Legislative Fiscal Bureau
One East Main, Suite 301 « Madison, Wi 53703 « (608) 266-3847 « Fax: (608)267-6873

June 16, 2008

TO: Representative Don Pridemore
Room 318 North, State Capitol

FROM: Russ Kava, Fiscal Analyst

SUBIJECT: Potential Effects of the Elimination of the Milwaukee Parental Choice Program on
Public K-12 School Districts

At your request, 1 am providing you with information on the Milwaukee parental choice
program and the potential revenue limit and general school aids effects on public K-12 schoel
districts if the program were eliminated.

Background

Under the choice program, state funds are used to pay for the cost of children from low-
income families in the City of Milwaukee to attend, at no charge, private schools located in the
City. Pupils in grades K-12 with family incomes less than 175% of the federal poverty level are
initially eligible to participate in the program. Once in the program, a pupil remains eligible if his
or her family income is less than 220% of the federal poverty level. A sibling of a choice pupil is
also initially eligible to participate if his or her family income is less than 220% of the federal
poverty level. The limit on the number of pupils who can participate in the program is statutorily
set at 22,500 full-time equivalent pupils. For the October 15, 2007, general schools aids estimate,
the Department of Public Instruction (DPI) estimated that 18,500 pupils will attend choice schools
in 2007-08.

For each pupil attending a choice school, DPI pays the parent or guardian an amount that is
equal to the lesser of: (a) the private school’s operating and debt service cost per pupil related to
educational programming; or (b) the amount paid per pupil in the previous school year adjusted by
the percentage change in the general school aids appropriations from the previous school year to the
current school year. If that percent change is a negative number, however, the per pupil payment
does not change from the prior year. In 2007-08, the per pupil payment under choice program is
$6,501.



By law, DPI is required to reduce the general school aids for which MPS is eligible by an
amount equal to 45% of the total cost of the choice program. The October 15, 2007, general school
aids calculation uses an estimate of $120.3 million for the total cost of the choice program in 2007-
08. Thus, MPS's general school aids will be reduced by $54.1 million.

Under revenue limits, MPS can levy to make up for the aid reduction. Under 2007 Act 20, a
separate aid program was created to provide aid to districts with high poverty. By law, any high-
poverty aid MPS receives from this program must be used to offset the choice levy atiributable to
the reduction in general school aid. In 2007-08, MPS will receive $7.4 million in high-poverty aid.
After consideration of this aid, the net aid reduction for MPS related to the choice program is $46.7
million, which is 39% of the estimated cost of the program in 2007-08. The state thus funds 61%
of the cost of the choice program, which is $73.6 million in 2007-08.

Elimination of the Milwaukee Parental Choice Program

If the Milwaukee parental choice program were eliminated, the state would no longer make
payments to the parents of choice pupils and there would no longer be expenditures from the choice
program appropriation. General fund expenditures related to the choice program would be reduced
in an amount equal to 55% of the total cost of the choice program ($66.1 million in 2007-08). The
45% choice program reduction made to MPS general school aids (854.1 million in 2007-08) would
also be eliminated. Because the state no longer has a commitment to fund two-thirds of partial
school revenues, any increase in the MPS revenue limit that would result from choice pupils
attending MPS would not result in an increase in general school aids by an amount equal to two-
thirds of the revenue limit increase.

The fiscal effect of the elimination of the choice program would depend in part on two
factors. The first factor is how the 55% state share of program costs would be appropriated in the
absence of the program. (For the purposes of this memorandum, high poverty aid to MPS will not
be considered.) One option would be to appropriate the funding for general school aids to account
for the possible attendance of an unknown percentage of students to MPS. Another option would
be to appropriate the funding to other programs or use it to improve the balance of the general fund.
To illustrate the possible effects of the elimination of the choice program, this memorandum will
consider both options.

The second factor would be the number of pupils that would attend MPS rather than pursue
other educational opportunities, such as private schools or home schooling, and it is unclear how
many would do so. To illustrate the possible revenue limit and general school aids effects of an
alternative to eliminate the choice program, this memorandum presents five hypothetical examples
of the fiscal effect of the elimination of the program using the alternative assumptions that 0, 25, 50,
75, or 100 percent of choice pupils attend MPS.

Under revenue limits, one-third of the number of choice pupils that attend MPS would count
immediately under the three-year rolling average of enrollment. MPS revenue limits would fully
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reflect the addition of choice pupils only in the third year. Because general school aids are
calculated using prior year membership and shared cost data, the addition of choice pupils would
not directly affect the amount of aid received by MPS until the next year. Once these pupils and
their related shared costs would be fully included by MPS for general school aid purposes, there
would be aid shifts. Table 1 shows the potential revenue limit, general school aid, and levy changes
that would have occurred in 2007-08 for MPS and the other districts in the state, in total, if the
indicated percentage of pupils attended MPS and no additional funding had been appropriated for
general school aids. Table 1 is calculated as if the pupils and costs would be fully phased-in for
purposes of revenue limits and general school aids. '

TABLE 1

Potential 2007-08 Revenue Limit, General Aid, and Levy Changes if Various Percentages of
Pupils Attended MPS and No Additional Funding was Appropriated for General School Aids

($ in Millions)
MPS Other Districts

Percent Revenue General Revenue  General
Attending MPS Limit - Al Levy Limit Aid Levy
0% O $00  $54.1 8541 $0.0 $0.0  $0.0
25 46.3 94.6 483 0.0 -40.4 404
50 92.7 135.1 -42.4 0.0 -81.0 81.0
75 139.0 175.8 -36.8 : 0.0 -121.7 121.7

100 185.4 2164 -31.0 0.0 -162.3 162.3

Table 2 shows the potential revenue limit, general school aid, and levy changes that would
have occurred in 2007-08 for MPS and the other districts in the state, in total, if the indicated
percentage of pupils attended MPS and the $66.1 million state share of the choice program had
been appropriated for general school aids. The same assumption used in Table 1 relating to fully
phased-in cost is used in Table 2.
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TABLE 2

Potential 2007-08 Revenue Limit, General Aid, and Levy Changes if Various Percentages of
Pupils Attended MPS and $66.1 Million of Additional Funding was Appropriated for

General School Aids
(3 in Millions)
MPS Other Districts
Percent Revenue General Revenue  (General
Attending MPS Limit Aid Levy Limit Aid Levy
0% $0.0 $59.6 -$59.6 $0.0 $60.6 -$60.6
25 463 100.1 -53.8 0.0 20.1 -20.1
- 50 927 140.8 48.1 0.0 -20.5 20.5
75 139.0 1815 42.5 0.0 61.2 612

100 185.4 2223 ~36.9 0.0 -102.0 102.0

The attachments to this memorandum provide additional detail on the information presented
in the tables. Attachment 1 shows the net general school aid payments received by school districts
in 2007-08 under cutrent law as well as the estimated payments these districts might have received
under each of the alternative assumptions that 0, 25, 50, 75, or 100 percent of choice pupils
attended MPS and no additional general school aids funding had been appropriated. Attachment 2
shows the same information for the scenario under which an additional $66.1 million of general
school aids funding had been appropriated. Under revenue limits, those school districts shown with
an increase in aid under any of the alternatives would have decreased levies in an amount equal to
the increase, while districts with an aid decrease would have the option of increasing their levies up
to an amount equal to the decrease.

The aid changes shown in the tables and the attachments would reflect the effects of three
factors. First, the elimination of the choice program reduction to MPS general school aids would
have benefited MPS, with $54.1 million of the increase in general school aids for MPS in each
scenario attributable to this factor. Second, for those scenarios under which some percentage of
pupils would attend MPS, statewide membership would have been increased and the tertiary
guarantee would have been slightly lower, which would have reduced the tertiary aid received by
most districts with tertiary costs. Third, under the same scenarios, membership and shared costs for
MPS would have been increased, which would have resulted in MPS receiving more aid under the
equalization aid formula, and a lower secondary guarantee would have resulted to fully distribute
the amount appropriated for general school aids. However, under the scenarios under which
additional aid would have been appropriated, the reduction in the secondary guarantee would not
have been as great, resulting in additional aid for most districts compared to the scenarios under
which additional aid would not have been appropriated.
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It should be noted that, while MPS would gain both revenue limit authority and general
school aids as a result of choice pupils attending MPS when fully-phased in, in the first year after
elimination of the choice program, MPS would be responsible for educating a given number of
additional pupils, but only receive revenue limit authority for one-third of that amount, since
revenue limits use a three-year rolling average. Also, since general school aids are calculated using
prior year information, MPS would not receive aid for any additional pupils or shared costs in the
first year after elimination of the choice program.

Finally, it must be emphasized that these examples are speculative. Assumptions have been
made on the effects on MPS membership and shared costs and the examples are calculated as if all
of these factors had been fully effective in 2007-08. Changes to the assumptions could significantly
modify the results. These examples should be considered as an illustration of the potential range of
effects of an alternative to eliminate the choice program.

1 hope this information is helpful. Please contact me if you have further questions.

RK/sas
Attachments
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