and by the state of Indiana. In fiscal year 2003, Indiana expended 89.1%
of total expenditures on the general education program and 7.7% on the special education
program. Additional information on programmatic reporting and detail on Indiana’s state-
specific programs may be found in Section 4.
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Chart 3-7 presents program expenditures by summary function.

Chart 3-7 — In$ite Total Expenditures by Program and by Function

Dollars in Millions
In$ite General Ed Special Ed | Bilingual/ESL Title 1 Vocational Other Progs
Functions Amt |%TTL| Amt |% TTL| Amt |% TTL| Amt |% TTL| Amt | % TTL| Amt |% TTL
Instruction $3,696| 45.1%| $458| 64.6% $2| 66.8%| $144| 81.2% $31] 72.6% $65| 89.5%

$519| 6.3%| $217| 30.6% $1| 28.3% $23| 13.0% $4| 10.5% $2| 3.4%

21.6% $14] 2.0% $| 1.2%| $2| 1.3% $1| 2.2% $3| 4.1%
20.2%) $8] 1.1% $| 2.7%| $6| 3.2% $4| 10.2% $1| 1.7%
Leadership $563| 6.9% $12] 1.7% $| 1.0%| $2| 1.3% $2| 4.5% $1| 1.3%|

Total
Expenditures | $8,203/100.0%| $709]/100.0% $4/100.0%| $178{100.0% $43]100.0% $73/100.0%

InSite has many levels of reporting, depending upon the needs of the user. For greater
understanding, Fox River includes Charts 3-8 as the general expenditure template that is used in
analysis in locations throughout the nation. Chart 3-9 below, presents Indiana’s 32 detailed
categories of functional expenditures. InS$ite presents all of its information using total dollars,
percentages of total spending and per-pupil spending in order to give a reader the most easily
understood data, depending upon the nature of the analysis. In this report, percentages and per-
pupil dollars are used most frequently to undertake the comparative analysis requested by the K-
12 Education Subcommittee.
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Chart 3-8 — USA In$ite Functions — 32 Detailed Functions

Total Spending: Budget or Expenditures Allocation Rules
Functions Sub-Functions Detail Functions Schools § Central jf Other

11 Face-To-Face 1 Instructional Teachers JARSG] NoExp  NoExp

Teaching 112 Substitutes -

1 Instruction Instructional Paraprofessionals - -
12 Classroom Pupil-Use Technology & Software -

Materials Instructional Materials, Trips & Supplies

Guidance & Counseling
21 Pupil Support Library & Media

Extracurricular

Student Health & Services

2 Instructional Curriculum Development

Support 22 Teacher Support In-Service, Staff Development & Support
Sabbaticals

Program Management

23 Program Support Therapists, Psychologists, Evaluators,
Personal Attendants & Social Workers

31 Non-Instructional 311 Transportation
Pupil Services 312 Food Service
3 Operations 313 Safef

33 Business Services 331 Data Processing
.
4 Other 42 Capital 421 Debt Service
Commitments - 422 Capital Projects
(Non-Operating) 431 Public, Parochial, Private & Charter
43 Out-of-District School Pass-Throughs

Obligations 432 Retiree Benefits & Other
433 Enterprise/Community Service Operations

44 |Legal Obligations 441 Claims & Settlements

51 School 511 Principals & Assistant Princnpal »
M t 512 School Office

. 5 Leadership 5 Pogra/Operatlons 521 Deputies, Senior Administrators &
Management Researchers (Superintendent's Cabinet)

53 District | 53 Superintet&School Bod
" Management | 532 legal " I

Fox River Learning, Inc.

In$ite, U. S. Patent No. 5,991,741
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Chart 3-9 — Indiana’s Detailed Expenditure Categories — In$ite’s 32 Categories /

Report A-3
A-3. Total District - Detail Functions
-
Number of Pupils Insite Total Total District | % to Total Dist.
968,377 Function District Per Pupil Per Pupil
Total District $9,208,019,702 $9,500 100.0%
Instruction 100 $ 4,395,873,584 $4,539 47.7%
Face-to-Face Teaching 110 $4,215,715,731 $4,353 45.8%
Instructional Teachers 111 3,978,853,998 4,109 43.2%
Substitutes 112 25,298,990 26 0.3%
Instructional Paraprofessionals 113 211,562,744 218 2.3%
Classroom Materials 120 $ 180,157,853 $186 2.0%
Pupil-Use Technology & Software 121 3,914,839 4 0.0%
Instructional Materials. Trips & Supplies 122 176,243,014 182 1.9%
Instructional Support 200 $ 766,950,023 $792 8.3%
Pupil Support 210 $ 415,906,691 $429 4.5%
Guidance & Counseling 211 130,282,308 135 1.4%
Library & Media 212 138,847,996 143 1.5%
Extracurricular 213 66,125,028 68 0.7%
Student Health & Services 214 80,651,359 83 0.9%
Teacher Support 220 $ 106,388,947 $110 1.2%
Curriculum Development 221 82,922,168 EL 0.9%
in-Service, Staff Development & Support 222 25,486,788 24 0.3%
Sabbaticsls 223 (] q 0:0%
Program Support 230 $ 244,654 365 $ 253 2.7%
Program Management’ 231 42,690,864 5 0:5%
Therepists,Psych, Bval, Pers Att. 8 Soc Workers 222 133,963,621 201 2.4%
Opératicns. 390 $1.702,530.319 3 1851 19E%
Nop-hstristional Pupil:Services 316 3 745,541,735 3770 £.1%
Transportation 31 410,007,910 423 4.6%
Foord Service 32 321.347.568 532 3.8%
_ Safety 1@ | 14,146,256 15 | 02% |
Fatiiities 2205 3625414418 $852 2.0%
Buitding: Upkeep; Utiiities & Maintenance 321 825,412,418 8952 o.0%.
Busingss Senices 334 3221,574,168 5229 2.4%
Data Processing 334 82,314,228 &5 0.5%
Buginess Cperations 332 430,257 088 144 1.8%
|Cther Commitments 400 51872751218 $1,722 g%
Contingencics 470 50 3D 0.0%
Budgeted Contingericies 411 1] 0 0.0%
Capital 429 5.1.461,087,824 $1,612 17.0%
Debt Service | 429 788,657, 764. 815 g%
Capitai Projects 429 771,430,130 797 4%
Cagt-of-Tiistrict Obtigaticns. 130 5 105,488,082 3708 1,1%
Rarochin!, P, Thartsr % Public Pass Thiotigh 431 203,844, 4 O.6%
Refiree Bene ity & Other 437 BE 132208 99 08%
EnterpriseSommunity Service Operations: 433 18:962,050 38
1:.e381 Opligetions. 440 $5,566.243 38
Clams & Sattaments 441 &
Schod Manzgement 51 $488
Priscipals & Rssistant Brincipals 511 284
Fohos Office 512 151
Peogram 7 Opsrations Mensgemasnt: 524 545
Deputies, 8 Adiikistietols. and Bebearchess 521 a2
Distyict Mabagement I osso | s116 |
Susefintentent & Scnod Boar 531 17
Lega sy 8580454 o
Indtanz School Carpucatinns o 200622000 Actual
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Section 4 — Revenue (Receipts) and
Expenditure Trends

Requirements: This section of the report responds to the Subcommittee’s specific request to:

Identify the trends in expenditure amounts, allocation and growth using the State Data File
maintained consistently by the state over the past 30 years. The time periods under study in
this report began with fiscal 1993, continued though fiscal 1998 and ended with fiscal 2003.

Highlights:

Indiana Account Code Classifications:

Fiscal 2003 salaries are 50.3% of total expenditures; they were 57.1% in 1993.
Fiscal 2003 employee benefits are 16.8% of total expenditures; they were 12.4% in 1993.
Fiscal 2003 “other” objects are 8.3% of total expenditures; they were 5.7% in 1993.

Revenue receipts (federal, state, local & intermediate) in 2003 are 35.8% higher than in
1993.

Non-Revenue receipts (bonds & advances, loans, and sale of property) are 271.6%
higher than in 1993.

Total expenditures increased 69.3%, 1993 to 2003; when adjusted for inflation, 32.9%

Total Instruction expenditures increased 45.1% from 1993 to 2003; Regular Programs (a
subset of Instruction) increased 38.3%; Special Programs (a subset of Instruction)
increased 86.4%.

The %-To-Total calculation for Instruction expenditures is 35.6% in 2003 and 41.6% in
1993; for Support Services, 52.5% in 2003 and 48.7% in 1993.

Debt Services expenditures increased 125.0% from 1993 to 2003.

Group Insurance expenditures increased 143.2% from 1993 to 2003.
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Analysis of Expenditures

Summary Statistics

Chart 4-1 illustrates pertinent growth statistics for Indiana’s K-12 schools over the past 10 years,
in five-year increments. The growth in student enrollment the past 10 years is a modest 2.4%
between 1993 and 1998, and 1.8% between 1998 and 2003, totaling 4.2% for the 10-year period.
Unlike many states, the increases in K-12 receipts and expenditures in Indiana are not driven by
significant increases in enrollment. For the purpose of this financial review, Fox River based its
analysis on statewide total spending, including expenditures for items that fall into our definition
of Other Commitments (Capital, Debt Service). Unless otherwise noted, all data presented in this
section includes the costs of Other Commitments in the total analysis. Some of the financial
increases are due to inflation over the past ten-year period. According to the U. S. Department of

Labor, inflation was 12.8% between 1993 and 1998, and 12.9% between 1998 and 2003.

Chart 4-1 — Growth Statistics for Expenditures
1993 % 1998 % 2003 10-Year

Amount | Change | Amount | Change | Amount | Change
Pupil Enroliment-ADA 928,896 2.4%| 951,274 1.8%| 968,317 4.2%
Inflation-CPI* B  23% 12.9% 27.3%
Expenditures (in millions) $5,477 31.8% $7,219 28.5% $9,275 69.3%
Per Pupil Expenditure $5,807| 28.7% $7,589| 26.2% $9,578] 62.4%
Increase in Expenditures Over 10 years Adjusted for Inflation -- 1993-2003 32.9%
* SOURCE: U.S. Department of Labor, Bureau of Labor Statistics, web site "Inflation Calculator." See web site
at: http://www.bls.gov/cpi.

In Indiana, over the last 10 years, the growth in expenditures has significantly outpaced the
combined growth in enrollment and inflation.

Examination of Expenditures

Expenditures for Salaries and Employee Benefits

Chart 4-2 below presents total Indiana expenditures using expenditure categories. This

information was compiled using the summary objects in INDOE-specified accounting and

reporting guidelines for local school corporations. Legislators and parents often inquire as to the
percentages of spending on human resources versus all other costs. The information that follows
examines these spending categories in progressively greater detail, so as to allow the
Subcommittee an understanding of how 2003 spending will influence expenditure trends into the

future.
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Chart 4-2 — Total 2003 Uses / Expenditures by Summary Object

# Summary Object 1993 Actual | % TTL 2003 Actual % TTL | % Chg
1 |Salaries $3,125,789,838] 57.1%| $4,661,605787] 50.3%] 49.1%
2 |Employee Benefits $680,507,537) 12.4%| $1,561,460,201] 16.8%] 129.5%
3 |Purchased Services $596,243,927| 10.9% $999,135,006] 10.8%| 67.6%
4 |Supplies and Materials $292,400,331 5.3% $461,815,309 50%] 57.9%
5 |Capital Outlay $469,079,775 8.6% $817,321,199 88%| 742%
6 ]Other Objects $313,223,123 5.7% $773,566,521 8.3%{ 147.0%
Total $5,477,244,531] 100.0%| $9,274,904,023] 100.0%| 69.3%

Chart 4-2 demonstrates a consistent trend in type of expenditure and percentage spending
patterns over 10 years. The most significant exceptions are the decrease in Salaries, increase in
Employee Benefits and increase in other objects.

Public sector finance staffs believe that they have very little discretionary spending to pursue new
resource allocation opportunities or needs, pointing to salaries that are fixed by contract, to
restricted funding sources, and to collective bargaining agreements and contracts. Historical
resource allocation practices and decisions are made using projections spanning a single year at a
time, which compromises effective financial strategy and decision-making.

Fox River analyzed the uses of K-12 expenditures in aggregate for all school corporations and
charter schools in Indiana. The expenditures were analyzed over the past ten years, in five-year
increments, by INDOE Account Code; for fiscal years 1993, 1998 and 2003. In addition, the uses
were analyzed by INDOE summary Object Code (the object being purchased) over the past 10
years, in five-year increments.

The full analysis is summarized in a single Excel spreadsheet (workbook). The following
Summary presents a top-level review of Indiana’s K-12 expenditure of funds.

Chart 4-3 — Expenditures Overview for 10 Years

Dollars in Millions

DATA SOURCE: INDOE 1993 % 1998 % 2003 10-Year
Actual | % TTL| Chg | Actual | % TTL| Chg | Actual | % TTL| Chg

Expenditures By Function:

Instruction $2,276] 41.6%| 22.8% $2,795| 38.7%| 18.2% $3,304| 35.6% 45.1%
Support Services $2,667| 48.7%| 35.3%| $3,609| 50.0%f 35.0%| $4,871] 52.5% 82.6%
Community Services $40 0.7%| 47.8% $59 0.8%| 33.5% $79 0.8% 97.4%
Nonprogrammed Charges $144 2.6%| 39.0% $200 2.8%| 17.0% $234 2.5% 62.6%
Debt Services $350 6.4%| 59.0% $556 7.7%] 41.5% $787 8.5%] 125.0%
Total Expenditures $5,477/100.0%| 31.8%| $7,219/100.0%| 28.5%| $9,275{100.0%| 69.3%

Based on INDOE’s account code structure, Instruction and Support Services accounted for
88.1% of Indiana’s $9.275 billion of expenditures in fiscal year 2003. The Uses were: Instruction
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(35.6%), Support Services (52.5%), Community Services (.8%), Non-programmed Charges
(2.5%), and Debt Services (8.5%).

Trend Analysis — Expenditures

The most significant expenditure trend over the past 10 years is the shift in Uses from Instructional
spending to Support Services and Debt Services spending. In 1993, 41.6% of K-12 dollars were
expended for Instruction. In 2003, only 35.6% was expended on Instruction; a decrease of 6.0% of
total spending. Conversely, in 1993, Support Services spending accounted for 48.7% of all K-12
spending, as compared to 52.5% in 2003, an increase of 3.8%. Debt service expenditures, as a
percent-to-total, increased from 6.4% in 1993 to 8.5% in 2003, an increase of 2.1% of total
expenditures. If debt expenses from Chart 4-3 are excluded from the analysis, the decline in
instruction-related expenditures is confirmed again: 44.4% expended in 1993; 41.9% expended in
1998; and, 38.9% expended for instruction in 2003.

The Summary chart below, Chart 4-4, is the rop page to a spreadsheet, which progressively
details expenditures by INDOE account codes for fiscal years 1993, 1998, and 2003. The data
source for this series of worksheets is INDOE. (This spreadsheet may be reviewed in Research
Reference Document T.) The financial classifications in the worksheets are derived from INDOE
account codes. Using those general parameters, Fox River created the summary top page below,
and the 18 other pages detailing expenditures over this ten-year period, at five-year intervals.

One significant trend in Chart 4-4 is the decrease in the percent of total spending in Regular
Programs (in Instruction) over the past 10 years. In 1993, 35.7% of total expenditures were
expended on Regular Programs. In 2003, only 29.1% of total expenditures was expended on
Regular Programs; a decrease of 6.6%. Another significant change in expenditures is the increase
in Central expenditures (in Support Services). In 1993, 12.8% of total expenditures were
expended on Central. In 2003, 17.9% of total expenditures was expended on Central; an increase
of 5.1%.

The chart below shows how Instruction expenditures have shifted from Regular Programs to
Special Programs over the past 10 years. In 1993, 85.9% of total Instruction dollars was
expended on Regular Programs ($1,955 + $2,276 = 85.89%). In 2003, that percentage is down to
81.8%, a decrease of 4.1%. Conversely, in 1993, 11.9% of total Instruction dollars was expended
on Special Programs. In 2003, that percentage rose to 15.3%, an increase of 3.4%. Also notable,
expenditures for Remediation have increased from zero dollars in 1993 to $39 million in 2003.
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Chart 4-4 —ExpendituresSummary

ALL EXPENDITURES

* CPI Data Source: U. S. Dept of

Dollars in Millions

Labor, Bureau of Labor Statictics, 1993 % 1998 % 2003 10-Yr
wob site: htipwww bisgoviepl. | Acct [ Actual [ % TTL| Chg | Actual[ % TTL| Chg [Actual[ % TTL| Chg |
Growth Statistics:
Pupil Enroliment-ADA 928,896 2.4% 951,274 1.8% 968,317 4.2%
Inflation-CPI* 12.8%) 12.9% 27.3%
Expenditures (in millions) $5,477 31.8% $7,219 28.5% $9,275 69.3%)
Per Pupil Expenditure $5,897 28.7% $7,589 26.2% $9,578 62.4%]
Instruction: 11XXX]
Regular Programs 1IXXX| $1,955| 35.7%| 18.8%| $2,323| 32.2%| 16.4%| $2,703| 29.1%| 38.3%
Special Programs 12XXX] $272 5.0%| 40.9% $383 5.3%] 32.3% $506 5.5%| 86.4%
Adult/Continuing Ed 13XXX] $22 04%| 7.6% $24 0.3%| 16.8% $28 0.3%| 25.7%
Summer School Progs 14 XXX $28 0.5%| -0.8% $28 0.4%| -0.5% $28 0.3%| -1.3%
Enrichment Programs 15XXX $ 0.0% N/A $1 0.0%] -52% $1 0.0% N/A
Remediation 16XXX] $ 0.0% N/A $37 0.5%] 29% $39 0.4% N/A
Subtotal: Instruction $2,276] 41.6%) 22.8%| $2,795| 38.7%| 18.2%} $3,304 35.6%] 45.1%
Support Services:
Pupils 21XXX $147 2.7%) 27.8% $188 2.6%| 25.5% $236 2.5%] 60.3%
Instruction Staff 22XXX $120 2.2%} 41.9% $171 2.4%| 20.7% $206 22%| 71.3%
General Administration 23XXX $73 1.3%} 19.6% $88 1.2%| 24.4% $109 1.2%] 48.9%
School Administration 24 XXX $206 3.8%) 24.4% $256 3.6%| 23.2% $316 3.4%| 53.2%
Business 25XXX] $1,416] 25.9%] 35.3%| $1,916] 26.5%| 21.9%| $2,336| 25.2%| 64.9%
Central 26XXX $699| 12.8%] 40.5% $982| 13.6%| 68.6%| $1,656] 17.9%| 136.8%
Other 29XXX] $5 0.1%] 59.2% $8 0.1%] 62.7% $13 0.1%] 158.9%
Total Support Services 2XXXX] $2,667| 48.7%| 35.3%| $3,609] 50.0%| 35.0%] $4.871| 52.5%| 82.6%
Total Community Services 3XXXX] $40 0.7%] 47.8% $59 0.8%] 33.5% $79 0.8%| 97.4%
Total Nonprogrammed Chargeg4XXXX] $144 2.6%| 39.0% $200f 2.8%| 17.0% $234 2.5%] 62.6%
Total Debt Services 5XXXX] $350 6.4%] 59.0% $556 7.7%] 41.5% $787 8.5%] 125.0%
Total Expenditures XXXXX $5,477/100.0%| 31.8%| $7,219[/100.0%| 28.5%]| $9,275/100.0%| 69.3%

The above chart shows a significant ten-year increase of expenditures in Support Services-

Business (25XXX), and in Support Services-Central (26XXX). The charts immediately below

disaggregate this expenditure data for more specific analysis.

Recalling that the cost of living increase between 1993 and 2003 was 32.9% and enrollment

growth was only 4.2%, the increases seen below in Chart 4-5 for most of the Support Services-
Business spending grew at a higher rate. The significant expenditure items of Facilities
Acquisition & Construction, Operation & Maintenance of Plant Service, Pupil Transportation and
Food Services in total, increased between 51.0% and 84.4% over the ten-year period.
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Chart 4-5 — 2003 Expenditures — Support Services Business (25XXX)

# Account Description 1993 Actual 2003 Actual % Chg
251XX Direction of Business Support $11,723,093 $19,123,847]  63.1%
252XX Fiscal Services $16,066,537 $25,918517} 61.3%
253XX Facilities Acquisition & Const $402,834,419 $742,764,685] 84.4%
254XX Operation & Maintenance of Plant Services $488,718,019] $737,780,087 51.0%
255XX Pupil Transportation Services $256,029,212 $412,907,154 61.3%
256XX Food Services $178,987,863 $278,707,591 55.7%
257XX Intemnal Services $11,344,747 $12,200,660 7.5%
258XX Textbooks for Rent or Resale $48,005,884 $100,722,479} 110.0%
259XX Other Support Services - Business $2,614,312 $5,377,133] 106.0%

Total $1,416,324,087 $2,335,502,153] 64.9%

The most significant expenditure trend in Support Services-Central, in Chart 4-6 below, is the size
and growth of expenditures within INDOE’s Staff Services Category (264XX).

Chart 4-6 — 2003 Expenditures — Support Services Central (26XXX)

# Account Description 1993 Actual 2003 Actual % Chg
261XX Direction of Central Support Services $410,376 $260,808] (36.4%)
262XX Planning-Research-Development & Eval. $2,032,987 $3,132,807 54.1%
263XX Information Services $708,858 $798,779 12.7%
264XX Staff Services $683,182,708 $1,571,408,659] 130.0%
265XX Statistical Services $4,296 $58,691] 1266.2%
266XX Data Processing $8,548,818 $8,170,492] (4.4%)
267XX Technology Coordinator $0 $64,606,995 N/A
269XX Other Support Services-Central $4,585,002 $7,926,440 72.9%

Total $699,473,045 $1,656,363,672] 136.8%

Chart 4-7 below shows the detail of Support Services | Central | Staff Services. Expenditures
within Staff Services are dominated by employee benefit costs. Group Insurance expenditures
(inclusive of medical insurance, life insurance, and disability insurance) total $769 million, This
dollar figure represents 49.0% of total Staff Services spending, and grew from $316 million in
1993 to $769 million in 2003, an increase of $453 million (143%).
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Chart 4-7 — Uses: Support Services | Central | Staff Services

Dollars in Millions
Support Services (2XXXX) 1993 % 1998 % 2003 10-Year
Central-Staff Services Acct | Actual| % TTL| Chg | Actual| % TTL| Chg | Actual| % TTL| Chg
Staff Services:
Service Area Direction 26410 $3 04%| 18.5% $3 0.3%| 28.4% $4 0.3% 52.2%
Employment & Placement 26420 $2 0.2%| 31.3% $2 0.2%| 59.2% $3 0.2%] 109.1%
Staff Accounting Services 26430 $| 0.0%| 74.1% $] 00%| -1.3% $| 0.0% 71.9%
Inservice Training (Noninstructional)|{ 26440 $ 0.0%| -1.3% $ 0.0%| 215.9% $1 0.0%| 211.9%
Health Services 26450 $1 0.2% 8.8% $1 0.2%| 452.4% $8 0.5%| 501.1%
Other Staff Services: 2649X
PERF 26491 $52 7.5%| 27.9% $66 6.8%| 19.2% $79 5.0% 52.4%
Social Security 26492 $236| 34.5%| 22.1% $288| 29.8%| 20.5% $347} 22.1% 47.2%
Workmen's Compensation 26493 $12 1.7%| 47.6% $17 1.8%| 61.8% $28 1.8%| 138.7%
Group Insurance 26494 $316] 46.3%| 38.2% $437] 45.3%| 75.9% $769] 49.0%| 143.2%
Official Bonds 26495 $| 0.0%| 30.1% $| 00%| 14.1% $| 0.0% 48.4%
Unemployment Compensation 26496 $1 0.2%| 16.0% $1 0.1%| 250.8% $4 0.3%| 306.8%
Teachers Retirement Fund 26497 $55 8.0%| 109.3% $115] 11.9%| 84.9% $212| 13.5%| 287.1%
Severance/Early Retirement Pay | 26498 $3] 0.4%| 818.3% $28] 2.9%| 208.5% $86 55%| 2733.0%
Other 26499 $2 0.3%] 154.3% $6 0.6%| 388.4% $29 1.8%] 1142.0%
Total Central-Staff Services | 264xx| $683]100.0%| 41.4%| $966|100.0%| 62.6%| $1,571|100.0%| 130.0%

Another significant trend is the increase seen in the Teacher Retirement Fund. In 1993, the
Teacher Retirement Fund expenditures were $55 million. In 2003, the Teacher Retirement Fund
expenditures were $212 million, an increase of 287.1%. Another significant trend is the increase
in Severance/Early Retirement Pay. In 1993, Severance/Early Retirement Pay expenditures were
$3 million. In 2003, they were $86 million, an increase of 2,733.0%.

Comment was made earlier about the fact that over the past 10 years expenditures have shifted
from expenditures classified as Instructional to expenditures for Support Services and Debt
Services. Chart 4-8 below further illustrates that spending within Instruction is shifting from
Regular Programs to Special Programs. Instructional program spending in 2003 was a lower
proportion for Regular Programs than in 1993. Conversely, a larger portion in 2003 was
expended on Special Programs than in 1993. In other words, spending has shifted from Regular
Programs into Special Programs.

In 1993, 85.9% of Instruction expenditures were classified as dedicated to Regular Programs; in
2003, 81.8% were dedicated to Regular Programs. In 1993, 11.9% of Instruction expenditures
were expended on Special Programs; in 2003; 15.3% were expended on Special Programs.
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Chart 4-8 — Uses: INDOE Instruction Expenditures

Dollars in Millions
1993 % 1998 % 2003 10-Year
Instruction (1XXXX) Acct | Actual | % TTL | Chg |Actual| % TTL| Chg |Actual| % TTL| Chg |
Regular Programs: 11XXX]
Full Day Kindergarten 11050 $ 0.0% N/A $ 0.0% N/A $20 0.6% N/A
Elementary 11100 $949| 41.7%| 17.3%| $1,114] 39.9%| 16.5%| $1,298] 39.3% 36.7%
Middle/Junior High 11200 $348| 15.3%| 25.0%) $435] 15.6%| 16.2% $505| 15.3% 45.2%
High School 113XX $571) 25.1%| 18.2% $675| 24.1%| 13.0% $763| 23.1% 33.6%
Vocational 114XX] $51 2.2%| 10.8%) $56) 2.0%| 13.7% $64 1.9%! 26.0%
Vocational Education 115XX $23 1.0%| 37.7%)| $31 - 1.1%| 12.9% $35 1.1% 55.5%
Alternative Education 116XX $ 0.0% N/A $4 0.1%} 141.9% $9 0.3%) N/A
Other Regular Programs 119XX] $12 0.5%| -42.5% $7 0.3% 5.2% $8 0.2%] -39.6%
Subtotal: Regular Programs | 11XXX] $1,955| 85.9%| 18.8%|] $2,323] 83.1%| 16.4%] $2,703| 81.8% 38.3%
Special Programs 12000 $| 0.0% N/A $| 0.0%| 411.9% $ 0.0% N/A
Gifted & Talented 12100 $16 0.7%| 19.8% $20 0.7%} -9.3% $18 0.5% 8.7%
Mental Handicap 122XX $76 3.3%| 35.8% $103 3.7%| 46.3% $151 4.6%) 98.7%
Physical Impairment 123XX] $19| 0.8%| 88.6% $35 1.3%| 30.3% $46 1.4%| 145.8%
Emotional Handicap 124XX $20 0.9%| 57.4% $31 1.1%| 39.8% $43 1.3%] 120.0%
Culturally Different 125XX] $28 1.2%| 33.0% $37 1.3%| -19.0% $30 0.9% 7.7%
Learning Disability 126XX $55 2.4%| 34.5% $74 2.7%| 41.0% $104 3.2% 89.6%
Equal Opportunity At Risk | 127XX $14 0.6%| 56.0% $21 0.8%]| 16.8% $25 0.8% 82.2%
Special Education Preschl | 128XX $8| 0.3%| 149.5% $19] 0.7%| 28.5% $25 0.8%| 220.7%
Other Special Programs 129XX $36 1.6%| 14.7% $42 1.5%] 52.9% $63 1.9% 75.3%
Subtotal: Special Programs 12XXX] $272] 11.9%| 40.9% $383] 13.7%| 32.3%) $506| 15.3%) 86.4%
Adult/Continuing Education 13XXX $22 1.0% 7.6% $24 0.9%| 16.8% $28 0.8% 25.7%
Summer School Programs 14XXX] $28 1.2%| -0.8%) $28| 1.0%] -0.5% $28 0.8%| -1.3%
Enrichment Programs 15XXX $ 0.0% N/A| $1 0.0%] -52% $1 0.0% N/A
Remediation 1B6XXX 3 0.0% N/A $37| 1.3% 2.9% $39 1.2%)| N/A
Subtotal: 13XXX-16XXX $50] 2.2%| 79.1% $90| 3.2%| 5.5% $95| 2.9%| 89.0%
Total Instruction 1XXXX] $2,276{100.0%| 22.8%]| $2,795]100.0%| 18.2%| $3,304|100.0%| 45.1%

The comprehensive spreadsheet underpinning the analysis and charts seen above is included as
Table of Research References-S to this report. The full spreadsheet contains other detailed cost
trends. By example, the largest category of spending in the Debt Services summary category is
Lease Rental-Buildings. Lease Rental-Buildings expenditures of $613 million in 2003 comprised
77.9% of total Debt Services expenditures of $787 million. In 1993, Lease Rental-Buildings
expenditures were $248 million. In 2003 they were $613 million, an increase of 147.2% over 10

years.
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Section 5 — State Accounting and
Reporting Opportunities

Requirements: This section of the report responds to the Subcommittee’s specific request to:

Identify whether, and if so where, the financial data required and maintained by the state is
inadequate or incomplete for effective analysis of [resource] allocation and use.

Highlights:
= Overhaul of the Indiana Chart of Accounts is recommended.
= Data are adequate for a point-in-time state level analysis.
= Data are not adequate for ongoing state level resource allocation decision-support.

= Data are not adequate for ongoing school and school corporation level resource
allocation decision-support.

Adequacy of Data and Data Reporting

The state chart of accounts needs to be overhauled to meet current state, school
corporation/district, and school reporting needs. The current chart structure does not support
fact-based resource allocation decision-making, does not enable state oversight of funding equity
by school, does not allow for efficient Federal Reporting, does not leverage current relational
database technologies through well-disciplined data dimensions, and is not sufficiently specified
to support state, school/corporation and school information needs. This section of the report
provides the rationale for reaching this conclusion.

Fox River used In$ite, as well as developed and applied a database using Microsoft Access to
further analyze Indiana’s data, and to prepare a Cash Flow Statement of the sources and uses of
funds on a comparative basis at three points in time over 10 years. To complete the analysis of
financial data, Fox River interacted with and relied upon the information conveyed in
conversations with INDOE staff. Based on an analysis of the state chart of accounts and
INDOE'’s fiscal year 2003 financial data, Fox River has reached the following conclusions:

Data are Adequate for Point-in-Time State Level Analysis — For Compliance/Legislative
Reporting Purposes

As demonstrated by Fox River’s analysis and this report, financial data maintained by the
state are adequate to perform a state level review of K-12 expenditures on an after-the-fact,
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periodic basis using specialized electronic analysis and reporting tools. However, as
mentioned earlier in this report, Section 2, Fox River recommends that a standard set of
financial and cash flow reports be designed and distributed on a regular basis to
legislators. We confirmed with INDOE the fact that there is no consistent reporting
calendar from which legislators receive periodic revenue and expenditure information —
although ad hoc, upon request, information is readily available.

Data are Inadequate for Ongoing State Level Analysis — For Resource Allocation and
Efficiency Decision-Making

The State’s financial data are not adequate to provide information for state decision-makers
owing first to the fact that its reporting format is modeled on traditional accounting and
financial reporting standards, which are difficult to interpret by individuals untrained in the
detail and statute of Indiana school corporation accounting practices. Further, the
expenditures are not consistently allocated to the functions that use those same costs, a good
example being the fact that employee benefits are not allocated to the functional categories
where the salaries are accounting for. Today, education salaries and benefits are reported
separately in Indiana.

Data are Inadequate for Ongoing Use by School Corporations — For Resource Allocation,
Efficiency and Effectiveness Decision-Making

Similar to most other states in the nation, Indiana’s current state data are not adequate to
support ongoing, local, fact-based resource allocation decision-making at the school and
school corporation levels.

Support for the Three Conclusions

Fox River reached the three conclusions listed above using the reality of a need for Indiana to
undertake meaningful financial analysis for the purpose of fact-based resource allocation
decision-making. Our detailed observations about the important elements of Indiana’s
accounting and reporting practices follow directly:

m  Chart of Accounts — The account code structure of the Indiana chart of accounts for
school corporations needs structural revision to meet the current and emerging analytical
needs of school corporations and the state. Specifically, the current chart of accounts
does not support the information needs for legislators and school corporations who need
to make on-going, fact-based resource allocation decisions.

> Program/Subject Dimension — The chart of account structure contains some
elements of programs in the Account Code Dimension. However, the addition of a
dedicated program code dimension would provide the ability to capture and report
expenditures associated with additional high level programs like the Title 1 Program
and the Bilingual Program, and enable a drill down within those programs to
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determine per pupil costs in the analysis of sub-programs (and in some cases
subjects). This dedicated instructional program dimension is critical for making fact-
based resource allocation decisions.

» Alignment of Account Code Structure to Relational Database Technologies — The
accounting code structure does not fully leverage the benefits of relational database
technology.

» “Other” and “Miscellaneous” Reporting Categories — Managing the scope of
“other” and “miscellaneous” categories in the chart of accounts structure is
customarily balanced with the need for school district/corporation flexibility. Indiana
can use additional code specificity to optimize school corporation flexibility while
reducing charges to “other” and “miscellaneous” code categories.

» Specificity — The chart of accounts structure can create instances where, for example:
the expenditure delineation between Teachers, Substitutes, and Instructional
Paraprofessionals is not precise. Fox River identified similar specificity concerns
with Instructional Materials, Supplies & Equipment and General Materials,
Supplies & Equipment. Expenditures for the General Education Program are
merged with expenditures for the Title | /Compensatory Ed Program and the
Bilingual Education Program.

» Federal Reporting — Fox River was not requested to examine nor discuss the
manner of INDOE’s methods of completing Federal Reporting processes and cycle
reviews. However, during our work the issues we discovered raise questions as to
how INDOE uses its database to accurately and efficiently meet federal annual
reporting obligations. A restructuring of the state chart of accounts will improve the
ability to streamline the time and human resources required to complete the annual
compliance process for the National Center for Education Statistics as well as USDOE
Title reports.

= INDOE Data Collection — The INDOE collects financial data from school corporations
aggregated at the school corporation level — there has been no requirement to focus on
school-level financial analysis, or on determining the delineation between school
expenditures vs. central office corporation expenditures. Owing to the need for state
level and school corporation level fact-based analyses of resource allocations, INDOE
has a greater need for school corporation data disaggregated to the school level.

m Data Validation — Given the sheer number of school corporations in Indiana and the
volume of data they produce, coding errors inevitably surfaced in the 2003 data file
delivered to Fox River. Data scrubbing or an edit check process could assure that
INDOE’s database reflects accurate expenditure information. The fact that INDOE
receives only school corporation data greatly reduces INDOE’s opportunity to perform
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more extensive edit checks as a means to correct corporation practices and maintain data
accuracy and consistency across the state.

m Sufficient Data to Begin to Prioritize and Focus Analyses — Fox River successfully
applied its national finance model and data standard to Indiana’s 2003 financial data.
The data are sufficient to be used at a high level to examine resource allocation
alternatives on a periodic basis using advanced electronic tools and national
methodologies.

lllustration — Using Improved Classifications of Expenditures
for Indiana Account Codes

InSite Classifications vs. INDOE Accounting Classifications

InSite’s functions differ significantly in concept and in definition from Indiana’s Chart of
Accounts. Indiana’s treatment of revenues and expenditures is generally consistent with
financial accounting practices in all states. Fox River Learning In§$ite classifications are
consistent with managerial accounting concepts.

While the In$ite model foots to the exact same dollar totals as found in Indiana’s financial
database, the essential difference is that In$ite formats revenues and expenditures to show who
benefits from an expenditure instead of who controls an expenditure. By contrast, the cash and
fund accounting standards mandated by the Government Accounting Standards Board (GASB)
are focused on using the concept of agency or departmental control to report those same
expenditures as found in In$ite. A simple example is that most states and school corporations
show Bus Transportation as a single category of expenditures. When In$ite is used to analyze
expenditures at a school corporation level, Bus Transportation expenditures will be reported for
each and every school where buses are used to transport children to and from that location.

Accounting for Textbooks in Indiana
Examples of these two different perspectives, financial accounting vs. managerial accounting,
are illustrated in the following discussion and charts.

In$ite’s 2003 “Instruction Function” total of $4.396 billion includes $318,856,143 of expenditures
(7.2%) that INDOE’s Account Code series 1 XXXX-Instruction does not include. Conversely,
INDOE’s Account Code series 1 XXXX-Instruction includes $173,659,848 of expenditures
(4.0%) that InS$ite’s Instruction function does not include. By example, In$ite’s Instruction
function includes expenditures for Textbooks because that expenditure benefits the Instruction
function. Whereas, the Indiana chart of accounts includes textbooks in Account Code series
258XX-Texbooks for Rent or Resale, which is summarized into what department controls these
expenditures, Business Services, not into Instruction. Conversely, the INDOE Account Code
series 122XX-Mental Handicap and 123XX-Physical Impairment are included in Indiana’s

Copyright, Fox River Learning, Inc. 2004 61



summary category called “Instruction.” In InS$ite, these expenditures are included in
“Instructional Support,” not Instruction.

Charts 5-1 and 5-2 illustrate the distinction between who (or what department) controls dollars
vs. who (or what function) benefits from dollars. Chart 5-1 provides a managerial accounting
(InSite) perspective of Indiana’s Textbook Rental Fund. Chart 5-2 provides a financial
accounting perspective of the same fund.

Chart 5-1 — In$ite: What Functions Benefit from Textbook Rental Expenditures?

2003 Textbook Rental Fund Per InSite
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DATA SOURCE: INDOE CLASSIFICATION BY: Fox River Learning

Chart 5-2 — INDOE: What Department Controls Textbook Rental Expenditures?

2003 Textbook Rental Fund Per INDOE
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Current Technologies Not Optimized

Based on Fox River’s entire analysis and on our discussions with INDOE personnel, it appears
that current technologies supporting the chain of processes and operations from the school level,
to the school corporation level, to the state level, and to the federal level are not as effective as
they need be for resource allocation decisions and reporting requirements. These processes
include processes dealing with data management. All of the conclusions above should be
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considered in concert with other resource allocation observations and recommendations
considered by the Subcommittee.

Today’s Data Requirements Suggest a Need to Clarify INDOE’s Role

The sea change occurring nationwide in education data, analysis and reporting suggests a need to
reevaluate the role of the INDOE as it relates to financial standards setting, data validation, and
the establishment of valid, reliable and comparable analysis models.

Menu of Recommendations

Fox River offers the following menu of recommendations for consideration by the
Subcommittee.

Improvements to the State Chart of Accounts

Fox River’s primary recommendation for Indiana is to restructure the account code structure of
the state chart of accounts to better meet the state’s information needs. The problems in the
underlying code structure for the current chart renders minor changes to individual codes
ineffective for purposes of informing resource allocation decisions. Associated with a redrafting
of the chart of accounts, Fox River offers the following menu of recommendations:

= Draft a New State Chart of Accounts — This process should begin by using the NCES
Handbook model as the base model, and then Indiana should become the first state in
the nation to improve upon that model. Fox River has a number of specific
recommendations that could be used to significantly improve upon the NCES Handbook
model. Indiana’s specific information needs should be incorporated into the new and
improved NCES model. If there is interest in this recommendation, Fox River would be
pleased to draft recommendations for specific improvements to the NCES Handbook
model within the scope of this project, after the Subcommittee has completed its work.

= Allow for a “Position Control” Dimension within the Chart of Accounts — The NCES
Handbook provides minimal guidance on the potential use of integrating a position
control dimension within a chart of accounts. The Handbook’s suggestion regarding
position control fields is not ideal, and should be improved upon. The basic idea is to
allow for a dimension (field) in the general ledger-coding scheme for a position code.
INDOE would set the standard for position code usage and definitions. School
corporations whose payroll system may support providing a position code could
electronically pass the standard codes to the general ledger. School corporations that
utilize a specific position control system could have that system electronically pass the
standard position codes to the general ledger. School districts without those abilities
would incorporate the code into existing key entry processes used to enter transactions.
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= Indiana Policy and Practice Review — This self analysis would review the roles of the
Legislature, the Governor, school corporation boards, and INDOE in the oversight of K-
12 education in the state. Using a collaborative process involving state legislators, the
executive branch, INDOE, state education governing boards, and school corporation
representatives, the State of Indiana should reconsider how it can provide additional
information to stakeholders that will allow for closer monitoring of the funding,
expenditure and cash flow processes in state education.

m Specifically, such a reaffirmation should include consideration of issues, such as the
responsibilities of INDOE for school corporation data accuracy and consistency, a
position statement evaluating current funding and expenditure trends nationwide and
improved methodologies for distributing per-pupil aid. This self policy and practice
review should be intended to clarify reporting responsibilities, focus efforts across state
government, and articulate the information needs necessary to address fact-based
resource allocation decisions and other critical aspects of managing educational
processes — financial, operational, and instructional.

Improvement of Effectiveness and Efficiency of Instructional Spending
Improvement of the effectiveness and efficiency of instructional spending requires review and
analysis of a school corporation’s entire set of financial data, not just the instructional category.
Resource allocation analysis requires a holistic view of the data, because like a long balloon that
gets squeezed in one section it expands in another. The obvious goal is to assure that freed up
resources are reallocated to instructional processes. Fox River offers the following menu of
recommendations for the improvement of effectiveness and efficiency of instructional spending:

m  Secure Statewide Consensus for a Measurement Methodology for Student
Performance — Effectiveness and efficiency of instructional spending cannot be
determined without measuring “student performance” and analyzing the effect of
instructional spending on student performance measures. Therefore, it is necessary to
adopt a methodology for, and measure of, student performance. This measure has the
potential to be the most controversial aspect of managing student performance. It is
important therefore that the best possible measurement methodology is adopted — and
that there is a consensus and acceptance across the state regarding that methodology.

m Increase the Scope of INDOE Data Collection — Today’s technologies can
accommodate large volumes of data. The simplest and most direct approach would be to
collect from school corporations the finest detail level of general ledger data that is in the
school corporation financial system using a standard electronic format. This can occur
with a simple electronic file submission or transmission. The benefit of this approach is
that then the INDOE would have all financial data that exists at the school corporation
and will never have to make another change or addition to its financial data collection
requests from school corporations.
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Different analyses and reporting processes require different levels of data aggregation/
disaggregation. One approach for managing 300+ fully detailed financial files would be to
build an electronic “data summarization process” that would enable an INDOE user to
easily summarize a school corporation file to best meet the reporting or analysis needs of
a particular situation — possibly using simple data aggregation data marts. The “data
summarization process,” by example, could summarize all detail state data file
submissions appropriate to the specific information request:

» Summarize by school corporation total;

» Summarize by school by fund by program by function (merging all objects);
» Summarize by school by object (merging all other dimensions);
>

Summarize by school by program (merging all other dimensions).

One advantage of this approach would be the fact that the State DOE would control all of the
classifications for summary financial data. It has been Fox River’s experience that school
districts/corporations are generally more accurate and consistent in posting original transactions
to the correct detail coding, but they are less accurate and consistent in the way they classify
underlying data into summary reports for end-users. Electronic INDOE control of the
summarization of school corporation data could improve data quality and comparability.

Another benefit is that the INDOE has all the data available to help address unending ad hoc
information requests. A last benefit is that then the INDOE can write extensive electronic edit
checking routines to assure that the data are accurate and to assure that school corporations are
following INDOE’s standards for coding. Based on an analysis of the state chart of accounts and
INDOE’s fiscal year 2003 financial data, Fox River Learning, Inc. offers the following
recommendations:

m  Redesign the Underlying Code Structure of the Indiana Chart of Accounts.

» Start with the NCES Handbook (the National standard for financial reporting), and
improve upon it using the context of education in the state of Indiana.

» Add a position control dimension to the revised chart of accounts.

» Coordinate revisions to the chart of accounts with current technologies and with
pertinent structural issues regarding opportunities for consolidation of business
functions.

» Coordinate the resulting chart of accounts design with the need to measure the cost of
specific programs and their impact on student learning.

m  Explore Purchase of Financial Systems, If Needed, to Accommodate the Revised Chart
of Accounts.

Copyright, Fox River Learning, Inc. 2004 65



m  Collect Disaggregated Financial Data from School Corporations.

» INDOE should collect detail financial data from school corporations down to the
school level.

» Create extensive electronic edit checks to correct data and to identify where school
corporations are not following state standards, so those practices can be corrected.

» Create a financial system data summarization data mart consisting of various
aggregations of school corporation data to meet various reporting needs.

= Clarify INDOE’s Role and Responsibilities.
» What role and responsibility for data accuracy.
» What role and responsibility for data analysis.

» What role and responsibility for establishing standard operating procedures for non-
local operations and processes at school corporations.

Accounting Concepts Related to Indiana Practices

Indiana’s Chart of Accounts Structure vs. The Ildeal Relational
Database

Chart 5-3 depicts the ideal accounting/relational database structure for a state chart of accounts
for K-12 education. The NCES Handbook generally follows the ideal structure shown in Chart 5-
3. Chart 5-4 depicts Indiana’s chart of accounts structure. Please note that every individual code
in each dimension (or silo) can be used with (or intersect with) every other code in every other
dimension (or silo), but not with any other code in the same dimension (or silo).
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Chart 5-3 — Ideal Relational Database Code Structure Similar to the NCES
Accounting Handbook
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The “Potential Scope” calculation at the bottom of Charts 5-3 and 5-4 illustrates the relative
specificity of the two data structures. The ideal data structure in Chart 5-3 contains 100 times the
specificity now found in Indiana’s structure presented in Chart 5-4. An unrealistic but illustrative
and comparable assumption of 10 descriptor codes per code dimension in both scenarios yields a
possible 100,000 code combinations in the ideal data structure in Chart 5-3, but only 1,000
possible code combinations in Chart 5-4.

The point to be gleaned from the “Potential Scope” calculation is not that 100,000 actual code
combinations are necessarily and always preferred over having only 1,000 actual code
combinations. The point is that the 100,000 potential combinations indicate that for those
combinations that actually exist in the real accounting structure there is greater flexibility and
specificity opportunity than for a structure with only 1,000 potential combinations. The absolute
values of 100,000 and 1,000 are meaningless — it is the fact that the ideal structure has 100 times
the flexibility and specificity potential as Indiana’s code structure; and that a single expenditure
line is likely to be more fully described in the ideal structure.

As indicated in Chart-5-4 above, Indiana’s code dimension for the Account Code is a
combination of location code elements, program code elements and function code elements. The
structure of this Account Code dimension does not adhere to the positive characteristics of the
ideal code structure as follows:

Please note that for the purpose of the discussion below, Fox River is using the
entire 2003 data file provided by INDOE even though the file contains some
items that are not expenditures and, in limited cases, uses a coding structure that
duplicates certain transactions within the database — in the category of receipt and
expenditure exceptions. INDOE worked with Fox River to ensure that we had in
our possession a 2003 database with a comprehensive set of revenue and
expenditure data and that duplicate line items were explicitly identified. Our
objective to evaluate the account code structure was met with this data set.

Account Code Dimension
m  Not Of-Like-Kind — INDOE’s Account Code dimension includes location elements,
program elements and function elements. These elements are not of one like kind. The
result is that this dimension is not normalized, because it is necessary to duplicate
location code elements to enable them to “intersect” with some of the program elements
in the same Account Code Dimension. Specifically:

» The following Account Codes exist under control account codes for 11XXX-
Instruction/Regular Programs: 11100-Elementary, 11200-Middle/Junior High, 11300-
High School. These same location elements exist also under different control
accounts in the Account Code dimension for 115XX-Instruction/Regular
Programs/Alternative Education Program: 11610-Elementary, 11620-Middle/Junior
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High, and 11630-High School. These same location elements exist also under the
control account 14XXX-Summer School Programs: 14100-Elementary, 14200-
Middle/Junior High, and 14300-High School. See Exhibit-D, Fox River’s question
#10 and INDOE’s answer for additional explanation.

» The 11XXX-Instruction/Regular Programs series of Account Codes merges together
the General Education Program expenditures, the Title 1/Compensatory Ed Program
expenditures, and the Bilingual Program expenditures. This construct appears to be
the result of having combined three different coding elements into one dimension.
The program codes in this dimension are not well differentiated. See Exhibit-D, Fox
River’s question #10 and INDOE’s answer for additional explanation.

» The 12XXX-Special Programs series to the 16XXX Remediation series of Account
Codes in this dimension represent various programs. The 2XXXX-Support Services
to 59XXX-Other Debt Services series of Account Codes represent various functions
in this same Account Code dimension. These are not “Of-Like-Kind.” See Exhibit-
D, Fox River’s question #10 and INDOE’s answer for additional explanation.

= Not Mutually Exclusive — Because the Account Code dimension contains location
elements, program elements, and function elements these coding elements are not
naturally, mutually exclusive. By example, an expenditure in an elementary school may
be targeted for the gifted and talented program as well. The Account Code dimension
contains multiple descriptors for “Elementary” and a descriptor, 12100-Gifted and
Talented. This item must be charged to either “Elementary” or to Gifted and Talented,
but cannot be charged to both. INDOE employs business rules for addressing which
category to charge that item to (12100-Gifted and Talented), but the chart of accounts
descriptions do not stand on their own. Furthermore, the account code structure does
not capture Gifted and Talented expenditures for elementary schools — it is less flexible
and contains less specificity than the ideal data structure.

One possible reason for this particular evolution of the Indiana chart of accounts is that
INDOE collects only school corporation level data — no school level data, and no data to
distinguish between central office corporation expenditures and school expenditures.
Therefore, the “Elementary” category in the Account Code dimension may have evolved
from a need to report some expenditures by Education Level, and there was no way to
capture this data other than by creating this location element within a program/function
code dimension. See Exhibit-B, Fox River’s question #10 and INDOE’s answer for more
information. If this assumption is correct, the code structure still would not capture all the
expenditures at schools within a school corporation as there are no codes for alternative
schools nor for other schools (such as summer school or adult education).

= Not Normalized — The condition of data not being normalized is more a symptom or
indicator associated with a sub-optimal data file structure than it is a specific problem by
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itself. See the discussion above entitled, Not Of-Like-Kind for references to lack of
normalized data. The repeating Account Code descriptors for “Elementary,”
“Middle/Junior High,” and “High School” attached to various Account Code numbers is
a symptom of a file data structure that is not aligned with relational database
technologies and therefore cannot leverage those technology capabilities for analysis and
reporting.

Object Code Dimension:

Not Mutually Exclusive — The following is the full extent of eight salary code
descriptors in the object code dimension for all employees in a school corporation in
Indiana:

110-Certified Salaries

115-Certified Salaries/Board Members
120-Noncertified Salaries
130-Temporary Salaries
135-Temporary/Licensed Employees
136-Temporary/Nonlicensed Employees
140-Overtime Salaries

190-Other Salaries

V VV VY VYV V V V

These salary related object codes represent 50.3% of total expenditures/debits in the state
data file ($4,738,494,651.17 in a total file of $9,419,913,714.79). One concern about these
salary categories is that, even using DOE’s verbal decision rules, they do not provide
sufficient specificity to always clearly delineate salaries incurred in pursuit of different
functions and programs.

The INDOE decision rule for identifying a teacher salary is that the “intersection” of a
1XXXX-Instruction Account Code and a 110-Certified Salary Object Code is “usually” a
teacher, but not always. In a teaching organization this is not sufficient specificity. A
noted example is that the Indianapolis school corporation uses Substitutes who are full-
time certified employees. Using the current state data file, the state cannot identify the
cost of those Substitutes because this fact is not consistent with DOE’s decision rule
(which states that Substitutes are “usually” identified at the “intersection of a 1XXXX-
Instruction Account Code and a 130-Temporary Salary Object Code); therefore,
Indianapolis codes their Substitutes as Teachers, which inflates the school corporation’s
expenditures on Teachers in the state data file.

By comparison, the NCES Handbook recommends the following 12 salary Object Codes
exclusively for the Instruction function:
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Fund,

111-Salaries of Regular Employees Paid to Teachers

112-Salaries of Regular Employees Paid to Instructional Aides & Assistants
113-Salaries of Regular Employees Paid to Substitute Teachers
121-Salaries of Temporary Employees Paid to Teachers

122-Salaries of Temporary Employees Paid to Instructional Aides & Assts.
123-Salaries of Temporary Employees Paid to Substitute Teachers
131-Salaries of Overtime Employees Paid to Teachers

132-Salaries of Overtime Employees Paid to Instructional Aides & Assts.
133-Salaries of Overtime Employees Paid to Substitute Teachers
151-Additional Compensation Paid to Teachers

152-Additional Compensation Paid to Instructional Aides & Assistants
153-Additional Compensation Paid to Substitute Teachers

V VYV VYV V V VY VY VYV

The NCES Handbook provides far more useful descriptors for reporting and analysis for
teachers, instructional aides and substitutes.

Some of the object codes in the state chart of accounts are not mutually exclusive. By
example, an employee can be a temporary, certified employee. It requires a decision rule
to make the decision to charge such an employee’s expense to 110-Certified Salary, or to
130-Temporary Employee. Either decision results in losing some potentially significant
information because if charged to 110-Certified Salary then you no longer know it was a
Temporary Employee; and if you charge it to 130-Temporary Employee then you no
longer know that it was for a certified salary. See Exhibit-D, Fox River’s question #11
and INDOE’s answer for additional explanation.

Account, Object Code Dimensions:
Many “Other” — Out of a total of 1,533 unique code numbers across the Fund, Account
and Object dimensions in the Indiana data file, 345 codes contained descriptors inclusive
of the word “other” or “miscellaneous,” or 22.5%. The total dollar amount charged to an
account that contains the word “other” or “miscellaneous” in any one of its code
dimensions for Revenues/Receipts/Credits was $790,656,762 out of a total of
$8,201,512,517 in Revenues/Receipts/Credits, or 9.6%. The total amount charged to an
account that contains the word “other” or “miscellaneous” in any one of its code
dimensions in Expenditures/Transfers/ Debits was $1,374,074,523 out of a total of
$9,419,913,714, or 14.6%.

The scope of items charged to code strings containing the word “other” or
“miscellaneous” appears larger than ideal. The significance is that these items may not be
fully described, and it is difficult to analyze what is not described. Please note, however,
many of the items coded “other” or “miscellaneous” in one code dimension have other
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code dimensions that may reasonably describe the nature of the item, or at least enable a
user of the data to aggregate the line item into a particular function or program — these line
items are not completely unspecified. Greater specificity in all code dimensions, however,
could reduce the dollar amount charged to “other” categories.

Observations — Chart of Accounts Coding Structure

The state chart of accounts coding structure in Indiana does not make it easy for school
corporations to make fact-based instructional resource allocation decisions. This conclusion is
based on the following:

m  Program Structure and Specificity — The state chart of accounts does not contain a
dedicated Program dimension, and therefore programs cannot be “intersected” with all
the other code dimensions to support a detailed level of analysis — i.e. viewing an
instructional program by location, by fund, by function, by object. Some of those views
exist in the Indiana structure, but not all of them. Chart 5-5, Ideal Chart of Account
Code Dimension Intersections, found on the next page, illustrates the full capabilities of
how a disciplined code structure can be enhanced using a relational database technology.

Note that Chart 5-5, illustrates that the total for each code dimension in the ideal code structure is
only one query away, and that totals for any intersection of data is only one compound query
away (the query searches for two code dimension elements). By contrast, the Indiana structure
would require extensive querying and/or program coding to generate a report for total General
Education, or Title 1, or Special Education programs. See INDOE’s answer to Fox River’s
question #10 in Exhibit-D regarding a “single control” account.

m  The implication to not having a “control account” by specific program for each program
is that extensive querying or program coding would be necessary to report by program,
rather than a simple one or two element query. INDOE’s answer to Fox River’s
question #10 is another indication that the underlying code structure has not been
optimized for answering resource allocation questions in a relational database
environment.

The illustration for an ideal code structure in Chart 5-5 can be queried using all 5-code
dimensions so as to narrow the analysis requested by a user. The query tool should support
calculations and reports for the aggregate dollar of expenditures, percent-to-total, and per pupil
expenditures at each “intersection” of the code structure.

Some programs are identified in the Indiana Account Code dimension, but this dimension does
not follow coding standards that leverage relational database technologies. Because there is not a
dedicated Program dimension, there also are no single control accounts that enable a user to view
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the total expenditures related to a single program without having to write a code-by-code, cross-
dimensional ad hoc report every time data are desired — and, it is unlikely that those ad hoc
reports would be written consistently by all school corporations.

Valid analyses supporting decision-making for instructional program resource allocations require
precise data for all programs of interest, by school, by function, by object, per pupil. School
corporations undoubtedly attach a location code to their coding string, but that one addition
cannot correct for the blending of programs and functions in the Account Code dimension.

Chart 5-5 — Ideal Chart of Account Code Dimension Intersections

Location‘
Fund
~ Program

. Function

object

m  Lack of Object Code Specificity — The Object Code dimension in the Indiana Chart of
Accounts when intersected with the Account Code dimension can describe what an
expenditure “usually is,” but lacks sufficient specificity to:
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» Identify expenditures related to every teacher who is teaching vs. performing
administrative work;

» Differentiate, in some cases, between substitutes and teachers;
» Delineate precisely expenditures for Instructional Aides;

» Identify “additional compensation” and “overtime” by job function for all job
functions;

» Differentiate between and among temporary, part-time, and regular full-time
employment costs for every functional and programmatic category of employee; and,

» Differentiate explicitly between General Supplies, Materials and Equipment vs.
Instructional Supplies, Materials and Equipment.

In addition, the state chart of accounts structure complicates the compilation of Federal
Reporting. A chart that is more aligned with the NCES chart of accounts could help streamline
Federal Reporting processes.

Footnote: Adequacy of the Data for Analysis

Fox River imported the state’s fiscal year 2003 data file into In$ite for analysis. In$ite provides a
national reporting standard for education expenditures by program and by function. In this
phase of analysis, Fox River mapped all 224,116 line items of financial data in DOE’s 2003 data
file into InSite’s programs and functions. This process provides another basis for evaluating the
sufficiency of specificity in the code structure represented in the data file.

Fox River was able to definitively map most, but not all, of the line items in the file to InS$ite’s 32
detail functions; subject to some subjectivity regarding teachers, substitutes and instructional
assistants noted above. Fox River mapped every line item to In$ite’s program dimension.
However, the structure of the data merges some typical programs together in the area of Title
1/Compensatory Education and Bilingual; and, the data file does not have a specifically
delineated General Education program.

The use of In$ite for this state-level analysis limits the traditional use of In$ite as an analytical tool
that produces school level data out of a school corporation’s general ledger file, even if a district
does not currently produce revenue and expenditure reports at the school level. However, the
In$ite analysis can be used to view current resource allocations at a state level and later, using
school corporation data for further analysis.
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Body of Work Performed

Fox River’s analysis included, but was not limited to, the following tasks:

Obtained state finance data from INDOE for fiscal years 1993, 1998, and 2003;
Obtained from INDOE school corporation enrollment for 1993, 1998, and 2003;
Obtained the INDOE Accounting Manual from the INDOE web site;

Obtained accounting code table descriptions prepared by DOE;

Imported electronic data into MS Access so it could be reviewed electronically;
Compared descriptors for the electronic data to those in the Accounting Manual;
Integrated Accounting Manual descriptors with electronic data in Access;
Integrated county codes with the Access data file;

Performed cross-code dimensional reviews of the finance data;

Compared Indiana data structure to the NCES Handbook data structure;
Compared data structure to In$ite Functional and Programmatic structures;
Compared data structure to the best practices of Relational Database use;
Prepared written questions for DOE; obtained written responses;

Compared definition of Instruction to NCES Handbook, with examples;
Compared various practices with those in other state DOEs;

Imported the 2003 data into In$ite; and,

Mapped all items to In$ite Programs and Functions as a means to evaluate the adequacy
of data specificity.

What is the Significance of a State Chart of Accounts?

Fox River frequently asks the question above of senior staff at State DOEs. The two most
frequent answers are:

The chart serves the needs of the DOE for reporting to the state legislature and the
public; or,

The chart is used to satisfy DOE’s fiduciary responsibility to exercise fiscal
accountability over school districts/corporations.
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While both of the above statements are accurate, they both disregard today’s greatest need to
develop a DOE mandatory chart of accounts and coding structure that allows all of the school
corporations in the state to perform fact-based, resource allocation decisions.

As it stands, in Indiana, the fundamental account code structure for the state chart of accounts
was modeled after a national 1973 standard. The account code classifications within the
underlying account code structure were updated by INDOE in 2003.

The compliance-based reporting methodologies of State DOEs from the past 40 years are not
meeting the performance-based student, political and policy needs of today or tomorrow.
Upward-focused compliance reporting to state legislators by DOEs does not address the need to
advance performance-based tools; methodologies and reporting as a means to assist school
districts/corporations improve student performance.

The ideal goal is to promote a system across a whole state that enables school corporations to
make frequent, fact-based resource allocation decisions as a standard operating procedure in-
house. It is not efficient, nor effective for school personnel to rely on periodic analyses
performed and reported by the State or other external stakeholders. This approach respects local
control, respects the state DOE, and assures that finite resources can be redeployed as needed to
meet growing student needs in such a manner as to optimize teaching and learning.

About the NCES Handbook

This document references the accounting handbook maintained by the National Center for
Education Statistics (NCES), entitled Financial Accounting for Local and State School Systems,
2003 Edition (NCES Handbook). While no federal mandate exists to use the NCES Handbook,
it is held up as a lighthouse model of sound accounting practices for school districts/corporations
and state use. The NCES Handbook is an authoritative source for education accounting
treatment and for the integration of appropriate account code structure with current technologies,
such as common relational database uses.

Although the NCES Handbook provides the framework for an effective account coding structure,
its intent and design in the November 2003 release was not specified in order to support resource

allocation decisions. It is expected that each state will complete the framework specification and

necessary processes to meet state needs, inclusive of the need to support decision-making.

Relational Database Theory Applied to K-12 Education
Accounting

Revenue and expenditure coding in K-12 education accounting ideally consists of five primary
descriptive code dimensions: location, fund, program, function and object. Each expenditure and
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revenue event is described using all five coding dimensions. Transaction events are summarized
into general ledger accounts to the level of the unique combination of the five codes that the
account code string consists of, i.e. location-fund-program-function-object-amount. The actual
code number for each code dimension usually ranges from one digit to six digits. In the typical
relational database the general ledger file consists of only the code numbers, and code tables are
used to relate the number to a label description for each instance of code. The five dimensions of
the code are:

m  Location Codes, Fund Codes, Program Codes, Function Codes and Object Codes

Revenue items are treated very much in the same way as expenditure items for coding purposes.
For the sake of simplicity, the following discussion refers only to expenditure items.

Each of the five code dimensions should adhere to the following strict rules:

= 100% of Dollars — Each dimension should contain descriptive codes for 100% of the
dollars in a financial file. If each coding dimension were totaled, they would each equal
100% of the total dollars in the financial file.

m  Of-Like-Kind — The “location” code dimension should contain numerous instances of
locations and nothing else. The fund code dimension should contain only funds; the
program dimension only programs; the function dimension only functions; and the
object dimension only objects. This assures that the various dimensions of codes can be
intersected with all other dimensions to obtain a well-specified, meaningful result.

= Mutually Exclusive — No item of expenditure should classify as meeting two or more
instances of codes within a single dimension. Said differently, the codes should be
defined so that no line item of expenditure meets two different definitions within the
same code dimension. By example, in the function dimension Student Health &
Services is not also Instruction. In the object code dimension, for example, there should
not be a “Temporary Salary” code and a “Certified Salary” code if it is possible that a
certified employee can work temporary hours (those two would not then be mutually
exclusive). When code dimensions are not mutually exclusive, business rules outside of
the accounting system are required to determine which of two or more code descriptions
should be charged for an expenditure.

=  Normalized — In the field of relational databases, the word “normalized” means in
simple terms that code descriptions should not have to be repeated for different code
numbers within the accounting structure. It means that a fully normalized database
structure is set up with various tables for defined dimensions and code table descriptions
in such a way that it is not necessary, for example, to repeat a location ed level like
“Elementary” as a description attached to more than one code number. When a code
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dimension structure contains dimensions that are not “Of-Like-Kind” and “Mutually
Exclusive,” it is likely that the data structure is also not “normalized.”

As a practice, normalization cannot be applied absolutely. For various practical
reasons, most relational database structures include some duplication of descriptors. A
slightly non-normalized structure can be more practical than a fully normalized
structure. However, a highly non-normalized data structure in a relational system is
probably a sign that the accounting data structure is not consistent with, and does not
leverage the capabilities of, the relational database technology in which it resides.

s Few “Other” — The primary purpose of a chart of accounts and related general ledger is
to identify expenditures at the point of entry into a financial system. It is always a
practical necessity to include some “other” or “miscellaneous” code descriptions for
school districts/corporations to use for unanticipated transactions. However, the amount
of dollars charged to “other” and “miscellaneous” categories should be kept to a
minimum, because little accountability can exist for “other” categories.

Location Codes identify the location charged for the expenditure. If the location is a school, it is
also related to an education level (Elementary, Middle/Junior High, High School, Alternative
School, Other School, or Non-School). The non-school education level is for central
district/corporation expenditures not charged to schools. A natural roll-up of the location code
occurs by education level and by all schools vs. non-school expenditures.

Fund Codes identify the accounting fund to which the expenditure relates. School
districts/corporations utilize fund accounting. The fund describes the source of money used for
the expenditure.

Program Codes identify the instructional program to which an expenditure was charged. An
instructional program is a plan of activities and procedures designed to accomplish a
predetermined objective or set of learning objectives. In most cases, programs are characterized
by being applied to a sub-set of the student population — e.g. the incremental costs of a bilingual
program are applied to the sub-set of bilingual students; the incremental costs of a special
education pull-out program are applied to the sub-set of special education students. General
Education is the one program whose costs apply to all students, except in the case where special
education or another program is “self-contained” (meaning a full-time dedicated special
education school where students do not also take a seat in the general education classrooms).

Function Codes describe the activity for which a service or material object is acquired. Where
program codes describe activities related to instructional activities applied to students; function
codes tend to describe the activities related to staff in a school system. By example, Guidance &
Counseling, Transportation and Instruction are functions.
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Object Codes describe the service or commodity obtained as the result of a specific expenditure.

They describe the “object” that was acquired — inclusive of things and services.

The translation of the above accounting characteristics to relational database technologies is
rather simple and direct. An account code for an expenditure will consist of the five code

dimension instances and an amount for the expenditure similar to the following four records in
an expenditure data file:

Location Fund Program Function Object Amount
VVI WWI XX1 YY! 771 $A.AA
VV2 WWw2 XX2 YY2 772 $AA.AA
YAE WWwW3 XX3 YY3 773 SAAA.AA
VVv4 WW4 XX4 YY4 774 SA,AAAAA

Each of the descriptor codes in the expenditure file is related to a code table file, which attaches a
description to each descriptor code, as follows:

Location Code Table

VV1 | Washington Elementary
VV2 | District Central Office
VV3 | Jefferson High School
VV4 | Jefferson High School
Fund Code Table
WW1 | Title 1 Fund
WW2 | General Fund
WW3 | Special Education Fund
WW4 | General Fund
Program Code Table
XX1 | Title 1/Compensatory Ed Program
XX2 | General Education Program
XX3 | Special Education Program
XX4 | Special Education Program
Function Code Table
YY1 | Guidance & Counseling
YY2 | Business Operations
YY3 | Instructional Teachers
YY4 | Pupil-Use Technology

Copyright, Fox River Learning, Inc. 2004

79




Object Code Table
771 Secretary Salary
772 Copy Machine Toner
773 Teacher Salary
774 | Computers

From the above you can see that the fourth record was expended from the general fund for

computers at Jefferson High School supporting the pupil-use technology function in the special

education program.

A chart of accounts and general ledger for the state and in school corporations should be able to

stand on its own. That is, it should be fully descriptive of the accounting transactions without
requiring a reviewer to have to ask a person what the business rules are to either clarify a
description, or to clarify a choice based on business rules not inherent in the structure of the
coding. This is the primary, simplistic purpose of a chart of accounts and general ledger — to

describe all financial transactions without having to go ask a person for additional business rules

outside of the general ledger.
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e Download this table as a Microsoft Excel spreadsheet (121 kb)
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Table 38. Enrollment in public elementary and secondary schools, by grade and
state: Fall 2000
(This is Part 1 of this table | Go to Part 2)

I I
| | Prekinder
| Total, |
State or other area | all levels | Total | Prekinder-| Kinder- | Grade
| | | garten\1\ | garten | 1
| I | | |
1 | 2 | 3 | 4 | 5 | 6
| I | | I
United States ..... |\2\47,222,778 |33,708,832 | 795,597 |3,381,629 | 3,634,72
I | | | I
Alabama .............. [\N2\ 740,176 | 538,818 |\2\ 11,020 | 55,112 | 59,66
Alaska ............... | 133,356 | 94,442 | 1,210 | 9,677 | 9,78
Arizona .............. | 877,696 | 640,566 | 2,037 | 68,347 | 74,49
Arkansas ............. | 449,959 | 318,025 | 2,001 | 33,941 | 34,54
California ........... [\2\ 6,142,348 | 4,409,365 |\2\ 91,453 | 459,771 | 487,05
I | | | |
Colorado ... I 724,508 | 516,568 | 15,377 | 51,039 | 55,14
Connecticut .......... | 562,179 | 406,445 | 10,484 | 41,570 | 44,34
Delaware ............. | 114,676 | 80,801 | 706 | 7,691 | 9,23
District of Columbia .| 68,925 | 53,686 | 4,289 | 5,357 | 6,25
Florida .............. | 2,434,821 | 1,759,902 | 55,120 | 175,812 | 186,70
| | I | |
Georgia .............. | 1,444,937 | 1,059,983 | 32,248 | 110,960 | 114,04
Hawaii ............... | 184,360 | 132,293 | 840 | 14,071 | 14,98
Idaho ................ | 245,117 | 170,421 | 2,174 | 17,093 | 18,09
I11inois «..vvvvnnnn.. | 2,048,792 | 1,473,939 | 60,712 | 147,619 | 161,14
Indiana............... | 989,225 | 703,252 | 5,567 | 70,727 | 78,78
I | | | |
TOWA «vv e viiiiieen | 495,080 | 333,804 | 5,797 | 33,977 | 33,94
Kansas ............... | 470,610 | 323,227 | 2,263 | 30,392 | 34,13
Kentucky ............. | 665,850 | 471,624 | 15,892 | 48,064 |\3\ 51,34
Louisiana ............ | 743,089 | 546,575 | 16,210 | 55,293 | 60,40
Maine ................ | 207,037 | 145,709 | 1,062 | 13,769 | 14,56
I I I I I
Maryland ............. | 852,920 | 609,093 | 20,031 | 56,073 | 63,75
Massachusetts ........ | 975,150 | 702,575 | 19,938 | 70,647 | 70,59
Michigan ............. [\2\ 1,743,337 | 1,255,789 |\2\ 25,956 | 126,906 | 128,12
Minnesota ............ | 854,340 | 577,766 | 9,300 | 58,963 | 59,41
Mississippi .......... | 497,871 | 363,907 | 1,682 | 37,373 | 41,46
I | | | |
Missouri.............. | 912,744 | 644,803 | 17,980 | 63,634 | 66,04
Montana .............. | 154,875 | 105,226 | 537 | 10,129 | 10,95
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Table 38.--Enrollment in public elementary and secondary schools, by grade and state: Fa... Page 2 of 3

Nebraska ............. | 286,199 | 195,486 | 4,900 | 20,210 | 20,38
Nevada ............... | 340,706 | 250,721 | 1,888 | 26,445 | 28,41
New Hampshire ........ | 208,461 | 147,124 | 1,879 | 9,188 | 16,33
| | | | |
New JErsey ........... | 1,307,828 | 952,628 | 21,931 | 89,717 | 99,88
New Mexico ........... | 320,306 | 224,879 | 3,090 | 22,065 | 24,20
New York ............. | 2,882,188 | 2,029,456 | 39,062 | 194,673 | 217,65
North Carolina ....... | 1,293,638 | 945,470 | 8,722 | 101,049 | 106,29
North Dakota ......... | 109,201 | 72,421 | 701 | 7,146 | 7,61
| I I | |
Ohio .......... ... | 1,835,049 | 1,293,646 | 22,988 | 128,640 | 139,80
Oklahoma ............. | 623,110 | 445,409 | 23,475 | 42,979 | 50,03
Oregon . .............. | 546,231 | 379,283 | 686 | 37,739 | 40,20
Pennsylvania ......... | 1,814,311 | 1,257,824 | 2,479 | 119,318 | 134,81
Rhode Island ......... | 157,347 | 113,545 | 1,055 | 10,521 | 12,52
I | | I I
South Carolina ....... | 677,411 | 493,226 | 17,340 | 47,277 | 52,05
South Dakota ......... | 128,603 | 87,838 | 967 | 8,989 | 9,07
TEennessee . ........... [\2\ 909,388 | 668,350 |\2\ 13,539 | 70,351 | 72,70
TEXAS e veeeeeeaee | 4,059,619 | 2,943,047 | 145,771 | 294,217 | 320,75
Utah ................. I 481,687 | 333,353 | 6,418 | 36,039 | 35,87
I | I | |
Vermont .............. I 102,049 | 70,320 | 2,371 | 6,511 | 7,05
Virginia ............. | 1,144,915 | 815,748 | 7,263 | 82,585 | 89,07
Washington ........... | 1,004,770 | 694,367 | 7,283 | 68,531 | 73,52
West Virginia......... | 286,367 | 201,199 | 6,152 | 20,937 | 21,28
Wisconsin ............ I 879,476 | 594,740 | 23,751 | 56,507 | 59,96
Wyoming .............. | 89,940 | 60,148 | (\4\) | 5,988 | 6,15
| | | I |
Bureau of Indian | | | | |
Affairs ............ | 46,938 | 35,746 | (\a\) | 4,209 | 4,12
Department of Defense | | <ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>