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Central Services Building

5225 West Vliet Street

P.O. Box 2181

Milwaukee, Wisconsin 53201-2181

|:||:”:||:| . MITWAUKEE PUBLIC SCHOOLS Office of the Superintendent

December 23, 2004
Milwaukee Board of School Directors:

We submit to you the Comprehensive Annual Financial Report of the Milwaukee Public Schools (“MPS"),
Milwaukee, Wisconsin, for the fiscal year ended June 30, 2004. The Comprehensive Annual Financial Report is
management’s financial report to taxpayers, governing board, oversight bodies, voters, employees, and
intergovernmental grantors. Responsibility for both the accuracy of the data and the completeness and fairness of the
presentation, including all disclosures, rests with the District (“District”). To the best of our knowledge and belief,
the information presented is accurate in all material respects and is reported in a manner designed to present fairly
the financia position and results of operations of the various funds and account groups of MPS. All disclosures
necessary to enable the reader to gain an understanding of the District’s financial activities have been included.

Governmental Accounting Standards Board (GASB) Statement No. 34 requires that management provide a narrative
introduction, overview, and analysis to accompany the basic financial statements in the form of Management’s
Discussion and Analysis (MD&A). This letter of transmittal is designed to complement the MD&A and should be
read in conjunction with it. The MD&A can be found immediately following the report of the independent auditors.

The Comprehensive Annual Financial Report is presented in three sections:

Introductory Section - This section contains this letter of transmittal, the District’s organizationa chart, and
alist of principa officials.

Financial Section - This section contains the basic financial statements providing management’s discussion
and analysis, government-wide financial statements, fund financial statements, notes to the financial
statements, combining non-major fund financial statements, and independent auditors’ report.

Statistical Section - This section contains tables presenting various financial, economic, social, and
demographic data about the District.

REPORTING ENTITY

Milwaukee Public Schools operates within the City of Milwaukee, Wisconsin (“City”). The purpose and
responsibility of the District is to provide an efficient and effective educational system for the children enrolled in
the public schools, whereby each child has access to programs and services that are appropriate to his or her
educational needs. In addition to the regular educational programs, the District offers comprehensive programsin the
areas of vocational education, special education, and bilingual education. Through its specialty school programs, the
Digtrict offers advanced educational programs in such areas as language, fine arts, computer science, health
professions, business, and technical trades. In addition, the District provides community recreation and education
services through its parks and centers for the elderly.

The City is located 70 miles north of the city of Chicago on the western shores of Lake Michigan. The City has a
population of approximately 596,000. The District operates more than 160 sites and services and has over 103,800
students with over 11,000 educators, administrators, and staff. The Superintendent, appointed by the Board, is the
senior officia representing Milwaukee Public Schools.

The Milwaukee Public School District was established on February 3, 1846, and is operated under Chapter 119 of
the Wisconsin Statutes. The District, governed by a nine-member Board, provides education services through grade
12 to residents of the City of Milwaukee and its participating suburban transfer students.



The reporting entity for the District is based upon criteria set forth by Governmental Accounting Standards Board
(“GASB") Statement No. 14, "The Financial Reporting Entity.” Under this pronouncement, the financial reporting
entity consists of (@) the primary government, which is controlled by a separately elected governing body that is
legally separate and is fiscally independent, and (b) organizations for which the primary government is financially
accountable. All of the accounts of the District comprise the primary government. The financial statements of the
District are excluded from the City of Milwaukee financial statements because the District operates with a separate
governing board that is not under the control of the City of Milwaukee.

LOCAL ECONOMIC ANALYSIS

Milwaukee is the state's largest urban and economic center. The City has a diversified economy with strong service
and manufacturing sectors. Finance, insurance, entertainment, communication, health care, and other persona and
business service activities account for over half of al employment within the City.

Based upon the Metropolitan Milwaukee Association of Commerce’'s August 2004 Economic Trends, August’s
seasonally adjusted unemployment rate of 5.0% is lower than the 6.3% rate registered one year ago. Currently, the
metro Milwaukee area’ s jobless rate ranks higher than the state’s 4.8%, but lower than the nation’s 5.4% rates.

The City continues to maintain high bond ratings from three of the major agencies. A rating of AA from Standard &
Poor’s Corporation, AA+ from Fitch Ratings, and Aa2 from Moody’s Investors Service, Inc. were received on
recently issued general obligation bonds of the City.

MAJOR INITIATIVES

The Milwaukee Board of School Directors adopted the following vision, mission, and goals on March 28, 2000.
They are asfollows:

Vision:

We in the Milwaukee Public Schools know that quality teaching will result in higher student achievement. We
also know that educating students means more than instruction. We know that children learn and achieve more
when they are cared for, when they are safe, and when they have a healthy well-being. Therefore, we must have
strong and true partnerships with parents and all those in the community who influence and affect our students
and families.

Our schools will be a center of community activity, a safe and inviting place that attracts families and staff to
live in the neighborhood.

Teaching will be child-centered and based on proven methods. Diversity among students will be seen as a norm,
not a disability. Class sizeswill be small enough to allow for successful learning by all children.

Children will have the opportunity in the school and in the neighborhood to become competent, responsible, and
generous, and belong to a caring community. Schools will be a vital part of the neighborhood, sharing a
common purpose with community partners in a system of mutual support.

Mission:

The Milwaukee Public Schools will ensure that maximum educational opportunities are provided for all students
to reach their highest potential so that:

e Students achieve their educational and employment goals, and
»  Parents choose the Milwaukee Public Schools to educate their children.



Goals:

The goals of the Milwaukee Public Schools are to improve:

1. Student achievement

2. Student successin further education and employment

3. Family satisfaction, as measured by their choices in the education marketplace

The Administration and the Milwaukee Board of School Directors developed the District’s core beliefs
collaboratively. They provide the District with greater focus in moving forward to support our students, their
families, and the community. The District’s core beliefs are the following:

e Children comefirst

e Theclassroom isthe most important place in the District
»  Leadership and accountability are keys to our success

e Centra Services supports student achievement

»  Families are valuable partners

e Community partnerships add value

Measuring Success

The Milwaukee Public Schools began implementation of a strategic assessment program that includes a small
number of quantifiable criteriato measure success and progress in achieving its mission and goals. The following are

used to measure Success.

Goals:

Criteria to measure success:

1. Student achievement

Progress in improving student achievement will continue to be measured
using the “value added” model, which was designed through a partnership
between MPS and the WCER (Wisconsin Center for Educational Research)
to accurately measure the academic growth of students over a designated
period of time.

The District’s curriculum alignment process supports student achievement
through continued devel opment and implementation of the Balanced
Literacy and Balanced Mathematics frameworks. Important components of
the frameworks include the Learning Targets, Classroom Assessments Based
on Standards (CABS), and the District’ s Balanced Assessment System.

2. Student successin further education
and employment

A partnership between MPS and the MMAC continues to address this issue.
The MPS technical education curriculum specialist has worked closely with
business and labor to improve the acceptance of MPS graduates into current
apprenticeship programs, on the job training programs and other
employment opportunities that provide meaningful career options.

The Milwaukee High School Redesign Initiative continues to move forward
to facilitate increased graduation rates and preparedness for further academic
and professional pursuits.

3. Family satisfaction, as measured by
their choices in the education
marketplace

The School Climate Survey developed in partnership with the Public Policy
Forum continues to be administered to parents, students, and staff to address
this goal. MPS rated highly overall on the 2003-04 survey, with 36,833
surveys completed. The survey will again be administered during the 2004-
05 school year.




Strategic Initiatives

Inherent to the development of the Milwaukee Public Schools Strategic Plan and the corresponding strategic
initiatives is our belief that all children can learn and will achieve. The broad initiative of the Milwaukee
Partnership Academy (MPA) is to ensure that every child in Milwaukee Public Schools is performing at or above
grade level in reading, writing, and mathematics through shared responsibility for student success. This broad
initiative put forth by the MPA is consistent with the MPS Strategic Plan and the core beliefs, and forms the basis of
the Digtrict’s efforts.

The following six strategic initiatives represent the major priorities of the District. They do not encompass all issues,
but they are those that represent the direction of the school district.

1 Student Achievement — Focus efforts to improve student achievement in the areas of reading,
writing, and mathematics so that all students are performing at or above grade level. During the
2003-04 schoal year, many factors positively impacted student achievement for Milwaukee's children
including the efforts of the Milwaukee Partnership Academy, full deployment of No Child Left Behind
Act, the principal and literacy coach model, school learning teams, the high school redesign initiative,
the redlization of the capacity builders, and the Digtrict’s core beliefs. This year's standardized test
results illustrate that the District is moving forward in supporting al children in the quest for high
academic achievement:

* MPS continues to close the achievement gap with the state on the annual Wisconsin
Knowledge and Concepts Examination (“WKCE”). For example, in grade four reading,
language arts, and math, the difference in the percentage of students scoring at/above
proficient has declined by 10 to 12 percentage points in just three years.

*  Nearly 40% of all MPS elementary schools are now equal, surpass, or are within 90% of
the statewide average in reading and math in 2003-04, up from about 18% just two years
earlier.

* The achievement gap between whites and African Americans and between whites and
Hispanics continues to narrow, particularly at the elementary grades.

e Student achievement on the District assessment in grades three, five, six, seven, and nine
rose in every subject area (reading, language arts, and mathematics) in 2003-04 over the
year before.

* The achievement gap between English Language Learners (ELLS) and the District has
decreased in reading and math at grades four, eight, and ten in 2003-04 over last year.
The gap, at grades four and eight in math, has been eliminated. Additionally, the
percentage of ELL students scoring at or above proficient in reading and math in grades
four, eight, and ten has increased over last year.

e The percentage of students with disabilities scoring proficient or above on the WKCE at
grades four, eight, and ten in reading and math has shown a steady increase over athree-
year period.

e State assessments of student performance at or above grade level on the third grade
Wisconsin Reading Comprehension Test resulted in an increase from 63% during the
2002-03 school year to 66% in 2003-04.

* The fourth grade WKCE in reading yielded similar results. Student performance at or
above grade level increased from 63% in 2002-03 to 67% in the 2003-04 school year.

The Milwaukee Partnership Academy’s (MPA) implementation of the Comprehensive Literacy and
Mathematics Frameworks moved forward during the 2003-04 school year at a rapid pace. The Balanced
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Literacy Framework isin its second year of implementation and the Balanced Mathematics Framework isin
its first year of implementation. A structure for professional development was developed for the latter that
formed the backbone of a $12 million National Science Foundation grant received by Milwaukee Public
Schools, the University of Wisconsin — Milwaukee, and the Milwaukee Area Technical College entitled the
Milwaukee Mathematics Partnership (MMP). The framework complements the District’s reform, and
promotes the development of Professional Learning Communities (PLCs) around the teaching and learning
of mathematics and the curriculum alignment process at each school.

The District completed the 2003-04 school year at an advanced stage of implementing the curriculum
alignment process. The Office of Academic Excellence developed the learning targets in collaboration with
the Wisconsin Center For Educational Research (WCER) during 2002-03. The accompanying
implementation plan was designed to assure that each and every classroom in the District has the
appropriate grade level and content area learning target posters prominently displayed and that the learning
targets serve as the central focus for teaching and learning throughout the District.

There was a significant reduction in the number of MPS schools on the Schools Identified for Improvement
(SIFI) list. The No Child Left Behind Act (NCLB) requires the state to identify schools that have not made
sufficient progress in raising achievement results annually. A total of 43 Milwaukee Public Schools (MPS)
are on the 2003-04 preliminary list. Thisis a reduction from the previous school year when 55 MPS schools
were identified for improvement.

The Milwaukee High School Redesign Initiative reached the one-year mark on July 15, 2004. The first year
of activities of the initiative accomplished eight of the nine important goals set forth in “The Blueprint for
Milwaukee's New Vision High Schools.” The Blueprint for Milwaukee’'s New Vision High Schools was
developed with broad input from various stakeholders in the Milwaukee community. The High School
Redesign Team that contributed to the development of the document included teachers, students, parents,
administrators, community members, and representatives of institutes of higher education and the
Milwaukee Partnership Academy.

Over the past year, MPS has held a series of meetings with community and business partners regarding the
critical need for improved health services in our schools to eliminate health-related barriers to learning. The
Disgtrict has also documented the current level of resources and services in each school, which has provided
us with a clear picture of the challenges we face as a community in ensuring the equitable distribution of
health servicesin all MPS schools.

In order to start addressing this challenge and improve health servicesin our schools, a Health Initiative that
calls for aminimum level of health resources and services in each school has been developed. This plan and
its goals were recently communicated to community and business partners. The goals are:

»  Reduce and/or eliminate health-related barriers to learning.
*  Reduce health-related student absenteeism.
»  Fulfill state school health mandates.

Leadership Development — Establish a leadership academy to develop and maintain leadership
throughout the District. The first priority is to ensure that each school has a strong and effective school
principal committed to bringing al children to high levels of achievement. The professional development
program for principals continues to focus on providing principals with support and accountability mechanisms
to alow for their development as instructional leaders. The capacity for developing principal |eaders has been
facilitated by flattening the organization to allow principals a more direct line to the Superintendent. The
reorganization separated leadership development for principals into two functions, one responsible for
supporting principals and one responsible for evaluating principals. The coaches carried the Superintendent’s
message to the principals and asked questions about the MPS initiatives. The intention of the questions and
the visits was to focus on moving principals from managers to leaders so that each school would experience
improvements in student achievement.
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Leadership and accountability at all levels is essential to our success as a district in meeting the academic
needs of al students. Restructuring for freedom and performance will equip principals and their leadership
teams with the resources and authority they need to tailor special programs that have been proven to be
effective in addressing the needs of all students. Professional development and quality systems will continue
to be identified and implemented to support the facilitation of leadership throughout the District. The District
will continue to put systems in place to develop principal leaders and continue to refine the District’'s
guidelines for hiring new principals.

3. Decentralization and Financial Management — Develop policies and procedures to improve the
District’s financial management systems to preserve the District’s financial stability and to
decentralize more funding and decision-making authority to the schools. Processes and refinements
relative to decentralization and financial management have been evident during 2003-04. Under the purview
of the Chief Financial Officer, continued realignment and downsizing relative to non-educational services
continued. This resulted in the capacity for greater efficiency and effectiveness relative to non-educational
resources.

The District continues to work on our performance-based budgeting model that will ultimately drive the
allocation of resources to become performance-based. Anticipated results include linking the strategic plan
(in development) to the budget via performance measurements related to outcome and processes. Continued
rollout and upgrade of the IFAS system facilitated timely reporting during the budget process, allowing
schools and departments to refine their budget requests as soon as financial variations — such as the
reduction in projected fringe benefit rate — were identified.

4. Special Education Programs — Redesign the District’s special education services to more effectively
and efficiently deliver educational programs and services to children with special needs. Specia
education services are structured around the identified needs and services required by students with special
education needs and provided in the least restrictive environment as delineated on students' individualized
education plans, as determined by the IEP team. Presently, MPS is in the process of further devel opment of
adelivery of instructional programs for students utilizing a comprehensive service delivery model.

5. Neighborhood Schools — Develop and implement a neighborhood schools plan to divert dollars used
for transportation to build and/or remodel schools where students live. The District developed a
comprehensive Neighborhood Schools Plan (“Plan”) after more than 10 months of study and extensive
parent and community outreach. The state's Joint Committee on Finance approved the Plan in September
2000. The District continues to move forward to implement the Plan over afive-year period. The Plan calls
for capital expenditures of $98.4 million, for which the District can utilize its borrowing authority under the
Neighborhood Schools Initiative approved by the state | egislature. Components of the Plan include:

e Expanding capacity for 11,000 new neighborhood school seats, including 750,000 square feet of
additional space through the construction of new buildings, additions, renovations, and community
partnerships to serve students and parents in the neighborhoods in which they live. This includes
building 6 new schools, completing 19 additions to current schools, and 14
renovations/modifications to current schools over five years.

e Creating community-rich neighborhood schools that will provide, encourage, and guarantee parents,
students, and neighborhood residents ownership, voice, access, and active participation in the full
operation of the schoal.

e Providing 92 full-day four- and five-year-old kindergarten programs in the 28 targeted elementary
attendance area school s to enhance achievement for young children.

e Providing 83 before- and after-school programs to provide a safe, nurturing environment for children
in their neighborhoods.

e Increasing the number of K-8 programs to 47 schools that permit students to remain in the same
school for as many as 10 years, providing for increased stability and less disruption.
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e Increasing accessibility to bilingual programs and English as a Second Language programs by
relocating them to areas where program participants reside.

e Serving students with special needs in neighborhood schools and providing the same access as all
other students to extended-day services and programs.

« Reducing student-teacher ratios in early grades in each of the 28 targeted elementary attendance
areas with agoal of a15:1 student-teacher ratio for grades K-3.

* Replicating or relocating successful programs to increase the number of pupils attending
neighborhood schools.

e Promoting safety in schools and surrounding neighborhoods through a number of initiatives and
action plans.

e Partnering with community agencies to ensure affordable, high-quality before- and after-school
programs to provide additional school seats in overcrowded areas and more.

e Expanding communication efforts so that parents, prospective parents, and the community are aware
of the excellent MPS schools available within their neighborhoods.

e Revising transportation and enrollment policies to offer al parents in Milwaukee a realistic
opportunity to select a neighborhood school and other educational options.

e Establishing a task force to study the complex issues that affect student mobility and develop
recommendations on policies and practices to help alleviate the problems.

« Establishing aggressive goals to work with Historically Underutilized Businesses (HUB) and
Community Development Entities for construction related to the Neighborhood Schools Plan.

The District remains committed to the Neighborhood Schools Initiative (NSI), and has seen much progress
during the 2003-04 school year. It is being projected that all building construction/capital improvements
will be completed by spring 2006.

6. Technology — Complete the technology infrastructure that will provide state-of-the-art voice, video,
and data technology into more than 5,000 classrooms throughout the school district. Implementation
of the MPS strategic technology plan will launch the District into using world-class technology as a tool for
teaching and learning.

MPS has spent several years following a strategic plan that significantly increases the role that technology
will play in supporting teaching and learning, which in turn is helping our students prepare for the 21%
Century.

ACCOUNTING SYSTEM

The diverse nature of governmental operations and the necessity of assuring legal compliance preclude recording and
summarizing all governmental financial transactions in a single accounting entity. Therefore, from a financial
management viewpoint, a governmental unit is a combination of several distinctly different accounting entities, each
having a separate set of accounts and functioning independently of each other. Each accounting entity is accounted
for in a separate “fund.” A fund is defined as a fiscal accounting entity with a self-balancing set of accounts
recording cash and other financial resources together with al related liabilities and residual balances, and changes
therein, which are segregated for the purpose of carrying on specific activities or attaining certain objectives in
accordance with special regulations, restrictions, or limitations.

The District’s financial records are maintained on a modified accrual basis of accounting except for the private
purpose trust and pension trust funds. Accordingly, revenues are recognized when measurable and available,
expenditures when goods or services are received, liabilities are recognized when incurred, and receivables when a
legal right to receive exists.



Management of the District is responsible for establishing and maintaining internal controls designed to ensure the
assets of the District are protected from loss, theft, or misuse and to ensure that reliable and adequate accounting data
are compiled to alow for the preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America. Internal accounting controls are designed to provide reasonable, but not
absolute, assurance that these objectives are met. The concept of reasonable assurance recognizes that: (1) the cost of
a control should not exceed the benefits likely to be derived and (2) the valuation of costs and benefits requires
estimates and judgments by management.

BUDGETARY CONTROL

Annual appropriated budgets are adopted for the general, special revenue, and debt service funds by June 30th each
year. Budgets are adopted for the capital projects fund on a project-length basis. Budgets are considered a
management control and planning tool and, as such, are incorporated into the accounting system of the District.

In accordance with the Wisconsin Department of Public Instruction’s reporting requirements, the Board exercises
control over budgeted amounts at the function level within the general, specia revenue, and debt service funds. The
capital projects fund is controlled at the project level. Additional budgetary control is maintained through the
encumbrance of estimated purchase amounts prior to the release of purchase orders to vendors. Purchase orders that
exceed available budgetary balances are not released until additional funds are transferred to cover the purchase
order. Encumbrances that remain at June 30, 2004, are recorded as reservations of fund balance.

Board policy requires that al annual appropriations lapse at year-end except for the following: excess budgetary
authority for capital projects funds lapses when a specific project is completed; schools are allowed to carry over
appropriations into the following year up to a maximum of 1.5% of the total revised school budget each year up to a
total accumulated carryover of 3%; deficits incurred by schools, departments, and programs automatically reduce
subsequent year's budget appropriations; and, with Board approval, appropriations for special projects or planned
purchases can be carried into the subsequent year.

AUDIT SERVICES

To strengthen internal control, and provide for independent and objective reporting, the Board of School Directors
maintains the audit function. The Office of Board Governance - Audit Services reports directly to the Board of
School Directors. During the course of the year, the Office of Board Governance - Audit Services conducts fiscal
and performance audits on individual funds, departments, divisions, programs, functions, and schools throughout the
District. Reports are issued on an ongoing basis.

CASH MANAGEMENT

As provided by Wisconsin statutes, the City of Milwaukee acts as agent for the Board of School Directors.
Substantially all treasury function activities are managed by the City of Milwaukee. A major portion of the District’s
cash is held and controlled by the Treasurer of the City of Milwaukee. The City retains all investment income and
absorbs all losses. All investments of the District are limited to those investments permitted by state statutes related
to these deposits. Permitted investments are limited to:

e Time deposits

e Bonds or securities issued or guaranteed as to principal and interest by the federal government or its
agencies

*  The State of Wisconsin local government pooled investment fund
*  The State of Wisconsin Fixed Retirement Investment Trust
¢ The State of Wisconsin Variable Retirement Investment Trust



e Bonds or securities of any county, city, drainage district, vocational, technical college, village, town,
district in Wisconsin, local exposition district, local professional baseball park district, or University
of Wisconsin Hospitals and Clinics Authority

*  Repurchase agreements

e Any security that matures or that may be tendered for purchase at the option of the holder within not
more than seven years of the date on which it was acquired, if that security is rated within established
statutory guidelines

*  No-load securities of open-end registered management investment companies or investment trusts

The District’s investment policy for pension trust funds is to minimize credit and market risks while maintaining a
competitive yield on its portfolio. Accordingly, investment portfolios of the pension trust funds are limited to
investments described above.

Trust assets are held by the trustees, M & | Trust Company and Bank One Trust Company, on behalf of the District
but in the street name to facilitate trading. These assets are the assets of the employees who have rights to pension
benefits and assets restricted by donors for scholarships and other specified activities within the schools.

RISK MANAGEMENT

The District is exposed to various types of risk of loss including torts; theft of, damage to, or destruction of assets;
errors or omissions; job-related illnesses or injuries to employees; natural disasters; and environmental occurrences.
Also included are risks of loss associated with providing health, dental, and life insurance benefits to employees and
retirees.

The Digtrict provides health insurance benefits to employees and retirees through a fully insured health maintenance
organization and through a self-insured comprehensive indemnity/PPO plan. The District does not purchase stop-
loss insurance for its self-insured comprehensive indemnity/PPO plan. Life insurance benefits are provided for active
and retired employees through an insured life insurance program. Life insurance costs that exceed certain rates are
funded by the District.

The Digtrict provides dental insurance benefits through a fully insured dental maintenance organization and through
a self-insured indemnity plan. The District does not purchase stop-loss insurance for its self-insured dental indemnity
plan. The District is fully self-insured for workers' compensation benefits and does not purchase stop-loss insurance.

The District purchases commercial property insurance, auto liability insurance, errors and omissions insurance, and
excess liability insurance. The District assumes a $250,000 self-insured retention for any one loss or occurrence
under its self-insured general liability program. The District purchases excess liability insurance for its general
liability that provides per occurrence and aggregate protection. The District is fully self-insured for environmental-
related liabilities and purchases no excess environmental liability insurance.

There were no significant changes in the insurance coverage from coverage provided in the prior year for any of the
above-described risks. Settled claims from insured losses have not exceeded commercial insurance coverage for
each of the past three years.

DEBT ADMINISTRATION

The City of Milwaukee school bonds, notes, and capital lease obligations outstanding at June 30, 2004 totaled
$453,399,121. Of this total, $101,698,130 represents school bonds and notes that will be repaid by the City utilizing
its property tax levy. As the District does not have an obligation to repay these bonds and notes from its own
property tax levy, the debt is not reflected in the District’s long-term obligations. The remaining balance of
$351,700,991 represents capital lease obligations and promissory notes, the debt service of which is being
reimbursed by the District to the City from the District’s property tax levy. Since the District does have an obligation
to repay this debt under intergovernmental cooperation agreements with the City, this debt is reflected in the
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District’s long-term obligations. In addition, the City of Milwaukee issues short-term revenue anticipation notes on
behalf of the District.

INDEPENDENT AUDIT

The financia records of the Milwaukee Board of School Directors have been audited by KPMG LLP, independent
auditors. The auditors’ opinion is unqualified. Such an opinion states the basic financial statements present fairly, in
all material respects, the respective financial position of the governmental activities, each mgor fund, and the
aggregate remaining fund information of the District as of June 30, 2004, and the respective changes in financial
position for the year then ended, in conformity with accounting principles generally accepted in the United States of
America. The auditors' report on the basic financial statements and schedules is included in the financial section of
this report.

In addition to a financial audit, KPMG LLP performed an audit designed to meet the requirements of the Single
Audit Act of 1996, and related OMB Circular A-133 and state single audit requirements. Information related to
federal and state single audits are disclosed in separate reports.

REPORTING ACHIEVEMENTS

The Government Finance Officers Association of the United States and Canada (GFOA) awarded a Certificate of
Achievement for Excellence in Financial Reporting to Milwaukee Public Schools for its Comprehensive Annual
Financial Report for the fiscal year ended June 30, 2003. We believe that our current report conforms to the
Certificate program requirements. Accordingly, we are submitting it to GFOA to determine its digibility for
certification.
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Respectfully submitted,

WILLIAM G. ANDREKOPOULOS MICHELLE J. NATE, CPA
SUPERINTENDENT OF SCHOOLS CHIEF FINANCIAL AND OPERATIONS OFFICER
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The Government Finance Officers Association of the United States and Canada (GFOA) awarded a
Certificate of Achievement for Excellence in Financial Reporting to the Milwaukee Public Schools for
the Comprehensive Annual Financial Report for the fiscal year ended June 30, 2003.

In order to be awarded a Certificate of Achievement, a governmental unit must publish an easily readable
and efficiently organized comprehensive annual financial report. This report must satisfy both generally
accepted accounting principles and applicable legal requirements.

A Certificate of Achievement is valid for a period of one year only. We believe that our current
comprehensive annual financia report continues to meet the Certificate of Achievement Program’s
requirements and we are submitting it to the GFOA to determine its eligibility for another certificate.
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M KPMG LLP

777 East Wisconsin Avenue
Milwaukee, W1 53202

Independent Auditors’ Report

The Board of Directors
Milwaukee Public Schools:

We have audited the accompanying financial statements of the governmental activities, each major fund,
and the aggregate remaining fund information of the Milwaukee Public Schools (the District) as of and for
the year ended June 30, 2004, which collectively comprise the District’s basic financial statements as listed
in the table of contents. These financial statements are the responsibility of the District’s management. Our
responsibility is to express opinions on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States. Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities, each major fund, and the aggregate remaining
fund information of the District as of June 30, 2004, and the respective changes in financial position, where
applicable, thereof for the year then ended, in conformity with accounting principles generally accepted in
the United States of America.

The management’s discussion and analysis; budgetary comparison information; and schedules of funding
progress on pages 3 through 12, page 51, and page 52, respectively, are not a required part of the basic
financial statements, but are supplementary information required by accounting principles generally
accepted in the United States of America. We have applied certain limited procedures, which consisted
principally of inquiries of management regarding the methods of measurement and presentation of the
required supplementary information. However, we did not audit the information and express no opinion on
it.

In accordance with Government Auditing Standards, we have also issued a report dated December 22, 2004
on our consideration of the District’s internal control over financial reporting and on our tests of its
compliance with certain provisions of laws, regulations, contracts, and grant agreements and other matters.
The purpose of that report is to describe the scope of our testing of internal control over financial reporting
and compliance and the results of that testing, and not to provide an opinion on the internal control over
financial reporting or on compliance. That report is an integral part of an audit performed in accordance
with Government Auditing Standards and should be considered in assessing the results of our audit.

KPMG LLP, a U.S. limited liability partnership, is the U.S.
member firm of KPMG International, a Swiss cooperative.



Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the District’s basic financial statements. The introductory section, combining and
individual nonmajor fund financial statements and schedules, and statistical section are presented for
purposes of additional analysis and are not a required part of the basic financial statements. The
combining and individual nonmajor fund financial statements and schedules have been subjected to the
auditing procedures applied in the audit of the basic financial statements and, in our opinion, are fairly
stated, in all material respects, in relation to the basic financial statements taken as a whole. The
introductory and statistical sections have not been subjected to the auditing procedures applied in the
audit of the basic financial statements and, accordingly, we express no opinion on them.

KPMe P

Milwaukee, Wisconsin
December 22, 2004



MILWAUKEE PUBLIC SCHOOLS
Management’ s Discussion and Analysis
June 30, 2004
(Unaudited)

INTRODUCTION

This discussion and analysis of Milwaukee Public School’s (MPS or the District) financial performance
provides an overview of the District’s financial activities for the fiscal year ended June 30, 2004. The
intent of this management discussion and analysisis to look at MPS financia performance as a whole. It
should be read in conjunction with the MPS financia statements.

FINANCIAL HIGHLIGHTS

The Digtrict’s government-wide financial statements reflect the following:

Total net assets of MPS increased from $323 million at June 30, 2003 to $353 million at
June 30, 2004, an increase of $30 million, or 9.4%.

Total revenues increased by $24 million from $1.07 billion for the year ended June 30, 2003
to $1.09 billion for the year ended June 30, 2004, an increase of 2.3%.

Total expenses decreased $42 million from $1.11 hillion for the year ended June 30, 2003 to
$1.06 billion for the year ended June 30, 2004, a decrease of 3.8%.

MPS increased long-term debt by $111.9 million during fiscal year 2004 to a June 30, 2004
balance of $351.7 million. The increases were largely due to issuance of Neighborhood
School Initiative bonds ($80.1 million) and MEC/Grand Avenue lease ($34.5 million). The
District aso issued bonds to refinance pension-related debt previously payable to the
Wisconsin Retirement System. Refinancing was done to take advantage of favorable interest
rates in the current market.

The Digtrict’s governmental fund financial statements reflect the following:

Total fund balances of the District’s governmental funds increased in the 2004 fiscal year by
$50.5 million. This increase is primarily due to a timing difference for the Neighborhood
School Initiative (NSI) projects, wherein bond proceeds were received in FY04 while the
spending on the projects will occur in future years.

Total fund balances for the governmental funds were $160.2 million at June 30, 2004. Of this
amount, $109.9 million was reserved for encumbrances, $2.5 million was reserved for
inventories, $19.0 million was reserved for self-insurance and prepaid expenditures, and
$28.8 million remains unreserved.

3 (Continued)



MILWAUKEE PUBLIC SCHOOLS
Management’ s Discussion and Analysis
June 30, 2004
(Unaudited)

OVERVIEW OF THE FINANCIAL STATEMENTS

Below is an outline of the remaining sections of this annual report in the order in which they are
presented. Following the outline is a brief description of each section.

1. Management’s Discussion and Analysis (this section)
2. Basic Financial Statements

. Government-wide Financial Statements
. Statement of Net Assets
. Statement of Activities
. Fund Financial Statements
. Governmental Funds
. Fiduciary Funds
. Notesto Financia Statements

3. Required Supplementary Information (RSI)

. Budget-to-Actual Comparison
. Employee Pension Plan Liabilities, Current and Past Service

The Management’s Discussion and Analysis section discusses the financia performance of MPS during
the year ending June 30, 2004. It includes an overview of the financial statements of the District and a
report on the budgetary highlights.

The Basic Financial Statements section includes both Gover nment-wide and Fund Financial Statements.
Government-wide financial statements report information about MPS as a whole, using accounting
methods similar to those used by private sector companies. Two government-wide statements are
presented. The statement of net assets includes all of the District's assets and liabilities of the
governmental funds. The District does not have any proprietary funds and the fiduciary funds are not
included in the statement of net assets. The statement of activities includes al revenues and expenses of
the District, irrespective of when cash is actually received or paid out. The intent of these government-
wide statements is to present a snapshot of the District’s net assets, and to provide an explanation of
material changes that occurred since the prior year. Net assets—the difference between assets and
liabilities—is one way to measure the District’ s financial strength.

The fund financial statements provide detailed information about the District’s significant funds, rather
than MPS as awhole. A fund is an accounting entity with a self-balancing set of accounts for recording
assets, liabilities, revenues, and expenditures. Funds are created to carry on specific activities or attain
certain objectives in accordance with special regulations or limitations. There are three types of funds:
governmental, proprietary, and fiduciary. MPS does not have any proprietary funds. Table 1 summarizes
various features of each of these funds.

4 (Continued)



MILWAUKEE PUBLIC SCHOOLS
Management’ s Discussion and Analysis
June 30, 2004
(Unaudited)

Table 1
Major Features of MPS' Government-wide and Fund Financial Statements

Government-Wide Fund Statements
Statements Governmental Funds Fiduciary Funds
Scope Entire MPS entity (not Activities that are not proprietary Activities where MPS acts
including fiduciary funds) or fiduciary; e.g. school operations, as trustee or agent for
capital projects, and debt service another; e.g. employee

retirement plans

Required financial - Statement of net assets - Balance sheet - Statement of fiduciary
statements - Statement of activities - Statement of revenues, net assets
expenditures, and changes in - Statement of changes in
fund balance fiduciary net assets
Accounting basis and Accrual accounting and Modified accrual accounting and Accrual accounting and
measurement focus economic resource focus current financial resource focus economic resource focus
Type of asset/liability All assets and liabilities, Only assets consumed and liabilities All assets and liabilities,
information both financial and capital, due in the current year, or soon both financial and capital,
short-term and long-term after; no capital assets short-term and long-term
Type of inflow/outflow All revenues and expenses Revenues when cash is received All revenues and expenses
information occurring during the year, by year-end, or soon after; occurring during the year,
regardless when cash is expenditures when goods and services regardless of when cash is
received or paid have been received and payment is due received or paid

by year-end, or soon after

Governmental Funds—Most of the Digtrict’s basic services are included in governmenta funds, which
focus on (1) cash and other financial assets that can readily be converted to cash flow and (2) the balances
remaining at year-end that are available for spending. Consequently, the governmental funds statements
provide a detailed short-term view that helps the reader determine whether there are more or less financial
resources to finance MPS programs. Because this information does not encompass the additional 1ong-
term focus of the government-wide statements, additiona information is provided that explains the
relationship between them.

Fiduciary Funds—MPS is the trustee, or fiduciary, for its employees’ pension plans. The District is also
responsible for other assets that—because of a trust arrangement—can be used only for the trust
beneficiaries. MPS is responsible for ensuring that the assets reported in these funds are used for their
intended purposes. All of the District’s fiduciary activities are reported in a separate statement of
fiduciary net assets and a statement of changes in fiduciary net assets. These activities are excluded from
the government-wide statements because M PS cannot use these assets to finance its operations.

Required supplementary information (RSI) includes a budget-to-actual comparison that provides readers
with information about the accuracy with which management was able to project the District’s revenue

5 (Continued)



MILWAUKEE PUBLIC SCHOOLS
Management’ s Discussion and Analysis
June 30, 2004
(Unaudited)

and expenditure categories. In addition, RSI includes information concerning MPS' employee pension
plan costs. Two pension-related schedules are included. One schedule shows the District’s progress
toward funding its past service liability. The other is a schedule of employer contributions that focuses on
payment of current pension fund costs.

GOVERNMENT-WIDE FINANCIAL STATEMENTS

Thisis the third year MPS is providing government-wide financial statements using the full accrua basis
of accounting.

Statement of Net Assets

MPS ended its fiscal year with net assets of $353 million, of which $457 million was invested in capita
assets (net of related debt), $10 million was restricted, and ($114) million was an unrestricted deficit. The
primary cause of the unrestricted deficit is the pension liability of approximately $169 million, previousy
owed to the Wisconsin Retirement System. In November 2003, the MPS Board of School Directors took
action to refinance this liability. The full funding allowed by the bond issue will ensure that al future
employee pension benefits already granted through collective bargaining will be provided.

Table?2
MILWAUKEE PUBLIC SCHOOLS
Condensed Statement of Net Assets

(in thousands)

Gover nment-wide activities

2004 2003 Difference
Capital assets, net $ 566,157 474,068 92,089
Noncapital assets 265,619 209,091 56,528
Total assets 831,776 683,159 148,617
Current liabilities 107,011 102,403 4,608
Noncurrent liabilities 371,898 258,226 113,672
Total liabilities 478,909 360,629 118,280
Net assets.

Invested in capital assets, net of
related debt 456,937 434,581 22,356
Restricted 9,519 3,090 6,429
Unrestricted (deficit) (113,588) (115,141) 1,553
Total net assets $ 352,868 322,530 30,338

6 (Continued)



MILWAUKEE PUBLIC SCHOOLS
Management’ s Discussion and Analysis
June 30, 2004
(Unaudited)

The total net assets increased by $30 million over the prior year. The reason for the changeis:

Tota assets increased due to new building construction and other improvement projects.

Tota liabilities increased primarily in the area of long-term debt. Bonds were issued for the
Neighborhood School Initiative and to lessen the Digtrict’s annual financing costs for the two
leased sites: Milwaukee Education Center and Grand Avenue Middle School. Also, the
District has revised its' method of recording a liability for potential payments of accrued sick
leave to eligible retirees. The new method resulted in an increase of $6.3 million in long-term
obligations.

7 (Continued)
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Management’ s Discussion and Analysis
June 30, 2004
(Unaudited)

Statement of Activities

On a government-wide basis, the District ended the fiscal year with an increase in net assets of $30
million.

Table3
MILWAUKEE PUBLIC SCHOOLS
Schedule of Revenues and Expenses
(in thousands)

Gover nment-wide activities

2004 2003 Difference
Program revenues:
Chargesfor services $ 10,719 8,837 1,882
Operating grants and contributions 183,944 183,306 638
Capita grants and contributions 17,706 16,421 1,285
Total program revenues 212,369 208,564 3,805
General revenues:
Property taxes 183,198 181,102 2,096
Federal and state aid 698,644 678,954 19,690
Gain on sale of property — 1,263 (1,263)
Interest and investment earnings 762 662 100
Miscellaneous 89 — 89
Total genera revenues 882,693 861,981 20,712
Tota revenues 1,095,062 1,070,545 24,517
Expenses:
Instruction 644,448 623,386 21,062
Community services 18,155 21,757 (3,602
Pupil and staff services 105,549 128,558 (23,009)
General admission 116,816 110,764 6,052
Business services 140,825 179,310 (38,485)
School nutrition 31,249 29,348 1,901
Interest on long-term debt 6,250 3,920 2,330
Insurance — 8,734 (8,734)
Other 1,433 1,190 243
Total expenses 1,064,725 1,106,967 (42,242)
Increase (decrease)
in net assets $ 30,337 (36,422) 66,759

8 (Continued)



MILWAUKEE PUBLIC SCHOOLS
Management’ s Discussion and Analysis
June 30, 2004
(Unaudited)

. Total revenues increased primarily due to an equalization aid increase of $19 million.
Equalization and other state aids are based on the level of district expenditures in selected
operational areas for the prior year. The primary reason for increased revenue in FY 2004
was the increase in expenses from FY 2002 to FY 2003.

. Tota expenses decreased primarily due to a greater percentage of the District’ s expenditures
were for capital assets in fisca year 2004 and a decrease in expenses for compensated
absences that resulted from changes in estimates in 2003 and 2004.

Capital Assets

At June 30, 2004, MPS had $893 million invested in capital assets including land, buildings, leasehold
improvements, furniture and equipment, and software. This amount represents a net increase of $109
million from the previous year. The increase came primarily in the area of construction and a capital lease
of $36 million for MEC/Grand Avenue schools. Completed projects moved from *“construction-in-
progress’ to “buildings,” and new projects were recorded, primarily in the Neighborhood School
Initiative. Detailed information can be reviewed in note 5 to the District’ sfinancia statements (page 31).

Table4d
MILWAUKEE PUBLIC SCHOOLS
Changein Cepital Assets

(in thousands)

Beginning Ending
balance I ncreases Decr eases balance
Governmentd activities,
Capital assts:

Land $ 29,108 312 — 29,420
Congtruction in progress 97,749 64,662 104,980 57,431
Buildings 605,990 140,725 — 746,715
Leasehold improvements — 5,929 — 5,929
Furniture and equi pment 29,416 789 762 29,443
Software 21,424 2571 — 23,995
Totd capital assts 783,687 214,988 105,742 892,933
Accumulated depreciation (309,619) (17,821) (665) (326,775)
Totas $ 474,068 197,167 105,077 566,158

9 (Continued)



MILWAUKEE PUBLIC SCHOOLS
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(Unaudited)

L ong-term Debt

At June 30, 2004, long-term debt was $352 million. This amount represents a net increase of $112 million
over the previous year. The increase is primarily the result of debt issued for the Neighborhood School
Initiative and the capital lease for the MEC/Grand Avenue schools.

Table5

MILWAUKEE PUBLIC SCHOOLS
Changein Long-term Debt and Capita Lease Obligations

(in thousands)
July 1, June 30,
2003 | ssuances Retirements 2004
Governmentd activities:

Refinancing for state trust
fund loans $ 3,795 — 1811 1,984
Americans with Disabilities —
Act loans 7,859 1,267 47 8,379
TEACH loan 5,496 — 720 4,776
Neighborhood School —
Initiative bonds 33,300 80,097 100 113,297
Qudified Zone Academy bonds 12,470 2,650 1,713 13,407
Financia and Student —
Tracking note 7,732 — 1,338 6,394
Pension refinancing debt — 168,051 (861) 168,912
WRS pension-related debt 167,607 — 167,607 —
MEC/Grand Ave capital lease — 34,475 1,400 33,075
Other intergovernmenta debt 1,482 1,252 1,257 1477
Total debt $ 239,741 287,792 175,832 351,701

The trust fund loans and the Americans with Disabilities Act (ADA) loans were issued for the purpose of
bringing al Milwaukee Public Schools into compliance with ADA regulations. This type of borrowing
has occurred annually over the last decade and is expected to continue for the foreseeable future.

The TEACH wiring loan program is sponsored by the state of Wisconsin and provides loans to schools
and libraries for the purpose of instaling the telecommunications wiring infrastructure necessary to
provide local area networking and internet connections. This program offers a significant benefit to MPS
in that one-half the amount borrowed is immediately forgiven by the state. MPS has entered into two
TEACH loan agreements with the state. The first TEACH agreement authorized MPS to borrow up to
$15,000,000. The District borrowed $9,212,237, leaving $5,787,763 to lapse. The current TEACH

10 (Continued)
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(Unaudited)

agreement authorizes MPS to borrow up to $14,360,800. At June 30, 2004, the District had used $3.8
million of thisauthority. The loan agreement expires on July 1, 2005.

The Neighborhood Schools Initiative debt is part of the state of Wisconsin-sponsored program intended to
increase the capacity and improve the quality of Milwaukee's neighborhood schools. The outstanding
debt isin the form of revenue bonds issued by the Redevel opment Authority of the City of Milwaukee on
behalf of MPS, and is secured through bond insurance and a moral obligation pledge by the state of
Wisconsin. The first tranch was issued in February 2002 in the amount of $33.3 million. On November 5,
2003, the second and final tranch of revenue bonds was sold in the amount of $78,740,000.

The Qualified Zone Academy Bond (QZAB) debt is in the form of a lease-purchase agreement
collateralized by the furniture and equipment purchased with the proceeds. The QZAB program is
sponsored by the Internal Revenue Service (IRS) and provides interest-free capital for the purpose of
promoting academic programs in partnership with the business community. MPS used $2.7 million of
QZAB funding authority in August 2003 to support the purchase of eguipment and make building
improvements at four schools. Interest on the debt is paid by the IRS viatax credits to the lender.

The financial and student-tracking debt is being used to fund the purchase and implementation of two
software applications acquired in FY 03, a financial management system, and a student tracking system
for special education.

In December 2003, the city of Milwaukee, in connection with an intergovernmental cooperation
agreement, issued $168,051,136 in pension bonds on behalf of the District to refund pension-related debt
for the Wisconsin Retirement System totaling $165,505,293.

Detailed information can be reviewed in note 7 to the District’ s financial statements (pages 32-34).

FUND FINANCIAL STATEMENTS

Milwaukee Public Schools has two major funds reported on the governmental fund statements. The major
funds are the general fund and the construction fund.

. The generd fund balance had a net decrease of $3.4 million during the period ended June 30,
2004. The District made a concerted effort to use available revenues, while maintaining a
stable fund balance.

. The construction fund balance increased by $56 million, primarily due to a timing difference
for the Neighborhood Schoal Initiative (NSI) projects, wherein bond proceeds were received
in FY 04, while the spending on the projects will occur in future years. Specifically, bonds for
NSI projects totaling $78.7 million were issued in November 2003, while spending on NSI
projectsin FY 04 total ed approximately $24.7 million.

11 (Continued)
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Notesto Basic Financial Statements

The notes to basic financial statements supplement the basic financial statements by providing detailed
descriptions of the Didtrict’s significant accounting policies and presenting data that identifies changes
that occurred throughout the year.

BUDGETARY HIGHLIGHTS

Annual budgets are prepared on a basis consistent with accounting principals generally accepted in the
United States of America for the general, construction, and other nonmajor governmental funds. Annua
unencumbered appropriations lapse at fiscal year-end.

In May 2003, the MPS Board of School Directors (the Board) adopted the District’s fiscal year 2004
budget (July 1, 2003 — June 30 2004). The adopted budget by necessity used a projection of the 2004
student enrollment. In October 2003, the Board amended the budget to take into account the actual
student enrollment as measured on the third Friday in September 2003, as required by Wisconsin State
Statute. The October amendment process is important to MPS in that its two principal revenue sources,
state equalization aid and property taxes, are predicated on actual MPS enrollment.

The October amendment process also incorporates all other changes in revenue and expenditure
projections that result from having more current information. The adopted budget, as amended, becomes
the District’ s final budget.

In October 2003, the Board approved a revised 2004 fisca year baanced budget in the amount of
$1,009,813,484. Including prior year encumbrances and carryover authority, the expenditure budget
increased to $1,052,842,220.

Revenues and expenditures both came within 1% of the adopted budget, recognizing the pension debt
refinancing as an off-budget transaction approved in November 2003.

Next Year’s Budget

In October 2004, the MPS Board approved a revised 2005 genera fund budget of $1,036,323,616. This
represents an increase of $27 million over the revised 2004 general fund budget. The 2005 budget
includes an increase in local property tax revenue of $24 million. Encumbrances and carryovers are not
included in this amount.

REQUESTS FOR INFORMATION

This financial report is designed to provide citizens, taxpayers, parents, students, investors, and creditors
with a general overview of MPS' finances and to demonstrate the District’ s accountability for the funds it
receives. If you have questions about this report or need additional financial information, you can contact:

Milwaukee Public Schools
Department of Finance
5225 West Vliet Street
Milwaukee, WI 53208
Or visit our website at: www.milwaukee.k12.wi.us
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MILWAUKEE PUBLIC SCHOOLS
Statement of Net Assets
June 30, 2004

Assets
Current assets:
Cash and cash equivaents (note 2)
Accounts receivable, net (note 3)
Due from other governments (note 3)
Inventory (note 1(f))
Prepaid expenses

Total current assets

Noncurrent assets:
Restricted cash and cash equivalents (note 2)
Deposits for self-insurance (note 1(k))
Deferred charges—bond issuance costs (note 1(1))
Capital assets not being depreciated (note 5)
Capital assets being depreciated, net (note 5)

Total noncurrent assets
Total assets
Liabilities
Current liabilities:
Accounts payable and other current liabilities
Accrued interest payable on long-term liabilities

Deferred revenue (note 1(i))
Current portion of long-term obligations (note 7)

Total current liabilities

Noncurrent liabilities:
Noncurrent portion of long-term obligations (note 7)

Total liabilities
Net Assets
Invested in capital assets, net of related debt
Restricted for debt service
Unrestricted
Total net assets

See accompanying notes to basic financial statements.
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Governmental

activities

101,131,287
2,185,424
57,710,220
2,523,077

15,492,113
179,042,121

79,968,054
3,489,458
3,119,419

86,851,098

479,306,061
652,734,090
831,776,211

90,079,307
1,861,019
604,380

14,466,443

107,011,149

371,897,544
478,908,693

456,936,816
9,518,692

(113,587,990)
352,867,518



MILWAUKEE PUBLIC SCHOOLS
Statement of Activities
Y ear ended June 30, 2004

Program revenues

Net (expenses)

Operating Capital revenues and
Chargesfor grantsand grantsand changesin
Functions/programs Expenses services contributions contributions net assets
Governmental activities:
Instruction $ 644,447,634 2,309,821 106,964,376 11,334,558 (523,838,879)
Support services:
Community services 18,154,857 3,246,347 7,629,273 — (7,279,237)
Pupil and staff services 105,549,340 — 2,864,019 — (102,685,321)
General, administration, and
central services 116,816,130 — — 5,732,070 (111,084,060)
Business services 140,825,201 111,642 41,609,807 639,448 (98,464,304)
School nutrition services 31,249,035 4,754,985 24,876,913 — (1,617,137)
Interest on long-term debt 6,250,445 296,612 — — (5,953,833)
Other 1,432,919 — — — (1,432,919)
Tota support services 420,277,927 8,409,586 76,980,012 6,371,518 (328,516,811)
Total school district  $  1,064,725,561 10,719,407 183,944,388 17,706,076 (852,355,690)
General revenues:
Taxes:
Property taxes levied for general purposes 168,470,699
Property taxes levied for debt service 6,723,273
Property taxes levied for community services 8,004,465
Federal and state aid not restricted to a specific purpose:
General (equdization aid) 575,069,738
Other 123,574,539
Interest and investment earnings 761,505
Miscellaneous 88,755
Total genera revenues 882,692,974
Changein net assets 30,337,284
Net assets—beginning 322,530,234
Net assets—ending

See accompanying notes to basic financial statements.
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MILWAUKEE PUBLIC SCHOOLS

Assets

Deposits with the City of Milwaukee
and other cash (note 2)

Receivables, net:
Accounts (note 3)
Due from other governmental units (note 3)
Due from other funds (note 4)

Total receivables

Restricted cash and cash equivalents (note 2)
Inventories (note 1(f))

Prepaid expenditures

Deposits for self-insurance (note 1(k))

Total assets
Liabilitiesand Fund Balances
Liabilities:
Accounts payable
Contracts payable
Accrued salaries and wages
Deferred revenue (note 1(i))
Accrued claims for self-insurance (note 9)
Accrued pension payable (note 10)
Other accrued expenditures
Due to other funds (note 4)

Total liabilities

Fund balances:
Reserved for:
Encumbrances
Inventories
Self-insurance deposits and
prepaid expenditures
Unreserved:
Designated by board for
subsequent year’ s expenditures (note 8)
Undesignated, reported in:
Capital projects fund
Specia revenues funds

Total fund balances
Total liabilities and fund balances

See accompanying notes to basic financial statements.

Balance Sheet
Governmental Funds
June 30, 2004
Nonmajor Total

governmental governmental

General Construction funds funds
$ 76,984,862 24,146,425 — 101,131,287
2,185,424 — — 2,185,424
44,962,295 — 12,747,925 57,710,220
8,297,396 75,122,547 15,835,305 99,255,248
55,445,115 75,122,547 28,583,230 159,150,892
72,423,214 7,544,840 — 79,968,054
1,930,963 — 592,114 2,523,077
15,492,113 — — 15,492,113
3,489,458 — — 3,489,458
$ 225,765,725 106,813,812 29,175,344 361,754,881
$ 8,924,939 1,179,060 530,941 10,634,940
314,411 2,165,093 — 2,479,504
37,328,128 — — 37,328,128
12,247,768 — — 12,247,768
34,174,609 — — 34,174,609
5,083,793 — — 5,083,793
378,333 — — 378,333
45,505,498 25,376,915 28,372,835 99,255,248
143,957,479 28,721,068 28,903,776 201,582,323
20,094,349 89,865,291 — 109,959,640
1,930,963 — 592,114 2,523,077
18,981,571 — — 18,981,571
40,801,363 — — 40,801,363
— (11,772,547) — (11,772,547)
— — (320,546) (320,546)
81,808,246 78,092,744 271,568 160,172,558
$ 225,765,725 106,813,812 29,175,344 361,754,881
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MILWAUKEE PUBLIC SCHOOLS

Reconciliation of the Governmental Funds Balance Sheet
to the Statement of Net Assets

June 30, 2004
Total fund balances—governmental funds $ 160,172,558
Amounts reported for governmental activitiesin the statement of net assets are different
because:
Bond costs of issuance are capitalized at the government-wide level and amortized 3,119,419

over thelife of the related bonds
Capital assets used in the governmental activities are not financial
resources and, therefore, are not reported as assets in the governmental

funds:
Cost of capital assets $ 892,932,449
Accumulated depreciation (326,775,290)
Net capital assets 566,157,159

Grant receivables that are not collected within 90 days after year end are not
considered to be available to pay for the current period’ s expenditures and,
therefore, are deferred in the funds 11,643,388

Long-term liabilities (including bonds payable) are not due and payable
in the current period and, therefore, are not reported as liahilitiesin the
funds. Long-term liabilities at year-end consist of:

Bonds and notes payable (436,251,887)
Bonds premium (1,257,237)
Discount on capital appreciation bonds 118,883,133
Capital leases payable (33,075,000)
Accrued bond interest payable (1,861,019)
Compensated absences payable (vacation and sick leave) (27,102,884)
Workers' compensation claims payable (3,666,732)
Self-insurance claims payable (1,329,578)
Lifeinsurance benefits and other long-term liabilities (2,563,802)
Total long-term debt liabilities (388,225,006)
Total net assets—government activities $ 352,867,518

See accompanying notes to basic financial statements.
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MILWAUKEE PUBLIC SCHOOLS

Statement of Revenues, Expenditures, and Changesin Fund
Balances—Governmental Funds

Y ear ended June 30, 2004

Nonmajor Total
governmental governmental
General Construction funds funds
Revenues:
Property tax levy $ 164,834,180 11,640,984 6,723,273 183,198,437
Lunchroom sales — — 4,754,985 4,754,985
Other local sources 9,106,065 115,034 — 9,221,099
State aid:
Equalization aid 575,069,738 — — 575,069,738
Specia classes 40,437,993 — — 40,437,993
Integration 39,437,167 — — 39,437,167
Other state aid 50,393,039 — 1,824,091 52,217,130
Federal aid:
Education Consolidation Improvement Act 59,694,854 — — 59,694,854
School nutrition services — — 24,215,335 24,215,335
Erate refunds — 639,448 — 639,448
Intergovernmental aid from the City of Milwaukee — 11,334,558 — 11,334,558
Other federal aid 63,564,038 — 27,365,384 90,929,422
Interest and investment earnings 761,505 296,612 — 1,058,117
Total revenues 1,003,298,579 24,026,636 64,883,068 1,092,208,283
Expenditures:
Instructional services:
Undifferentiated curriculum 426,491,163 — — 426,491,163
Regular and other curriculum 103,609,583 — — 103,609,583
Specia curriculum 97,023,789 — 4,433,131 101,456,920
Total instructional services 627,124,535 — 4,433,131 631,557,666
Community services 18,191,494 — — 18,191,494
Pupil and staff services 82,254,854 — 24,093,048 106,347,902
Genera and school building administration 116,968,619 — — 116,968,619
Business services 156,312,056 82,496,380 — 238,808,436
School nutrition services — — 31,097,577 31,097,577
Debt service:
Principal 4,003,652 — 6,588,986 10,592,638
Interest 907,094 2,197,020 1,108,411 4,212,525
Bond issuance cost 2,082,726 1,200,215 — 3,282,941
Other 1,383,820 — — 1,383,820
Total expenditures 1,009,228,850 85,893,615 67,321,153 1,162,443,618
Excess of revenues over (under)
expenditures (5,930,271) (61,866,979) (2,438,085) (70,235,335)
Other financing sources (uses) (note 7):
Proceeds from City of Milwaukee general
obligation notes and bonds — 1,005,000 — 1,005,000
Proceeds from pension bonds 168,051,136 — — 168,051,136
Payment for refunded pension debt (165,505,293) — — (165,505,293)
Proceeds from qualified zone academy bonds — 2,650,000 — 2,650,000
Proceeds from NSI intergovernmental revenue bonds — 78,740,000 — 78,740,000
Premium on NSI intergovernmental revenue bonds — 1,357,121 — 1,357,121
Proceeds from capital leases — 34,475,000 — 34,475,000
Refunding intergovernmental debt issued — — 790,000 790,000
Payment for refunded intergovernmental debt — — (790,000) (790,000)
Total other financing sources (uses), net 2,545,843 118,227,121 — 120,772,964
Net change in fund balances (3,384,428) 56,360,142 (2,438,085) 50,537,629
Fund balances:
Beginning of year 85,192,674 21,732,602 2,709,653 109,634,929
End of year $ 81,808,246 78,092,744 271,568 160,172,558

See accompanying notes to basic financial statements.
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MILWAUKEE PUBLIC SCHOOLS

Reconciliation of the Governmental Funds Statement of Revenues,
Expenditures, and Changes in Fund Balances to the Statement of Activities

Y ear ended June 30, 2004

Net change in fund balances—total governmental funds

Amounts reported for governmental activities in the statement of activities are different
because:

Costs of issuance associated with refunding bonds are capitalized and amortized
over the life of the bonds in the statement of net assets

Capital outlays are reported in governmental funds as expenditures.
However, in the statement of activities, the cost of those assetsis
allocated over their estimated useful lives as depreciation expense:
Capital outlay reported in governmental fund statements $ 110,008,022

$

Depreciation expense reported in the statement of activities (17,821,380)

Amount by which capital outlays are greater than depreciation
in the current period

The net effect of miscellaneous transactions involving capital assets
(i.e, sales, trade-ins, and disposals) is to decrease net assets

Because some grants will not be collected for several months after the
District’s fiscal year-end, they are not considered “available” revenues
and are deferred in the governmental funds

Bond, note, and capital |ease proceeds are reported as financing sources in governmental funds and thus
contribute to the change in fund balance. In the statement of net assets, however,
issuing debt increases long-term liabilities and does not affect the statement of
activities. Similarly, repayment of principal is an expenditure in the governmental
funds, but reduces the liability in the statement of net assets.

Debt issued:
Bonds and notes (251,697,661)
Premium on bonds and notes (1,357,121)
Capital leases (34,475,000)
Repayments:
Bonds and notes 10,330,173
Payment for refunded pension debt 165,505,293
Payment for refunded intergovernmental debt 790,000
Net adjustment

Under the modified accrua basis of accounting used in the governmental funds,
expenditures are not recognized for transactions that are not normally paid
with expendable available financial resources. In the statement of activities,
however, which is presented on the accrual basis, expenses and liabilities
are reported regardless of when financial resources are available. In addition,
interest on long-term debt is not recognized under the modified accrual
basis of accounting until due, rather than asit accrues.

Net increase in accrued interest payable (818,551)
Accretion of interest on capital appreciation bonds (1,155,731)
Amortization of bond premium 99,884
Amortization of bond issuance costs (163,522)
Net increase in compensated absences payable (vacation and sick pay) (6,332,266)
Net decrease in workers' compensation claims payable 1,364,421
Net decrease in general insurance claims payable 15,967
Net increase in life insurance benefits payable (532,936)

Change in net assets of governmental activities

See accompanying notes to basic financia statements.

18

$

50,537,629

3,282,941

92,186,642

(97,440)

2,854,562

(110,904,316)

(7,522,734)
30,337,284



MILWAUKEE PUBLIC SCHOOLS
Statement of Fiduciary Net Assets

June 30, 2004
Private
Pension purpose
Assets trusts trust Agency
Deposits with City of Milwaukee and
other cash (note 2) $ — 489,104 4,854,062
Investments (note 2) 104,086,291 1,286,902 —
Receivables 196,135 — —
Tota assets 104,282,426 1,776,006 4,854,062
Liabilities
Accounts payable 1,154,142 — —
Due to student organizations — — 4,854,062
Tota liabilities 1,154,142 — 4,854,062
Net Assets
Held in trust for:
Supplemental pension benefits 103,128,284 — —
Endowments — 1,776,006 —
Total net assets $ 103,128,284 1,776,006 —

See accompanying notes to the basic financia statements.
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MILWAUKEE PUBLIC SCHOOLS
Statement of Changesin Fiduciary Net Assets

Y ear ended June 30, 2004

Additions:
Employer contributions
Participants contributions
Private donations
Interest income
Investment income, net of expenses

Total additions

Deductions:
Benefits paid to participants or beneficiaries
Distribution of participant contribution accounts
Administrative expenses
Scholarships and awards

Total deductions
Changesin net assets
Net assets—beginning of year
Net assets—end of year

See accompanying notes to the basic financia statements.
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Private
Pension purpose
trusts trust

$ 16,174,750 —
4,604 —
— 310,721
— 226
12,784,756 —
28,964,110 310,947
12,851,696 —
416,592 —
183,552 —
— 284,224
13,451,840 284,224
15,512,270 26,723
87,616,014 1,749,283
$ 103,128,284 1,776,006
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MILWAUKEE PUBLIC SCHOOLS
Notesto Basic Financial Statements
June 30, 2004

Summary of Significant Accounting Policies

The financial statements of the Milwaukee Public Schools (the District) have been prepared in
conformity with accounting principles generally accepted in the United States of America as
applied to government units. The Governmental Accounting Standards Board (GASB) is the
accepted standard-setting body for establishing governmental accounting and financia reporting
principles. The significant accounting principles and policies used by the District are described
below.

(@

(b)

Reporting Entity

The District was established on February 3, 1846, and operates under Chapter 119 of the
Wisconsin State Statutes. The District is the largest school district in Wisconsin. The District,
governed by a nine-member elected school board, provides elementary, secondary,
vocational, and specia education services through grade 12 to residents of the city of
Milwaukee, Wisconsin (the City).

The Digtrict receives funding from local, state, and federal government sources and must
comply with the concomitant requirements of these funding source entities.

The reporting entity for the District is based upon criteria set forth by GASB Statement No.
14, The Financial Reporting Entity. Under this pronouncement, the financial reporting entity
consists of (a) the primary government, which is controlled by a separately elected governing
body that is legally separate and is fiscally independent, and (b) organizations for which the
primary government is financially accountable. All of the accounts of the District comprise
the primary government.

The financial statements of the Didtrict are excluded from the City’s financia statements
because the District operates with a separate governing board that is not under the control of
the City. The City, however, performs the following services for the Digtrict, as prescribed
under Wisconsin State Statutes:

* Administers the property tax levy adopted by the school board and collects and remits the
property taxesto the District

» Actsasthetreasurer for the mgjor portion of the District’s cash
» Issues debt for the benefit of the District for the purchase of sites and buildings

Basis of Presentation

Government-wide Statements—The statement of net assets and the statement of activities
present financial information about the District as a whole. These statements include the
financial activities of the overall government, except for fiduciary activities. Eliminations
have been made to minimize the double counting of internal activities. Governmental
activities generally are financed through taxes, intergovernmental revenues, and other non-
exchange transactions.

21 (Continued)



MILWAUKEE PUBLIC SCHOOLS
Notesto Basic Financial Statements
June 30, 2004

The statement of activities presents a comparison between direct expenses and program
revenues for each function of the District’s governmental activities. Direct expenses are those
that are specifically associated with and are clearly identifiable to a particular function.
Program revenues include (@) charges paid by the recipients of goods and services offered by
the programs and (b) grants and contributions that are restricted to meeting the operationa or
capital requirements of a particular program. Revenues that are not classified as program
revenues, including all taxes, are presented as general revenues.

Fund Financial Statements—The fund financial statements provide information about the
Digtrict’s funds, including fiduciary funds. Separate statements for each fund category—
governmental and fiduciary—are presented. The emphasis of fund financial statements is on
major governmental funds, each is displayed in a separate column. All remaining
governmental funds are aggregated and reported as nonmajor governmental funds.

The Digtrict reports the following major governmental funds:

General Fund: The general fund is the general operating fund of the District. It is
comprised of two taxing entities that were established by Wisconsin State Statutes and
are used to account for all financia revenues and expenditures of the District except those
required to be accounted for in other funds or taxing entities.

Construction Fund: The construction fund is used to account for financial resources to
be used for the acquisition or construction of capital facilities and the additions to and
remodeling of existing buildings. The Digtrict has only one activity unit within the
construction fund for which property taxes are levied to finance various capita
expenditures.

Additionally, the District reports the following fund types:

Pension Trust Funds: The pension trust funds account for the accumulation of resources
for pension benefit payments under two early retirement plans maintained by the District
for qualified teachers and administrators.

Private-Purpose Trust Fund: The private-purpose trust funds are:

1) Donations that are received pursuant to a trust agreement that restricts the use of the
donations to the extent of the interest or other earnings of the fund. These trusts are
maintained by the District for the purpose of scholarships for students.

2) Donations that are received pursuant to a trust agreement that restricts the use of the
donation to a specified purpose but alows for the principal and interest to be
expended. These trusts are maintained by the District to include scholarships,
donations toward specified activities within schools, and trusts to support
extracurricular programs.
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MILWAUKEE PUBLIC SCHOOLS
Notesto Basic Financial Statements
June 30, 2004

Agency Fund: The agency fund accounts for the accumulation and expenditure of
individual school activity funds. The sources of these funds include sales of supplies to
students, residuals from fund-raising activities, and funds raised by the schools to support
field trips or school-related activities. The principal at each school is responsible for
accounting for all schoal activity funds and individual schools are required to maintain
uniform accounting records.

Measurement Focus and Basis of Accounting

The government-wide and fiduciary fund statements (excluding agency funds) are reported
using the economic resources measurement focus and the accrua basis of accounting.
Revenues are recorded when earned and expenses are recorded at the time liabilities are
incurred, regardiess of when the related cash transaction takes place. For the pension trust
funds, plan member contributions are recognized in the period in which the contributions are
due. Employer contributions to the plans are recognized when due. Benefits and refunds are
recognized when due and payabl e in accordance with the terms of the Plan.

Nonexchange transactions, in which the District gives or receives value without directly
receiving or giving equa value in exchange, include property taxes, grants, entitlements, and
donations. On an accrua basis, revenue from property taxes is recognized in the fisca year
for which the taxes are levied. Revenue from grants, entitlements, and donations is
recognized in the fiscal year in which all igibility requirements have been satisfied.

The governmental fund statements are reported using the current financial resources
measurement focus and the modified accrua basis of accounting. Under this method,
revenues are recognized when measurable and available. The agency fund is aso reported
using the modified accrual basis of accounting. The District considers all revenues reported
in the governmental funds to be available if the revenues are collected within 90 days after
the end of the fiscal year except for property taxes, which must be collected within 60 days
after year-end. Those revenues susceptible to accrua are property taxes, state aid, interest
revenue, grants, and charges for services. Other revenue is recorded when received.
Expenditures are recorded when the fund liability is incurred, except for principal and interest
on long-term debt, claims and judgments, and compensated absences that are recognized as
expenditures to the extent they have matured. General capital asset acquisitions are reported
as expenditures in governmental funds. Proceeds of long-term debt and acquisitions under
capital leases are reported as other financing sources.

Under the terms of grant agreements, the District may fund certain programs by a
combination of specific cost-reimbursement grants, categorical funds, and general revenues.
Therefore, when program expenses are incurred, both restricted and unrestricted net assets
may be available to finance the program. It is the District’s policy to first apply cost-
reimbursement grant resources to such programs, followed by general revenues.
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MILWAUKEE PUBLIC SCHOOLS
Notesto Basic Financial Statements
June 30, 2004

All governmental activities (i.e. government-wide financia statements) of the District follow
Financial Accounting Standards Board (FASB) statements and interpretations issued on or
before November 30, 1989, Accounting Principles Board opinions, and Accounting Research
Bulletins, unless those pronouncements conflict with GASB statements.

Cash and Cash Equivalents

The Digtrict considers cash and cash equivalents to include cash and investments having an
original maturity of three months or less. The District does not consider any of the
investments of the pension trust funds to be cash equivalents.

I nvestments

Investments, including investments of the pension trust funds, are reported at fair value based
on quoted market prices. Short-term investments are reported at cost, which approximates fair
value. Investments principally consist of U.S. Government securities, mortgage-backed
securities, money market mutual funds, and investments in the State of Wisconsin Fixed
Retirement Investment Trust Fund (Trust Fund). The fair value of investments in the Trust
Fund is the same as the value of the pooled shares. Although not subject to direct regulators
oversight, the Trust Fund is administered in accordance with the provisions of Section 25.50
of the Wisconsin State Statues. Purchases and sales of securities are recorded on a trade-date
basis. Net investment income in the Trust Fund consists of realized and unrealized gains and
losses and investment income.

I nventories

Inventories are valued at average cost. Inventories in the governmental fund types are
recorded as expenditures when consumed rather than when purchased. Donated United States
Department of Agriculture (USDA) commodities are recorded as revenues and assets in
school nutrition services at the fair value when originally donated by the USDA. When used
by the schools, the commodities are expensed and the related assets are reduced.

The reserve for inventories on the balance sheet of the governmental funds is equal to the
amount of inventories to indicate that a portion of the fund balance is not available for future
expenditure.
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MILWAUKEE PUBLIC SCHOOLS
Notesto Basic Financial Statements
June 30, 2004

Capital Assets

Capital assets are reported at actual cost or estimated costs. Donated assets are reported at the
estimated fair market value at the time received. Capital assets are depreciated using the
straight-line method over their estimated lives. Capitalization thresholds (the dollar value
above which asset acquisitions are added to the capital asset accounts) and estimated useful
lives of capital assets reported in the government-wide statements are as follows:

Capitalization Estimated
threshold useful life
Buildings $ 5,000 50 years
Furniture and equipment 5,000 5—-20years
Vehicles 5,000 5-15years
Computers and related equipment 5,000 5years
Major computer/software projects 50,000 7 years

Property Taxes

The aggregate amount of property taxes to be levied for school purposes is determined
according to provisions of Chapter 120 of the Wisconsin State Statutes. Property taxes for the
Digtrict are adopted by the Board by early November and are certified to the City for levy and
collection.

The Digtrict’s property taxes are levied annually prior to December 31, are administered by
the City for the District based on the assessed (taxable) values as of January 1 of that calendar
year, and are recognized as District revenue in the fiscal year they are levied. The levy
becomes a lien against property on January 1. The taxes are due January 31, but may be paid
in 10 monthly installments to the City from January through October. All unpaid taxes as of
June 30 are purchased by the City.

Deferred Revenue

Governmental funds deferred revenues arise when potentia revenue does not meet both the
“measurable” and “available” criteriafor recognition in the current period. Deferred revenues
also arise when resources are received by the District before it has a legal claim to them, as
when grant monies are received prior to the incurrence of qualifying expenditures. In
subsequent periods, when both revenue recognition criteria are met or when the government
has a legal claim to the resources, the liability for deferred revenue is removed from the
balance sheet and revenue is recognized. Deferred revenues include amounts received from
grants that have not yet been earned.

Compensated Absences

District employees are granted vacation, compensatory time, and sick leave benefits in
varying amounts in accordance with the provisions of union contracts and District policies. In
the event of retirement, death, or resignation of an employee, the District is obligated to pay
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Notesto Basic Financial Statements
June 30, 2004

for al unused vacation days. All vacation pay is accrued when incurred in the government-
wide financia statements. A liability for these amounts is reported in the governmental funds
only if they have matured, for example, as aresult of employee resignations and retirements.

Sick leave benefits are available for subsequent use and, in certain situations, a portion vests
upon retirement. A liability for sick pay has been calculated using the vesting method in
which leave amounts for both employees who currently are eligible to receive termination
payments upon retirement and other employees who are expected to become eligible in the
future to receive such payments are included.

I nsurance Deposits

The District has recorded deposits in the genera fund for self-funded health insurance and
current life insurance obligations and a reserve of fund balance aggregating $3,489,458 at
June 30, 2004 to provide for payment of future claims.

Bond Premiums, Discounts, and | ssuance Costs

In the government-wide financial statements, bond premiums and discounts, as well as
issuance costs, are deferred and amortized over the life of the bonds using the effective
interest method. Bonds payable are reported net of the applicable bond premium or discount.
Bond issuance costs are reported as deferred charges and amortized over the term of the
related debt.

In the fund financia statements, governmental fund types recognize bond premiums and
discounts, as well as bond issuance costs, during the current period. The face amount of debt
issued is reported as other financing sources. Premiums on debt issuances are reported as
other financing sources, while discounts on debt issuances are reported as other financing
uses. Discounts for capital appreciation bonds and notes (i.e. zero coupon debt) are netted
against the face amount of the debt. Issuance costs, whether or not withheld from the actual
debt proceeds received, are reported as debt service expenditures.

Net Assets

In the government-wide financial statements, equity is displayed in three components as
follows:

Invested in Capital Assets, Net of Related Debt—This consists of capital assets, net of
accumulated depreciation, less the outstanding balances of any bonds, notes, or other
borrowings that are attributable to the acquisition, construction, or improvement of those
assets.

Restricted—This consists of net assets that are legally restricted by outside parties or by
law through constitutional provisions or enabling legidlation.

Unrestricted—This consists of net assets that do not meet the definition of “restricted” or
“invested in capital assets, net of related debt.”
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(n) Fund Balance Reservations and Designations

In the fund financial statements, the District classifies its fund balance as follows:

* Reserve—The fund balance indicates the portion of the fund balance that has been legally
segregated for specific purposes.

* Unreserved—The designated fund balance indicates the portion of the fund balance for
which the District has made tentative plans.

*  Unreserved—The undesignated fund balance indicates the portion of the fund balance
that isavailable for use in future periods.

(o) Useof Estimates

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of
contingent assets and liabilities at the date of the financia statements and revenues and
expenseg/expenditures for the reporting period. Actud results could differ from those
estimates.

(p) New Accounting Pronouncements

In March 2003, the GASB issued Statement No. 40, Deposit and Investment Risk
Disclosures—an amendment of GASB Satement No. 3. This statement will revise the deposit
and investment risks disclosed in the notes to the financia statements. The District will
implement Statement No. 40 beginning with the year ended June 30, 2006.

In July 2004, the GASB issued Statement No. 43, Accounting and Financial Reporting by
Employers for Postemployment Benefits Other Than Pensions. This statement establishes
standards for the measurement, recognition, and display of other postemployment benefit
expense/expenditures and related liabilities (assets), note disclosures, and, if applicable,
required supplementary information (RSl) in the financial reports of state and loca
governmental employers. The District currently provides post-retirement life and healthcare
benefits in accordance with union contracts that are accounted for on the pay-as-you-go basis.
The District is currently analyzing the impact of adopting this new standard. The District will
implement Statement No. 43 during the year ended June 30, 2008.

Deposits and I nvestments

As required by the Wisconsin State Statutes, the City acts as treasurer for the Board of School
Directors. A major portion of the District’s cash is held and controlled by the treasurer of the City
and is managed and commingled with other City funds. The City retains all investment income and
assumes all investment gains and losses related to the investment of District cash. At June 30, 2004,
the aggregate cash balances held by the City treasurer for the District’s governmental fund types
and fiduciary fund types were reconciled to the City treasurer’s and comptroller’s records.
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The following is a summary of deposits held by the City and other cash and cash equivalents on
June 30, 2004:

City
treasurer Other Total
General fund $ 55,199,261 94,208,815 149,408,076
Construction fund 24,146,425 7,544,840 31,691,265
Fiduciary fund types — 5,343,166 5,343,166
Tota $ 79,345,686 107,096,821 186,442,507

Deposits and Other Cash—At year-end, the District’s demand deposit balance (exclusive of funds
held and controlled by the treasurer of the City) was $107,096,821 (including a $20,000 certificate
of deposit) and the bank balance was $110,754,359. Of the bank balance, $8,208,258 was covered
by the Federal Depasitory Insurance Corporation (FDIC) and the State of Wisconsin Public Deposit
Guarantee Fund, and the remainder is collateralized through collateralization agreements with
various depository ingtitutions (underlying securities are in street name and are held by the trust
departments of these depository institutions).

The $79,345,686 in funds held and controlled by the treasurer of the City are insured by the FDIC
and the Wisconsin Public Deposit Guarantee Fund or are collateralized through collateralization
agreements in the name of the City. Underlying securities for the collateralization agreements are
held in the City’ s name by the trust departments of various depository institutions.

Investments—The District is authorized by Wisconsin State Statutes 66.04(2) and 67.11(2) to
invest in the following instruments:
e Timedeposits

e Bonds or securities issued or guaranteed as to principal and interest by the federal government
or its agencies

e Thestate of Wisconsin local government pooled investment fund

* Bonds or securities of any county, city, drainage district, vocational or technical college,
village, town, school district in Wisconsin, local exposition district, local professional baseball
park district, or the University of Wisconsin Hospitals and Clinics Authority

¢ Repurchase agreements

e Any security that matures or that may be tendered for purchase at the option of the holder
within not more than seven years of the date on which it was acquired, if that security is rated
within established statutory guidelines

*  No-load securities of open-end registered management investment companies or investment
trusts.
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The District’ sinvestments for fiduciary funds are categorized in the following manner:

e Category 1—Includes investments that are insured or registered or for which the securities are
held by the District or its agent in the District’s name.

e Category 2—Includes uninsured and unregistered investments for which the securities are held
by the counterparty’ s trust department or agent in the District’s name.

e Category 3—Includes uninsured and unregistered investments for which the securities are held
by the counterparty, or by its trust department or agent, but not in the District’s name for the
facilitation of trading by the District’ s investment managers.

Carrying
Fiduciary funds Category 3 value
Categorized investments:
U.S. Treasury Notes $ 2,910,848 2,910,848
U.S. Government bonds 512,836 512,836
M ortgage-backed securities 6,550,572 6,550,572
Non-Government obligations 4,545,877 4,545,877
$ 14,520,133 14,520,133
Noncategorized investments:
Investment in state of Wisconsin:
Fixed retirement investment —
Trust fund 52,020,194
Variable retirement —
Investment trust fund 35,240,060
Money market mutual fund 3,592,806
Tota investments $ 105,373,193

Uncategorized investments are not subject to categorization because they are not securities. The
relationship between the District and the investment agent is a direct contractua relationship, and
the investments are not supported by a transferable instrument that evidences ownership.

In accordance with the Wisconsin Retirement System and Employees’ Retirement System of the
City’sinvestment policies, the District’s pension plans invest in mortgage-backed securities. These
securities are reported at fair value in the statement of fiduciary net assets and are based on the cash
flows from interest and principal payments by the underlying mortgages. As a result, they are
sengitive to prepayments by mortgages, which may result from a decline in interest rates. For
example, if interest rates decline and homeowners refinance mortgages, thereby prepaying the
mortgages underlying these securities, the cash flow from interest payments is reduced and the
value of these securities declines. Likewise, if homeowners pay on mortgages longer than
anticipated, the cash flows are greater and the return on the initial investment would be higher than
anticipated. The Didgtrict's pension plans invest in mortgage-backed securities to diversify the
portfolio and to increase the return, while minimizing the extent of risk.
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(3 Receivables

Receivables as of June 30, 2004 for the District’sindividual magjor funds and nonmajor fundsin the
aggregate, including applicable allowances for uncollectible accounts, are as follows:

Nonmaj or
General funds Total
Receivables:
Accounts $ 2,247,804 — 2,247,804
Intergovernmental—federal 34,286,806 12,747,925 47,034,731
Intergovernmental—state 10,675,489 — 10,675,489
Gross receivables 47,210,099 12,747,925 59,958,024
Less allowance for uncollectibles (62,380) — (62,380)
Tota receivables, net $ 47,147,719 12,747,925 59,895,644

(4) Interfund Transactions

Interfund borrowings are reflected as “due from/to other funds’ on the accompanying financia
Statements.

The following balances as of June 30, 2004 represent due to/from balances among all funds:

Duefrom other funds

General Construction Nonmajor
fund fund fund Total
Due to other funds:
Genera fund $ 8,297,396 37,208,102 — 45,505,498
Construction fund — 25,376,915 — 25,376,915
Nonmajor funds — 12,537,530 15,835,305 28,372,835
Total $ 8,297,396 75,122,547 15,835,305 99,255,248

Balances resulted from the timing difference between the dates that interfund goods and services
are provided or reimbursabl e expenditures occur.
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(5) Capital Assets
Capital assets activity for the year ended June 30, 2004 was as follows:

Balance Balance
July 1, 2003 I ncreases Decr eases June 30, 2004
Governmentd activities:
Capital assets, not being
depreciated:
Land $ 29,107,711 312,100 — 29,419,811
Construction in
progress 97,749,450 64,661,900 104,980,063 57,431,287
Total capital assets,
not being
depreciated 126,857,161 64,974,000 104,980,063 86,851,098
Capital assets, being
depreciated:
Buildings 605,989,873 140,725,024 — 746,714,897
Leasehold improvements — 5,929,283 — 5,929,283
Furniture and
equipment 29,415,683 788,856 762,388 29,442,151
Software 21,424,098 2,570,922 — 23,995,020
Tota capital
assets, being
depreciated 656,829,654 150,014,085 762,388 806,081,351
Less accumulated
depreciation for:
Buildings (280,596,331) (12,431,766) — (293,028,097)
L easehold improvements — (83,228) — (83,228)
Furniture and
equipment (21,213,815) (2,062,163) (664,948) (22,611,030)
Software (7,808,712) (3,244,223) — (11,052,935)
Total accumulated
depreciation (309,618,858) (17,821,380) (664,948) (326,775,290)
Tota capital
assets, being
depreciated 347,210,796 132,192,705 97,440 479,306,061
Capital assets, net  $ 474,067,957 197,166,705 105,077,503 566,157,159
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Depreciation expense for governmental activities for the year ended June 30, 2004 was charged to
functions/programs as follows:

Governmenta activities:

Instruction $ 15,000,532
Community services 88,471
Pupil and staff services 678,490
General, administration and central services 694,555
Business services 1,158,775
School nutrition 151,458
Other 49,099

Tota depreciation $ 17,821,380

Short-term Borrowings

The City issued short-term revenue anticipation notes on behalf of the District in the amount of
$150,000,000 in September 2003. These notes were issued with interest rates of 2% and 6% and a
true interest cost (TIC) of 0.9933%. The notes matured June 30, 2004. The debt was repaid during
June 2004 from the Didgtrict’s equalization aid allocations received from the state government.

Long-term Obligations

The City school bonds, notes, and capital lease obligations outstanding at June 30, 2004 totaled
$453,399,121. Of this total, $101,698,130 represents school bonds and notes that will be repaid by
the City using the City’s property tax levy. As the District does not have an obligation to repay
these bonds and notes from its own property tax levy, the debt is not reflected in the District’ s long-
term obligations. The remaining baance of $351,700,991 represents capital lease obligations and
promissory notes, the debt service of which is being reimbursed by the Digtrict to the City from the
District’s property tax levy. Since the District does have an obligation to repay this debt under
intergovernmental cooperation agreements with the City, this debt is reflected in the District’ s long-
term abligations.
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Long-term obligations of the District are asfollows:

Original Balance Balance Amount due
amount July 1, 2003 Additions Reductions  June 30,2004  in oneyear
Intergovernmental cooperation agreements with
the City of Milwaukee:
Refinancing for state trust loans, 4.5% to
5.75%, due in annual installments through
March 2006 $ 15,000,000 3,794,723 — 1,810,664 1,984,059 1,283,860
American with Disabilities Act loans:
4.5% — 4.65%, due in annual installments
to December 2007 2,000,000 900,000 205,000 205,000 900,000 220,000
3.5% — 4.25%, duein annua installments
to December 2008 605,000 332,750 57,475 57,475 332,750 63,525
4.75% — 5.375%, due in annual installments
to June 2014 300,000 220,000 — 20,000 200,000 20,000
4.74% — 5.625%, due in annual installments
to September 2016 2,000,000 1,733,168 — 133,416 1,599,752 133,304
3.59%, due in annual installments
to September 2017 3,095,000 2,888,508 — 206,492 2,682,016 206,492
3,74%, duein annual installments
to September 2017 1,205,000 1,124,554 — 80,446 1,044,108 80,446
4.0 —5.0%, due in annual installments
to September 2017 660,000 660,000 — 44,042 615,958 44,042
4.0 —5.0%, duein annual installments
to September 2017 350,000 — 335,000 — 335,000 —
4.0 —5.0%, due in annual installments
to September 2017 670,000 — 670,000 — 670,000 —
TEACH loan, 5.0%, duein annual installments
to March 2012 4,690,982 5,495,934 — 719,622 4,776,312 735,309
Neighborhood Schools Initiative Bonds (NSI),
3.5% — 4.875%, duein annual installments
to February 2022 33,300,000 33,300,000 78,740,000 — 112,040,000 —
Plus: Premium on issuance 1,357,121 — 1,357,121 99,884 1,257,237 —
QZAB—AQualified Zone Academy Bonds, 0%,
duein annual installmentsto
December 2016 16,219,000 12,469,908 2,650,000 1,713,452 13,406,456 2,049,676
Financial & Student Tracking Systems—
3.74% — 6.24% note, duein annual
installments to March 2008 8,000,000 7,731,613 — 1,338,387 6,393,226 1,335,806
Pension debt refinancing:
Capital appreciation note, duein
annua installments beginning April 1,
2005 through April 1, 2023 46,715,000 — 46,715,000 295,000 46,420,000 —
Less: Discount (25,232,986) —  (25,232,986) (627,604)  (24,605,382) —
Capital appreciation bonds, duein
annua installments beginning April 1,
2026 through April 1, 2041 110,525,000 — 110,525,000 — 110,525,000 —
Less: Discount (94,805,878) —  (94,805,878) (528,127)  (94,277,751) —
Pension bonds, variable interest rate
“auction rate”, interest duein semi-
annua installment, principal due
at maturity on October 1, 2043 130,850,000 — 130,850,000 — 130,850,000 —
Other intergovernmental notes 4,437,000 1,482,250 1,251,525 1,256,525 1,477,250 472,500
Capital lease—MEC/Grand Avenue 34,475,000 — 34,475,000 1,400,000 33,075,000 2,925,000
Total intergovernmental cooperation
agreement debt 72,133,408 287,792,257 8,224,674 351,700,991 9,569,960
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Balance at Balance at Amount due

July 1, 2003 Additions Reductions  June 30, 2004  in oneyear

Intergovernmental cooperation agreements with
the City of Milwaukee (from previous page) $ 72,133,408 287,792,257 8,224,674 351,700,991 9,569,960

Pension-related debt—Wisconsin Retirement

System 167,607,420 — 167,607,420 — —
Accrued compensated absences 20,770,618 15,045,655 8,713,389 27,102,884 3,222,988
Workers' compensation claims 5,031,153 2,834,121 4,198,542 3,666,732 1,300,000
General insurance claims 1,345,545 1,429,466 1,445,433 1,329,578 93,273
Life insurance benefits 1,745,815 532,936 — 2,278,751 280,222
Liability for other long-term benefits 285,051 — — 285,051 —
Total long-term obligations $ 268,919,010 307,634,435 190,189,458 386,363,987 14,466,443

Compensated absences have been liquidated by the applicable governmental funds that account for
the salaries and wages of the related employees. Claims and judgments typicaly have been
liquidated from the general fund.

The District has recognized aliability of $2,575,614 as of June 30, 2004 in the governmental funds
for accrued compensated absences that were due as of year-end. These amounts are not included in
genera long-term liabilities above. Accordingly, the total liability for compensated absences was
$29,678,498 as of June 30, 2004.

The District has recognized a liability of $1,364,421 as of June 30, 2004 in the governmental funds
for workers' compensation claims that were due as of year-end. These amounts are not included in
general long-term liabilities above. Accordingly, the total liability for workers compensation
claims was $5,031,153 as of June 30, 2004.

Aggregate cash flow requirements for the retirement of the intergovernmental cooperation
agreement debt (excluding the capital lease obligations) as of June 30, 2004 are asfollows:

Principal Interest Total
Fiscal year ended June 30:

2005 $ 6,699,046 8,541,115 15,240,161
2006 6,774,718 7,368,784 14,143,502
2007 5,459,044 7,361,115 12,820,159
2008 7,274,249 7,034,728 14,308,977
2009 7,122,549 7,004,555 14,127,104
2010 - 2014 38,749,109 31,599,293 70,348,402
2015 -2019 53,728,648 25,253,880 78,982,528
2020 — 2024 75,319,524 15,426,501 90,746,025
2025 — 2029 41,590,000 1,717,710 43,307,710
2030 - 2034 62,140,000 1,480,630 63,620,630
2035 - 2039 85,420,000 1,539,595 86,959,595
2040 — 2044 45,975,000 1,319,267 47,294,267

Total $ 436,251,887 115,647,173 551,899,060
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Interest on the $130,850,000 variable rate pension debt (auction rate securities) included in the
schedule of future payments on the previous page is based upon an auction to occur approximately
every 35 days. Theinterest rate as of June 30, 2004 was 1.32%.

The District leases land and buildings with a historical cost and accumulated amortization of
$36,057,061 and $893,264, respectively, under capital lease arrangements. Future minimum lease
payments under these capital |eases at June 30, 2004 are asfollows:

Fiscal year ended June 30:

2005 $ 3,913,023
2006 3,908,473
2007 3,913,473
2008 3,906,573
2009 3,910,973
2010-2014 19,545,773
Total minimum lease payments 39,098,288

L ess amount representing interest (6,023,288)

Present value of minimum lease payments  $ 33,075,000

The maximum allowable amount of City debt (including school debt) outstanding at any time shall
not be greater than 5% of the total equalized taxable property in the City (Wisconsin State Statute
Chapter 67.03). Wisconsin State Statute Chapter 119.49 further authorizes referendum-approved
bonding in an additional amount equivalent to 2% of the equalized taxable property for school
capita purposes. The total equalized taxable property in the City for calendar year 2004 was
$23,470,205,000 and the 5% debt limit was $2,251,945,000. No referendum-approved debt is
outstanding at June 30, 2004.

Current Refunding of Debt

In December 2003, the City, in connection with an intergovernmental cooperation agreement,
issued $168,051,136 in pension bonds on behalf of the District to refund pension-related debt for
the Wisconsin Retirement System totaling $165,505,293. This refunding resulted in an economic
gain, as well as savings from refunding. The economic gain realized in this refunding was
$11,831,813 and the savings resulting from the refunding was as follows:

Cash flow requirements to service (old) pension-related debt $ 610,500,208
L ess cash flow reguirements for new debt (515,327,973)
Net savings from refunding $ 95,172,235
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I nterest Rate Swap Agreement

Objective of the interest rate swap. As a means to lower its borrowing costs, when compared
against fixed-rate bonds at the time of issuance in December 2003, the District entered into interest
rate swap agreements in connection with the $130,850,000 Taxable Pension Funding Bonds, 2003
Series D (variable-rate bonds). The intention of the swap was to effectively change the variable
interest rate on the bonds to a synthetic fixed rate of 5.56%.

Terms. The bonds and the related swap agreements mature on October 1, 2043 and the swap’s
aggregate notional amount of $130,850,000 matches the $130,850,000 par amount of variable-rate
bonds. The swaps were entered into at the same time the bonds were issued (December 2003).
Starting in fiscal year 2024, the notiona value of the swap and the principal amount of the bonds
decline until the debt is completely retired. Under the swaps, the District pays the counterparty a
fixed payment of 5.56% and receives a variable payment computed as the London Interbank
Offered Rate (LIBOR) plus 20 basis points (0.20%). Conversely, the bond’s variable-rate coupons
closely track LIBOR.

Terms Rates
Interest rate swap:
Fixed payment to counterparty Fixed 5.56%
Variable payment from counterparty LIBOR + 20 bps (1.46)%
Net interest rate swap payments 4.10%
Variable-rate bond coupon payments Auction Rate 1.32%
Synthetic interest rate on bonds 5.42%

Fair value. Because interest rates have decreased since execution of the swaps, the swaps had an
aggregate negative fair value of $4,645,044 as of June 30, 2004. The swap’'s negative fair value
may be countered by reductions in total interest payments required on the variable-rate bonds,
creating a lower synthetic interest rate. Because the coupons on the variable-rate bonds adjust to
changing interest rates, the bonds do not have a corresponding fair value increase. The fair value
was estimated using the zero-coupon method. This method calculates the future net settlement
payments required by the swap, assuming that the current forward rates implied by the yield curve
correctly anticipate future spot interest rates. These payments are then discounted using the spot
rates implied by the current yield curve for hypothetical zero-coupon bonds due on the date of each
future net settlement on the swap.

Credit risk. As of June 30, 2004, the District was not exposed to credit risk because the swap had a
negative fair value. However, should interest rates change and the fair value of the swaps become
positive, the District would be exposed to credit risk in the amount of the derivative's fair values.
The swap counterparties were rated AA- and A+ by Standard & Poor's and Aa3 and Al by
Moody’s Investors Service as of June 30, 2004. To mitigate the potential for credit risk, if the AA-
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/Aa3 counterparty’ s credit quality falls below A- by Standard & Poor’s or A3 by Moody’s Investors
Service, the fair value of the swap above $100,000 will be fully collateralized by the counterparty
with U.S. Government securities. The obligation of the A+/A1 counterparty is collateralized above
a$2,500,000 fair value. Collatera is posted with the trustee of the bonds.

Basis risk. The swaps expose the Didtrict to basis risk should the relationship between LIBOR and
the auction rate diverge, changing the synthetic rate on the bonds. The effect of this difference in
basis is indicated by the difference between the intended synthetic rate (5.56%) and the synthetic
rate as of June 30, 2004 (5.42%). If a change occurs that results in the rates’ moving farther apart,
the expected cost savings may not be realized. As of June 30, 2004, the auction rate was 1.32%,
whereas LIBOR was 1.26%.

Termination risk. The District or the counterparty may terminate a swap if the other party fails to
perform under the terms of the contract. A swap may be terminated by the District if the
counterparty’s credit quality rating falls below “BBB-" as issued by Standard & Poor’s or “Baa3”
as issued by Moody’s Investors Service. If a swap is terminated, the variable-rate bonds will no
longer carry a synthetic interest rate. Also, if at the time of termination the swap has a negative fair
value, the District would be liable to the counterparty for a payment equal to the swap’sfair value.

Swap payments and associated debt. Using rates as of June 30, 2004, debt service requirements of
the variable-rate debt and net swap payments, assuming current interest rates remain the same for
their term, were as follows. As rates vary, variable-rate bond interest payments and net swap
payments will vary.

Interest
Variable-rate bonds rate
Principal Interest swaps, net Total
Fiscal year ended June 30:

2005 $ — 1,679,067 5,110,011 6,789,078
2006 — 1,679,067 5,130,220 6,809,287
2007 — 1,846,974 5,610,907 7,457,881
2008 — 1,679,067 5,089,802 6,768,869
2009 — 1,846,974 5,631,116 7,478,090
2010 - 2014 — 8,731,149 26,572,055 35,303,204
2015 —-2019 — 8,731,149 26,572,055 35,303,204
2020 — 2024 6,250,000 8,695,174 26,443,090 41,388,264
2025 — 2029 31,325,000 7,299,707 22,234,648 60,859,355
2030 — 2034 31,250,000 5,300,608 16,126,157 52,676,765
2035 — 2039 31,100,000 3,105,751 9,453,173 43,658,924
2040 — 2044 30,925,000 1,002,486 3,051,173 34,978,659

Totals $ 130,850,000 51,597,173 157,024,407 339,471,580
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Fund Balance

Designated for Subsequent Year's Expenditures—The unreserved fund balance of the general
fund is $40,801,363 at June 30, 2004. This unreserved balance includes $65,421,999 designated to
partialy fund school operating expenditures during the period July 1 through December 31, 2004.

Based on recent operating experience, management anticipates that approximately $436,682,145
will be required to fully cover the anticipated school operations operating expenditures during the
period July 1 through December 31, 2004. In addition to the fund balance designated for subsequent
year's expenditures, approximately $305,316,000 of state aids will be used to fund operating
expenditures through December 31, 2004.

The board has established a formula to identify the amount of unreserved fund balance required to
fund the six months of the subsequent year’'s school operations property tax levy. The purpose of
this designation of fund balance is to provide working capita until state aids and other payments
from federal agencies are received.

The formula established by this action, and the application thereof as of June 30, 2004, is as
follows:

General fund unresrved fund balance $ 40,801,363
Amount required to fund six months of the
subsequent year’ s property tax levy:
Current year's school operations tax levy ($163,554,998)
multiplied by aratio of subsequent year’stax days from
July 1 to December 31 (72) to total calendar
school year days (180) 65,421,999

General fund undesignated fund balance deficiency $  (24,620,636)

Risk Management

The District is exposed to various types of risk of loss including torts; theft of, damage to, or
destruction of assets; errors or omissions; job-related illnesses or injuries to employees; natural
disasters; and environmental occurrences. Also included are risks of loss associated with providing
health, dental, and life insurance benefits to employees and retirees.

The Didtrict provides health insurance benefits to employees and retirees through a self-insured
health maintenance organization and a self-insured comprehensive indemnity/PPO plan. The
District does not purchase stop-loss insurance for its self-insured comprehensive indemnity/PPO
plan. Life insurance benefits are provided for active and retired employees through an insured life
insurance program. Life insurance costs that exceed certain rates are funded by the District.

The District provides dental insurance benefits through a fully insured dental maintenance
organization and through a self-insured indemnity plan. The District does not purchase stop-loss
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insurance for its self-insured dental indemnity plan. The District is fully self-insured for workers
compensation benefits and does not purchase stop-loss insurance.

The District purchases commercial property insurance, auto liability insurance, errors and
omissions insurance, and excess liability insurance. The District assumes a $250,000 self-insured
retention for any one loss or occurrence under its self-insured genera liability program. The District
purchases excess liability insurance for its general liability that provides per-occurrence and
aggregate protection. The District is fully self-insured for environmenta-related liabilities and
purchases no excess environmental liability insurance.

There were no significant changes in the insurance coverage from coverage provided in the prior
year for any of the above-described risks. Settled claims from insured losses have not exceeded
commercial insurance coverage for each of the past three years.

A liability for claims is reported when it is probable that a loss has occurred and the amount of the
loss can be reasonably estimated. Liabilities include an amount for claims that have been incurred
but not reported. Claim liabilities are calculated considering the effects of recent claim settlement
trends including frequency and amount of payouts and other economic and social factors. The claim
liabilities also include estimated costs for claim administration fees and outside legal and medical
assistance costs. The liability for claims and judgments is reported in the general fund.

Changes in the balance of claim liabilities during the past two years are as follows:

Y ear ended June 30

2004 2003
Beginning of year liability $ 36,992,000 31,056,000
Current year claims and changes in estimate 183,665,617 172,487,000
Claim payments (179,056,000) (166,551,000)
End of year liability $ 41,601,617 36,992,000

The District has recognized the entire liability for health and dental insurance, which totaled
$32,676,915 and $29,808,610 as of June 30, 2004 and 2003, respectively, in the general fund. The
District has also recognized aliability of $1,364,421 and $1,043,482 as of June 30, 2004 and 2003,
respectively, in the general fund for workers compensation claims that were due as of the
respective year-end. All other claims liabilities are considered to be general long-term liabilities and
are recognized in the government-wide financial statements.
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(10) Retirement Plans

Retirement Plans—The District has two supplementa defined benefit retirement plans covering
substantialy all certificated employees (mainly teachers, principas, and assistant principals) and
administrative classified employees. These plans were established to supplement the pension
benefits of the District employees participating in the Wisconsin Retirement System and the
Employees’ Retirement System of the City. The District currently contributes to both plans to
provide for payment of current service costs and to fund prior service costs.

Wisconsin Retirement System—All €ligible District employees (certificated employees,
principally teachers) participate in the Wisconsin Retirement System (WRS), a cost-sharing,
multiple-employer, defined benefit public employee retirement system (PERS). All permanent
certificated employees expected to work over 440 hours a year (teachers) are digible to participate
in the WRS. Covered employees in the general/teacher category are required by statute to
contribute 5.6% of their salaries to the plan for calendar year 2004. The District pays all employer
and principally all employee (with the exception of some substitute teachers) required contributions
to the plan. Employers are required to contribute an actuarially determined amount necessary to
fund the remaining projected cost of future benefits.

The payroll for the Digtrict’s employees covered by the WRS for the year ended December 31,
2003 was $390,882,000; the Digtrict's total payroll was $543,968,000. The tota required
contribution for the year ended December 31, 2003 was $44,561,000, which consisted of
$23,453,000, or 6.0% of payroll, from the District and $21,108,000, or 5.4% of payroll, from the
District on behaf of the employees. The amount contributed equaled the required contribution.
Total contributions for the years ending December 31, 2002 and 2001 were $39,883,000 and
$40,945,000, respectively, equal to the required contributions for each year.

Employees who retire at or after age 65 are entitled to receive retirement benefits. Employees may
retire at age 55 and receive actuarially reduced benefits. For employees actively enrolled in WRS as
of January 1, 2000 or after, retirement benefits are calculated as 1.765% of final average earnings
for each year of creditable service and 1.6% for creditable service after December 31, 1999. Final
average earnings are the average of the employee's three highest years of earnings. Employees
terminating covered employment before becoming eligible for retirement benefits may withdraw
their contributions and, by doing so, forfeit all rights to any subsequent benefit. For employees
beginning participation on or after January 1, 1990 and no longer actively employed on or after
April 24, 1998, creditable service in each of five years is required for digibility for a retirement
annuity. Participants employed prior to 1990 and on or after April 24, 1998 are immediately vested.
The WRS also provides death and disability benefits for employees. Eligibility for, and the amount
of all benefits, is determined under Chapter 40 of the Wisconsin State Statutes.

The WRS issues a publicly available annual financial report that includes financial statements and
required supplementary information. That report may be obtained by writing to the Department of
Employee Trust Funds, P.O. Box 7931, Madison, WI 53707-7931.
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The WRS uses the “frozen initia liability actuarial valuation method” in establishing employer
contribution rates. Under this method, the unfunded actuarial accrued liability (pension-related
debt) is affected only by the monthly amortization payments, compounded interest, the added
liability created by new employer units, and any liabilities caused by changes in benefit provisions.
All actuarial gains and losses arising from the difference between actual and assumed experience
are reflected in the determination of the normal cost. Employer’s pension-related debt for prior
service cost was being amortized over a 40-year period beginning January 1, 1990. As per WRS's
annud financial report—GASB Statement No. 27 note disclosure for the year ended December 31,
2003, the District’s pension-related debt to the WRS for the unfunded accrued actuarial liability for
prior service has been paid in full. The payoff resulted from issuance of $168.051 million pension
bonds by the Digtrict through the Redevel opment Authority of the City and the City.

Employees Retirement System of the City of Milwaukee—All eligible District employees
(classified employees, principaly non-teachers) participate in the Employees Retirement System
of the City (the System), a cost-sharing, multiple-employer, defined benefit public employee
retirement system (PERS). Part-time classified employees (defined by the System as 12-month
employees who work less than 1,040 hours per year and 10-month employees who work less than
760 hours per year) who are eligible under adopted rules and regulations and who have evidenced
their intent to join the System and all full-time classified employees (defined by the System as
employees who work 2,080 hours a year for non-teachers and 1,520 hours for 10-month school year
teachers) are eligible to participate in the System. Covered employees in the general employee
category are required to contribute 5.5% of specified rates of compensation without overtime as
agreed upon in past labor negotiations. The Didtrict pays all employer and substantially all of the
employee required contributions to the System, as stipulated in Chapter 36 of the City charter. Due
to the global pension settlement, employees eligible for enrollment on or after January 1, 2000 may
consent to the globa pension settlement and participate in the System combined fund. The
consenting employees are required to pay 1.6% of their pensionable earnings for the first eight
years from the enrollment date. Also, employees have the option to object to the global pension
settlement. Employers are required to contribute an actuarially determined amount necessary to
fund the remaining projected cost of future benefits. The System uses the projected unit credit
actuarial cost method to determine employer contribution rates.

The payroll for the District’s employees covered by the System for the year ended December 31,
2003 was $112,963,000; the District's total payroll was $543,969,000. The total required
contribution including retroactive adjustments for the year ended December 31, 2003 was
$6,512,000, or 5.8% of covered payroll, from the District on behalf of the employees and equaled
the required contribution. Total contributions for the years ending December 31, 2002 and 2001
were $5,814,000 (includes retro payments of $364,000) and $5,884,000, respectively, equal to the
required contributions for each year.
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Employees who retire at or after age 60, or who retire at age 55 and have completed 30 years of
creditable service, are entitled to receive a retirement benefit. The System provides a service
retirement benefit equal to 2% of the member’ s final average salary times the total number of years
of all creditable service, limited to 70% of final average salary. Benefits are fully vested upon
completion of four years of service. All active employees as of January 1, 2000 shall receive a one-
time 5% bonus payable in a single lump sum upon retirement or death to employee’s beneficiary.
Active employees enrolled on or after January 1, 2000 who consent to global pension settlement
shall make a biweekly employee contribution to pay for their cost of living adjustment (COLA)
improvements upon completion of the first eight years of employment. The COLA shall be 1.5%
annually beginning after the 2™, 3, and 4™ anniversary after retirement and 2% after the 6" year of
the employee's retirement or death. Upon completion of eight years of service, employees
terminating covered employment may withdraw their funds and forfeit al rights to any subsequent
benefit. The System also provides death and disability benefits for employees. Eligibility for and
the amount of all benefits are determined under Chapter 36 of the City charter.

The System issues a publicly available annual financial report that includes financial statements and
required supplementary information for the System. That report may be obtained by writing to the
City, City Hall, 200 East Wells Street, Room 603, Milwaukee, WI 53202-3567.

Supplemental Retirement Plans
(@) Plan Descriptionsand Funding Policies

Milwaukee Board of School Directors Early Retirement Supplement and Benefit
Improvement Plan

The plan, a single-employer pension trust fund, is a contributory, defined benefit pension
plan established to provide benefits after early retirement that will supplement the pension
benefits provided by the WRS and the System. The plan was originally established, effective
January 1, 1978, pursuant to a collective bargaining agreement between the Digtrict and the
Administrators and Supervisors Council, Inc. (ASC). Eligibility for, and the amount of all
benefits, is determined under the provisions of the plan document. The plan is administered
by the District.

In order to participate in the plan, an employee must be an administrative, supervisory, or
professional staff employee of the District who isin the collective bargaining unit represented
by the ASC, an exempt employee excluded by the ASC bargaining contract, an employee of
the District who is appointed pursuant to Wisconsin State Statute Sec.119.32 (3), or any other
employee who is identified as a covered participant by the District through an employment
contract between such employee and the District. Such employees become participants in the
plan on the later of the effective date of the plan or the date they become a participant in the
WRS. Certain classified members represented by ASC, any exempt employee excluded by
the ASC bargaining contract and covered by the System, and certain psychologists who
elected to remain in the plan after June 30, 1980 are also eligible for participation.
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Participants are eligible for retirement benefits provided they have made three years of
participant contributions and have eight or more years of vesting service. The plan provides
for unreduced benefits at age 60 and for reduced benefits between ages 55 and 60. For
participants who retire between ages 60 and 65 under the System or under the WRS, a specia
supplemental benefit, as defined, shall be paid until the retiree attains age 65. Benefits are
paid in the form of monthly payments based on years of service and average monthly
compensation for the three highest fiscal years of earnings preceding the date of retirement to
a maximum benefit from this plan and either the System or WRS of 70% of average monthly
compensation. The benefit paid under this plan for a participant whose benefit is related to
the WRS shall be reduced by the amount of the WRS benefit paid. Wisconsin Act 11 directly
affects the plan by decreasing the benefits paid and increasing the funded status of the plan.
The actuaria value commencing fiscal year 2002 included recognition of the impact of
Wisconsin Act 11 and the total actuarial gain determined by the plan’'s actuary was
$6,326,664, of which a $937,750 gain was alocated in fiscal years 2003 and 2004. In the
meantime, benefits continue to be paid by the plan and adjusted (reduced) to reflect
Wisconsin Act 11.

In consideration of the reduced benefits to be paid by the ASC plan as a result of Wisconsin
Act 11, the District signed an agreement with the ASC to amend the ASC plan effective
July 1, 2003 as follows. The District received more than the required 95% of signed waivers
and the board approved the agreement on June 24, 2004.

. Transfer the benefit formula under the teachers plan to the ASC plan for those
individuals who have prior MPS teaching service and are eligible to receive a benefit
from the teachers plan. Such individuas will have the option of electing either the
teacher or ASC benefit formula.

. Eliminate employee contributions to the ASC plan.

. Close the ASC plan to anyone who is not a covered employee as of June 30, 2003 and
previous employees that are rehired after June 30, 2003.

. Eliminate the suspension of benefits provision in the ASC plan and replace it with a
new provision that suspends benefits paid from the ASC plan if the retired annuitant is
rehired as a covered employee and elects to participate as an active employee under the
WRS.

The amendments to the ASC plan have been incorporated into the July 1, 2003 actuarial
valuation. These amendments resulted in an increase to the actuarial accrued liability of
$4,973,000 and an increase to the fiscal year 2004 required District (employer) contributions
of $737,000.

The plan also provided for disability benefits to vested participants if employment is
terminated between ages 55 and 65 by reason of total and permanent disability, as approved
by the WRS. Upon the death of an active participant who is not eligible for any other form of
benefit under the plan, alump-sum death benefit of the balance of the participant’ s employee
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contribution account, including interest, is provided to the participant’'s beneficiary.
Classified employees are not covered by this provision of the plan.

The District maintains a separate “member contribution account” for each participant.
Annually, as of June 30, the portion of investment income of the fund attributable to the
participants contribution is credited to the respective member contribution accounts. If a
participant leaves covered employment or dies, accumulated employee contributions, plus
related investment earnings, are refunded to the employee or designated beneficiary.
Classified employees are not required to make member contributions under the plan.

For the period prior to July 1, 2003, as noted in the aforementioned plan amendment,
participant contributions are funded by payroll deductions, which cover 20% of the plan cost,
as specified in the collective bargaining agreement. The District is required to fund the
remaining 80% of the actuarialy determined contribution requirement.

The plan issues a publicly available annual financial report that includes financial statements
and required supplementary information for the plan. That report can be obtained by writing
the Milwaukee Public Schools, Department of Human Resources—Benefits and Insurance
Services Division, 5225 West Vliet Street, Milwaukee, WI 53208-2698.

Milwaukee Board of School Directors Supplemental Early Retirement Plan for
Teachers

The plan, a single-employer pension trust fund, is a defined benefit pension plan established
to provide benefits after early retirement that will supplement the pension benefits provided
by the WRS. The plan was originadly established, effective July 1, 1982, pursuant to a
collective bargaining agreement between the District and the Milwaukee Teachers Education
Association (MTEA). Eligibility for, and the amount of all benefits, is determined under the
provisions of the plan document. The plan is administered by the Digtrict.

To be digible for participation, an employee must be a teacher of the District who isin the
collective bargaining unit represented by the MTEA and who is participating as an active
employee in the WRS. Such employees shall become participants in the plan on the later of
the effective date of the plan or the date they become a participant in the WRS.

The plan provides for reduced early retirement benefits to participants who are eligible and
commence their WRS benefits after age 55 and prior to age 62 and provides optional early
retirement benefits if they commence WRS benefits after age 62 but prior to age 65. Benefits
are paid in the form of monthly payments based on years of service, and defined average
monthly compensation for the three fiscal years of highest earnings preceding the date of
retirement. Effective July 1, 1998, a new 15-year vesting provision and years of creditable
service provision applies to new participants and rehired former participants of the plan.

The plan also provides for disability benefits for vested participants of the plan.

44 (Continued)



(b)

MILWAUKEE PUBLIC SCHOOLS
Notesto Basic Financial Statements
June 30, 2004

The plan is a noncontributory plan. Therefore, the District is required to fund 100% of the

actuarially determined contribution requirement.

The plan issues a publicly available annual financial report that includes financia statements
and required supplementary information for the plan. That report can be obtained by writing
the Milwaukee Public Schools, Department of Human Resources-Benefits and Insurance
Services Division, 5225 West Vliet Street, Milwaukee, W1 53208-2698.

Annual Pension Costs and Actuarial Assumptions Used

The District’s annual pension costs for the year ended June 30, 2004 and related actuarid
assumptions used for the current year and related information for each plan is as follows:

Milwaukee Milwaukee
Board of Board
School of Schoal
DirectorsEarly Directors
Retirement Supplemental
Supplement Early
and Benefit Retirement
I mprovement Plan for
Plan Teachers Total
Contribution rates as a percentage of payroll:
District 5.662% 3.991%
Pan participants — —
Annua required contribution $ 2,378,932 12,585,622 14,964,554
Interest on net pension obligation — — —
Adjustment to annud required contribution — — —
Annua pension cost 2,378,932 12,585,622 14,964,554
Contributions made 2,378,932 12,585,622 14,964,554

Increase (decrease) in
net pension obligation —

Net pension obligation, beginning of year —

Net pension obligation, end of year $ —
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Milwaukee Board of School
DirectorsEarly Retirement
Supplement and Benefit
Improvement Plan

Milwaukee Board of School
Directors Supplemental Early
Retirement Plan for Teachers

Actuarial valuation date
Actuaria cost method

Amortization method

Remaining amortization
period

Asset valuation method

Actuaria assumptions:

Investment rate of return

July 1, 2003
Projected unit credit

Level amortization over
average expected future
working lifetime of
active participants

Varies, depending upon
date of base creation.
Newly established bases
are amortized over a
closed nine-year period.

Five-year smoothed
market value for assets
other than dedicated
bond portfalios.
Dedicated bond
portfolios are valued as
discounted cash flows.

8.0%
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July 1, 2003
Entry age normal

Level dollar amount
over 30 years

Varies, depending upon
date of base creation.
Newly established bases
are amortized over a
closed 30 years.

Five-year smoothed
market value for assets
other than dedicated
bond portfolios.
Dedicated bond
portfolios are valued as
discounted cash flows.

8.0%
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Projected salary increases:

Certificated participants  Participant’s pay level at

Classified participants

Mortality

“trangition” is assumed
to increase by the
regular pay scale of
1.8% (inflation rate)
plus an additional merit
raise of 4.5% for each of
the next six years. “Age
at transition” isthe
assumed age at which a
participant enters the
ASC union. This
assumed age isthe age
at hire plus six years of
service.

4.0%

For males, according to
the 1983 Group Annuity
Mortality Table, and for
females, according to
the 1983 Group Annuity
Mortality Tablefor
males set back 6 years.
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The assumed
compensation increase
(including inflation) for
each participant is 3%
per annum.

N/A

For males, according to
the 1983 Group Annuity
Mortality Table, and for
females, according to
the 1983 Group Annuity
Mortality Table for
males set back 6 years.
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(c) Three-Year Trend Information

The following tables of information are provided to assist users in assessing each plan’s
progress in accumulating sufficient assets to pay benefits when due.

Milwaukee Board of School Directors Early Retirement Supplement and Benefit
Improvement Plan

% of annual
Annual pension cost Net pension
pension cost contributed obligation
Fiscal year beginning
July 1:

2003 $ 2,378,932 100% $ —
2002 1,206,396 100% —
2001 1,248,752 100% —

Milwaukee Board of School Directors Supplemental Early Retirement Plan for

Teachers
% of annual
Annual pension cost Net pension
pension cost contributed obligation
Fiscal year beginning
July 1:
2003 $ 12,585,622 100% $ —
2002 11,541,960 100% —
2001 9,144,027 100% —

(11) Post-Retirement Life and Healthcar e Insurance Benefits

All post-retirement benefits are provided by the District in accordance with union contracts. District
employees who take an immediate annuity at age 55 or over, with 15 or more years of service, may
retain full life insurance coverage by paying the premium for such coverage until age 65.
Employees taking an immediate annuity at age 55 or over, with 30 or more years of service,
continue in the group life insurance program with the same coverage and with the District paying
the premium in accordance with the union contract under which the employee retired. For retirees
who have attained age 65, the life insurance coverage is reduced by 25% of the origina coverage
for each year following their 65" birthday. Coverage cannot be reduced below 25% of the original
coverage. The original coverage is equal to the employee’s annual earnings raised to the next even
thousand dollars.

Health insurance is available on a self-paid basis to retired employees who retire at age 55 or older,
with 15 years of service, by paying the premium for such coverage. In the event such employees
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have 70% of their maximum sick leave accumulation balance at the time of retirement, the District
will pay an amount towards the health insurance premium equal to the premium for that employee
at the time of retirement. Any increases in premium beyond the amount of the premium at the
employee's retirement are paid by the retiree. The District’s costs for retiree health insurance is
recorded in current operating expenditures as paid. The District has available a self-insured
indemnity/PPO health plan and one fully insured health maintenance organization. These plans are
supplemental to Medicare for those retirees eligible for Medicare insurance.

Expenditures for post-retirement life and healthcare insurance benefits are financed on a pay-as-
you-go basis and aggregated approximately $21,432,000 for the year ended June 30, 2004.
Approximately 5,148 retired participants are currently eligible to receive post-retirement life
insurance benefits and approximately 5,109 retired participants are receiving post-retirement
healthcare benefits.

For certain employees who pay an employee contribution on or after July 1, 1992, the District will
pay an amount towards the health insurance premium equal to the premium less the employee
contribution for that employee at the time of retirement.

Limitation on District Revenues

Wisconsin State Statutes limit the amount of revenues that school districts may derive from general
school aids and property taxes unless a higher amount is approved by referendum. This limitation
does not apply to revenues needed for the payment of any general obligation debt service (including
refinanced debt) authorized by either of the following:

e A resolution of the school board or by areferendum prior to August 12, 1993
e A referendum on or after August 12, 1993

For the fiscal year ended June 30, 2004, the District is below its revenue limitation by
approximately $51,987.

School Nutrition Deficit

The school nutrition services fund had a deficit of $3,880,319. The deficit is anticipated to be
funded through future operations or operating transfers from the general fund.
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(14) Commitmentsand Contingencies

(15

(@

(b)

(©)

(d)

Grants

The District participates in numerous state and federa grant programs, which are governed
by various rules and regulations of the grantor agencies. Costs charged to the respective grant
program are subject to audit and adjustment by the grantor agencies. Therefore, to the extent
that the District has not complied with the rules and regulations governing the grants, refunds
of any money received may be required and the collectibility of any related receivable at
June 30, 2004 may be impaired. In the opinion of District management, there are no
significant contingent liabilities relating to compliance with the rules and regulations
governing the respective grants. Therefore, no provision has been recorded in the
accompanying financia statements for such contingencies.

Operating Leases

The Didtrict leases certain computer equipment with a carrying value of approximately
$442,784. For fiscal year 2004, total operating lease expense of the District was $1,992,610.
The aggregate minimum legal commitments for the five fiscal years subsequent to June 30,
2004 and thereafter for the computers and property are as follows:

Fiscal years:
2005 $ 323,603
2006 119,181
Tota $ 442,784

Construction Commitments

The District has various active construction projects with commitments outstanding of
$89,865,000 as of June 30, 2004.

Litigation

The board is the defendant in litigation involving discrimination, personal injury, employee
grievances, and a variety of other matters, each of which are being contested by the board.
The board and management of the District believe that resolution of these contingencies will
not have a material effect on the District’ sfinancial position.

Subsequent Events

On September 9, 2004, the City issued $172,000,000 of School Revenue Anticipation Notes, Series
2004 M5 for the purpose of financing MPS' general operating purposes pending receipt of state
school aid payments. The maturity of this issue is September 1, 2005. Interest is payable at
maturity.
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Budgetary Comparison Schedule for the General Fund
Y ear ended June 30, 2004

Revenues:

Property tax levy

Other local sources

State aid:
Equalization aid
Specid classes
Integration
Other state aid

Federal aid:
Education Consolidation Improvement Act
Other federal aid

Erate

Interest

Total revenues

Expenditures:
Current operating:

Instructional services:
Undifferentiated curriculum
Regular and other curriculum
Special curriculum

Total instructional services

Community services

Pupil and staff services

General and school building administration
Business services

Debt service

Other

Total expenditures

Excess of revenues over
(under) expenditures

Other financing sources (uses):
Proceeds from pension bonds
Payment for refunded pension debt

Tota other financing sources
(uses), net

Net change in fund balance
Fund balance—beginning of year
Fund balance—end of year

Budgeted amounts Actual
Adopted Revised (GAAP basis)
175,723,080 166,173,719 164,834,180

6,548,096 13,613,827 9,106,065
563,605,569 575,069,738 575,069,738
40,000,000 40,762,610 40,437,993
38,738,661 39,437,167 39,437,167
51,909,485 52,112,229 50,393,039
57,565,020 64,697,628 59,694,854
41,933,655 56,886,566 63,564,038
530,000
— — 761,505
976,023,566 1,009,283,484 1,003,298,579
290,123,825 315,660,925 426,491,163
173,254,660 174,958,757 103,609,583
111,633,708 111,440,317 97,023,789
575,012,193 602,059,999 627,124,535
9,681,113 9,681,190 18,191,494
94,717,660 95,980,005 82,254,854
101,948,592 96,536,080 116,968,619
165,088,957 170,635,897 156,312,056
- — 6,993,472
72,976,088 77,949,049 1,383,820
1,019,424,603 1,052,842,220 1,009,228,850
(43,401,037) (43,558,736) (5,930,271)
168,051,136
(165,505,293)
2,545,843
(3,384,428)
85,192,674
$ 81,808,246

See accompanying independent auditors' report and notes to required supplementary information.
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Schedules of Funding Progress
Y ear ended June 30, 2004

Milwaukee Board of School Directors Early Retirement

Supplement and Benefit Improvement Plan

Unfunded
2) ©)] AAL asa
Q) Actuarial Total 4 (5) per centage
Actuarial Actuarial accrued unfunded Funded Annual of covered
valuation value of liability AAL ratio covered payroll
date assets (AAL) 2-@Q) (DI(2) payroll (2) - VI(B)
7/1/03 $ 39,808,674 49,453,070 9,644,396 8050 % $ 42,014,246 22.96
7/1/02 40,229,422 41,356,358 1,126,936 97.28 37,694,546 2.99
7/1/01 40,125,187 40,280,250 155,063 99.62 41,022,453 0.38
Milwaukee Board of School Directors Supplemental Early Retirement Plan for Teachers
Unfunded
2) 3 AAL asa
Q) Actuarial Total 4 (5) percentage
Actuarial Actuarial accrued unfunded Funded Annual of covered
valuation value of liability AAL ratio covered payroll
date assets (AAL) 2-0Q) (DI(2) payroll 2) - (VI(5)
7/1/03 $ 49,570,891 157,875,834 108,304,943 3140 % $ 315,368,449 34.34
7/1/02 44,638,240 142,261,158 97,622,918 31.38 303,351,587 32.18
7/1/01 40,148,172 115,223,720 75,075,548 34.84 295,633,828 25.39

See accompanying independent auditors’ report and notes to required supplementary information.
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(1)

MILWAUKEE PUBLIC SCHOOLS
Notes to Required Supplementary Information
Y ear ended June 30, 2004

Budgeting

Annual appropriated budgets are adopted for the general, specia revenue, and debt service funds by
June 30™ each year. Budgets are adopted for the construction fund on a project-length basis.
Budgets are adopted on a modified accrual basis of accounting consistent with accounting
principles generaly accepted in the United States of America, except for the treatment of
encumbrances (see below) and property tax revenues. Property tax revenues are budgeted based on
the amount levied.

In accordance with the Wisconsin Department of Public Instruction’s reporting requirements, the
board exercises control over budgeted amounts at the function level within the general, special
revenue, and debt service funds. The capital projects fund is controlled at the project level. During
the year, budgets can be amended by approval of a mgjority of the members of the board. There
were no supplemental budget appropriations necessary during the year.

As a management practice, the superintendent, or his or her designee, may transfer funds between
functions at the department, school, or program level subject to the following criteria:

» Thetransaction does not exceed $100,000

* Isnotinitiated by a board member

»  Will not effectuate a change in policy

*  Will not create anew area of activity for the District

* Does not increase authorized staffing levels

» Does not move monies between statutory funds

Board policy requires that all annual appropriations lapse at fisca year-end except for the
following: excess budgetary authority for capital project funds lapse when a specific project is
completed; schools are alowed to carry over appropriations into the following year up to a
maximum of 1.5% of the tota revised school budget each year up to a total accumulated carryover
of 3%; deficits incurred automatically reduce the subsequent year's budget appropriations; and,

with school board approval, appropriations for special projects or planned purchases can be carried
into the subsequent year.
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MILWAUKEE PUBLIC SCHOOLS
Nonmajor Governmental Funds

Special Revenue Funds

Special revenue funds are used to account for specific revenues that are legally restricted to
expenditure for particular purposes. These funds include the following:

TEACH Wisconsin Programs Fund—This fund is used to account for proceeds from state grants
that provide funding for advanced and innovative telecommuni cations-based projects.

Categorically Aided Programs Fund—This fund is used to account for proceeds from federa
grants that provide emphasis on socia and curriculum needs of specia populations within the
District.

School Nutrition Services Fund—This fund is used to account for the breakfast and lunch
programs operated by the District for students. Revenues are provided through federal and state
aids, aswell as sales at schools.

Debt Service Fund

Debt Service Fund—This fund accounts for the resources accumulated and payments made for
principal and interest on long-term obligation debt of the governmental funds.



Assets

Receivables due from

other governmental units
Due from other funds
Inventories

Total assets

Liabilitiesand Fund Balances

Liabilities:
Accounts payable
Due to other funds

Total liabilities
Fund balances (deficit):
Reserved for inventories

Unreserved and
undesignated

Total fund balances

Total liabilities and
fund balances

See accompanying independent auditors’ report.

©*

MILWAUKEE PUBLIC SCHOOLS

Combining Balance Sheet—Nonmajor Governmental Funds

June 30, 2004
TEACH Categorically School
Wisconsin Aided Nutrition Debt
Programs Programs Services Service Total
— 7,372,019 5,375,906 — 12,747,925
14,023,354 — 1,811,951 — 15,835,305
— — 592,114 — 592,114
14,023,354 7,372,019 7,779,971 — 29,175,344
— 58,599 472,342 — 530,941
9,871,467 7,313,420 11,187,948 — 28,372,835
9,871,467 7,372,019 11,660,290 — 28,903,776
— — 592,114 — 592,114
4,151,887 — (4,472,433) — (320,546)
4,151,887 — (3,880,319) — 271,568
14,023,354 7,372,019 7,779,971 — 29,175,344
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Combining Statement of Revenues, Expenditures, and Changes in Fund

Revenues:
Property taxes
Lunchroom sales
State aid—other
Federal aid:
School nutrition services
Other federal aid

Tota revenues

Expenditures:
Instructiona services—
special curriculum
Pupil and staff services
School nutrition services
Debt service:
Principal
Interest
Tota expenditures

Excess of revenues over
(under) expenditures

Other financing sources (uses):
Refunding intergovernmental
debt issued
Payment for refunded
intergovernmental debt

Total other financing
sources (uses), net

Net changesin fund
balances

Fund balances (deficit):
Beginning of year

End of year

See accompanying independent auditors' report.

MILWAUKEE PUBLIC SCHOOLS

Balances (Deficit)—Nonmajor Governmental Funds

$

Y ear ended June 30, 2004

TEACH Categorically School
Wisconsin Aided Nutrition Debt
Programs Programs Services Service Total

— — — 6,723,273 6,723,273
— — 4,754,985 — 4,754,985
1,162,513 — 661,578 — 1,824,091
— — 24,215,335 — 24,215,335
— 27,365,384 — — 27,365,384
1,162,513 27,365,384 29,631,898 6,723,273 64,883,068
— 4,433,131 — — 4,433,131
1,160,795 22,932,253 — — 24,093,048
— — 31,097,577 — 31,097,577
719,622 — — 5,869,364 6,588,986
254,502 — — 853,909 1,108,411
2,134,919 27,365,384 31,097,577 6,723,273 67,321,153
(972,406) — (1,465,679) — (2,438,085)
— — — 790,000 790,000
— — — (790,000) (790,000)
(972,406) — (1,465,679) — (2,438,085)
5,124,293 — (2,414,640) — 2,709,653
4,151,887 — (3,880,319) — 271,568
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MILWAUKEE PUBLIC SCHOOLS
TEACH Wisconsin Programs Fund
Schedule of Revenues, Expenditures, and Changes in Fund Balance—Budget and Actual
Y ear ended June 30, 2004

Budgeted amounts Actual
Adopted Revised (GAAP basis)
Revenues:
State aid:
Other state aid $ — 840,832 1,162,513
Total revenues — 840,832 1,162,513
Expenditures:
Current operating:
Pupil and staff services 756,497 840,832 1,160,795
Debt service 723,042 723,042 974,124
Total expenditures 1,479,539 1,563,874 2,134,919
Excess of revenues over (under)
expenditures (1,479,539) (723,042) (972,406)
Other financing sources:
Proceeds from TEACH loan 1,512,935 1,512,935 —
Total other financing sources 1,512,935 1,512,935 —
Net change in fund balance $ 33,396 789,893 (972,406)
Fund balance—beginning of year 5,124,293
Fund balance—end of year $ 4,151,887

See accompanying independent auditors' report.
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MILWAUKEE PUBLIC SCHOOLS
Categorically Aided Programs Fund

Schedule of Revenues, Expenditures, and Changes in Fund Balance—
Budget and Actual

Y ear ended June 30, 2004

Budgeted amounts Actual
Adopted Revised (GAAP basis)
Revenues:
Federal aid:
Other federal aid $ 21,535,491 24,956,584 27,365,384
Total revenues 21,535,491 24,956,584 27,365,384
Expenditures:
Current operating:
Specia curriculum 6,038,392 6,342,534 4,433,131
Pupil and staff services 15,497,099 18,614,050 22,932,253
Total expenditures 21,535,491 24,956,584 27,365,384
Net change in fund balance $ — — —
Fund balance—beginning of year —
Fund balance—end of year $ —

See accompanying independent auditors' report.
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MILWAUKEE PUBLIC SCHOOLS
School Nutrition Services Fund

Schedule of Revenues, Expenditures, and Changesin Fund Baance—
Budget and Actual

Y ear ended June 30, 2004

Budgeted amounts Actual
Adopted Revised (GAAP basis)
Revenues:
Lunchroom sales $ 4,735,066 4,735,066 4,754,985
State aid:
School nutrition aid 660,000 660,000 661,578
Federa ad:
School nutrition aid 23,965,000 23,965,000 24,215,335
Total revenues 29,360,066 29,360,066 29,631,898
Expenditures:
Current operating:
School nutrition services 29,360,066 29,360,066 31,097,577
Tota expenditures 29,360,066 29,360,066 31,097,577
Net change in fund deficit $ — — (1,465,679)
Fund deficit—beginning of year (2,414,640)
Fund deficit—end of year (3,880,319)

See accompanying independent auditors’ report.
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MILWAUKEE PUBLIC SCHOOLS
Debt Service Fund

Schedule of Revenues, Expenditures, and Changes in Fund Balance—
Budget and Actual

Y ear ended June 30, 2004

Budgeted amounts Actual
Adopted Revised (GAAP basis)
Revenues:
Property taxes $ 5,871,538 5,383,734 6,723,273
Total revenues 5,871,538 5,383,734 6,723,273
Expenditures:
Current operating:
Debt service 5,871,538 5,383,734 6,723,273
Total expenditures 5,871,538 5,383,734 6,723,273
Excess of revenues over
(under) expenditures $ — — _
Other financing sources:
Refunding bonds issued 790,000
Payment to refunded bond (790,000)
Total other financing sources —
Net change in fund balance —
Fund balance—beginning of year —
Fund balance—end of year $ —

See accompanying independent auditors' report.
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MILWAUKEE PUBLIC SCHOOLS
Fiduciary Funds

Pension Trust Funds

The pension trust funds are used to account for resources that are required to be held in trust for the
members and beneficiaries of defined benefit pension plans. These funds include the following:

Milwaukee Board of School Directors Early Retirement Supplemental and Benefit
Improvement Plan—This fund is used to account for the accumulation of resources for pension
benefit payments for early retirement plans maintained by the District for qualified administrators.

Milwaukee Board of School Directors Supplemental Early Retirement Plan for Teachers—
This fund is used to account for the accumulation of resources for pension benefit payments for
early retirement plans maintained by the District for qualified teachers.

Agency Fund

The agency fund collects and disburses cash and investments for student organizations and
activities through district schoolsthat act in the capacity of an agent of such funds.
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MILWAUKEE PUBLIC SCHOOLS
Combining Statement of Net Assets—Pension Trust Funds

Assets

Investments
Receivables

Total assets
Liabilities
Liabilities:
Accounts payable
Totd liabilities
Net Assets
Held in trust for supplemental pension benefits

See accompanying independent auditors' report.

June 30, 2004

Milwaukee
Board of
School Milwaukee
Directors Board of
Early School
Retirement Directors
Supplement Supplemental
and Benefit Early
Improvement  Retirement Plan
Plan for Teachers Total
$ 40,947,015 63,139,276 104,086,291
138,612 57,523 196,135
41,085,627 63,196,799 104,282,426
312,376 841,766 1,154,142
312,376 841,766 1,154,142
$ 40,773,251 62,355,033 103,128,284
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MILWAUKEE PUBLIC SCHOOLS

Combining Statement of Changesin Net Assets—Pension Trust Funds
Y ear ended June 30, 2004

Additions:
Employer contributions
Participants contributions
Investment income, net of expenses

Total additions

Deductions:
Benefits paid to participants or beneficiaries
Distribution of participant contribution accounts
Administrative expenses

Total deductions
Changesin net assets
Net assets—beginning
Net assets—ending

See accompanying independent auditors' report.

$

Milwaukee
Board of Milwaukee
School Board of
Directors School
Early Directors
Retirement Supplemental
Supplement Early
and Benefit Retirement
I mprovement Plan
Plan for Teachers Total
3,064,441 13,110,309 16,174,750
4,604 - 41604
4,604,988 8,179,768 12,784,756
7,674,033 21,290,077 28,964,110
3,544,706 9,306,990 12,851,696
416,592 — 416,592
73,176 110,376 183,552
4,034,474 9,417,366 13,451,840
3,639,559 11,872,711 15,512,270
37,133,692 50,482,322 87,616,014
40,773,251 62,355,033 103,128,284
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MILWAUKEE PUBLIC SCHOOLS
Agency Fund
Schedule of Changesin Assets and Liabilities
Y ear ended June 30, 2004

Balance Balance
Assets July 1, 2003 Additions Deductions June 30, 2004
Cash and cash equivalents $ 5,220,840 19,628,182 (19,994,960) 4,854,062
Total assets $ 5,220,840 19,628,182 (19,994,960) 4,854,062
Liabilities

Liabilities:
Due to student organizations $ 5,220,840 19,628,182 (19,994,960) 4,854,062
Total liabilities $ 5,220,840 19,628,182 (19,994,960) 4,854,062

See accompanying independent auditors’ report.
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MILWAUKEE PUBLIC SCHOOLS
Government-wide Expenses by Function
Last Three Fiscal Years
(amounts expressed in thousands)

General
administrative School Interest on
Fiscal Community Pupil and and central Business nutrition long-term
year Instruction services staff services services services services debt Insurance Other Total
2002 $ 589,461 18,606 106,354 103,023 154,804 28,672 1,374 5,148 479 1,007,921
2003 623,386 21,757 128,558 110,764 179,310 29,348 3,920 8,734 1,190 1,106,967
2004 644,448 18,155 105,549 116,816 140,825 31,249 6,250 — 1,433 1,064,725

The District implemented GASB Statement No. 34 on June 30, 2002; accordingly, prior year datais not available.
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MILWAUKEE PUBLIC SCH

OO0LS

Government-wide Revenues

Last Three Fiscal Years

(amounts expressed in thousands)

Federal and
Operating Capital state aid not Interest
Charges grants grants restricted to and
Fiscal for and and Property a specific investment
year services contributions  contributions taxes purpose earnings Miscellaneous Total
2002 9,011 164,573 36,967 175,075 647,950 858 — 1,034,434
2003 8,838 183,306 16,421 181,101 678,954 662 1,263 1,070,545
2004 10,719 183,944 17,706 183,198 698,644 762 89 1,095,062

The District implemented GASB Statement No. 34 on June 30, 2002; accordingly, prior year datais not available.
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MILWAUKEE PUBLIC SCHOOLS

General Governmental Expenditures by Function

Last Three Fiscal Years
(amounts expressed in thousands)

General and
Pupil & school
Fiscal Community staff building Business School Debt
year Instruction services services administration services nutrition service Other Total
2002 $ 562,781 18,312 106,273 82,822 188,826 28,602 4,128 53,253 1,044,997
2003 610,676 21,442 127,129 115,847 216,988 29,210 7,666 1,486 1,130,444
2004 631,558 18,191 106,348 116,969 238,808 31,098 18,088 1,384 1,162,444

The District implemented GASB No. 34 on June 30, 2002; accordingly, prior year datais not available.
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MILWAUKEE PUBLIC SCHOOLS
General Governmental Revenues by Source
Last Three Fiscal Years

(amounts expressed in thousands)

Property Other Interest and
Fiscal tax Lunchroom local State Federal I nter gover nmental Other investment
year levy sales sour ces aid aid aid federal aid earnings Total
2002 $ 174,734 4,231 10,009 678,979 74,779 23,500 68,201 23,500 1,057,933
2003 181,046 4,331 10,531 689,721 80,021 8,660 85,519 662 1,060,491
2004 183,198 4,755 9,221 707,163 84,549 11,334 90,930 1,058 1,092,208

The District implemented GASB No. 34 on June 30, 2002; accordingly, prior year datais not available.
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MILWAUKEE PUBLIC SCHOOLS
Comparative per Capita Cost Statistics
Last Ten Fiscal Years

Cost per
pupil
1994 — 1995 e e $ 7,382
1995 - 1996 oo e 7,556
1996 — 1997 oo e 7,768
1997 — 1998 oo e 8,022
1998 — 1999 e e 8,718
1999 — 2000 oo e 9,036
2000 — 2001 oo e 9,502
2001 — 2002 oo e 10,228
2002 —2003 oo e 11,086
2003 —2004 o e 11,358
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Year

1974
1975
1976
1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
19901
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003

MILWAUKEE PUBLIC SCHOOLS
Assessed and Equalized Valuation—

City of Milwaukee

(in thousands)

The assessed and equalized valuations for the past 30 years are shown below.

Assessed
\{al uation
increase
(decrease)
Assessed over prior Equalized
valuation years valuation
6,173,995 3,380,715 6,254,371
6,213,594 39,599 6,885,391
6,096,761 (116,834) 7,284,706
5,860,570 (236,191) 7,744,959
8,332,979 2,472,409 8,453,477
7,789,446 (543,533) 9,345,784
7,680,434 (109,012) 10,252,337
7,459,893 (220,540) 10,404,727
10,432,662 2,972,769 10,762,198
10,542,257 109,595 10,906,324
11,001,963 459,705 11,025,039
11,076,974 75,011 11,152,473
11,140,003 63,029 11,181,029
11,303,217 163,214 11,709,716
11,865,999 562,782 12,002,681
12,017,462 151,463 12,648,530
12,614,531 597,069 12,808,708
12,701,237 86,706 13,189,084
13,336,770 635,533 13,279,156
13,345,968 9,198 14,047,985
14,029,734 683,766 14,363,706
13,976,649 (53,085) 14,821,109
14,850,607 873,958 15,041,199
14,914,137 63,530 15,511,857
16,072,114 1,157,977 16,228,218
15,773,850 (298,264) 16,701,225
17,582,995 1,809,145 17,344,251
17,699,784 116,789 19,453,830
19,866,255 2,166,471 20,298,387
21,009,517 721,237 21,730,754

* The City of Milwaukee reassessed all real property in 1974 to reflect full valuation. Assessed valuation

approximates actual property value for al classes of property within the City of Milwaukee.

Source:  Assessed valuation is determined by the City of Milwaukee, Assessor’s Office.
Equalized valuation is determined by the State of Wisconsin Department of Revenue. Both the
assessed valuation and the equalized valuation include Tax Incremental Financing Districts.
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MILWAUKEE PUBLIC SCHOOLS
Property Tax Rates and Levies—Direct and Overlapping Government

Last Ten Years
Milwaukee Area Milwaukee
Levy District Board of Metropolitan
for Milwaukee City of Vocational, Technical, County of State of Sewerage
year (C) School Board (A) Milwaukee (B) and Adult Education Milwaukee Wisconsin District Total
TAX RATES PER $1,000 OF ASSESSED VALUE AND PERCENT OF TOTAL
1994 $ 18.59 458 10.93 26.9 2.09 52 559 138 021 0.5 3.16 7.8 40.57 100.0 %
1995 15.46 42.2 10.47 285 2.04 5.6 541 14.7 0.21 0.6 3.07 8.4 36.66 100.0
1996 14.28 405 10.09 28.6 2.10 6.0 574 16.3 021 0.6 2.81 8.0 35.23 100.0
1997 9.97 33.9 9.81 333 2.01 6.8 572 194 0.20 0.7 1.72 5.9 2943 100.0
1998 9.02 31.6 9.47 33.2 211 7.4 5.96 20.9 021 0.7 177 6.2 28.54 100.0
1999 9.44 334 9.20 325 2.01 7.1 572 20.2 0.20 0.7 1.72 6.1 28.29 100.0
2000 8.95 31.9 9.12 325 2.16 7.7 5.82 20.7 021 0.8 1.80 6.4 28.06 100.0
2001 8.81 315 9.86 35.2 2.00 7.1 5.46 195 0.20 0.7 1.68 6.0 28.01 100.0
2002 9.11 30.8 10.22 34.6 2.23 7.6 591 20.0 0.22 0.7 187 6.3 29.56 100.0
2003 8.55 314 9.51 34.9 2.05 75 5.20 19.1 0.20 0.7 1.74 6.4 27.25 100.0
TAX LEVIES (IN THOUSANDS)
1994 $ 242,620 142,794 27,307 72,965 2,810 41,234 529,730
1995 238,537 144,049 28,081 74,326 2,873 42,191 530,057
1996 221,958 138,750 28,967 78,897 2,964 38,654 510,190
1997 181,336 143,061 29,388 83,308 3,008 25,110 465,211
1998 167,446 139,417 31,020 87,779 3,102 26,039 454,803
1999 181,736 145,555 31,847 90,387 3,246 27,152 479,923
2000 169,562 141,279 33,455 90,017 3,340 27,876 465,529
2001 180,874 169,678 34,437 93,946 3,469 28,876 511,280
2002 186,228 176,579 38,499 102,173 3,891 32,287 539,657
2003 193,636 184,682 39,808 100,841 4,060 33,722 556,749
(A) Includes allocation of debt service requirement on debt incurred for schools, initially included in the tax levy by the city of Milwaukee ($0.64 in 2003).

(B)
©

Source; City of Milwaukee, Assessor’s Office.

Excludes allocation of debt service requirement on debt incurred for schools, initially included in the tax levy of the city of Milwaukee ($0.64 in 2003).
Tax rates were constructed considering the provision of the tax incremental district law. The application of these rates to the applicable assessed vaues will provide a tax yield higher

than the levy requirements.
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Y ear

1994
1995
1996
1997
1998
1999
2000
2001
2002
2003

Y ear

MILWAUKEE PUBLIC SCHOOLS
Tax Rates for School Purposes

1994
1995
1996
1997
1998
1999
2000
2001
2002
2003

Last Ten Years
(per $1,000 of Assessed Value)
School
Operations Construction Extension Total
17.68 0.56 0.35 18.59
14.53 0.57 0.36 15.46
13.44 0.51 0.33 14.28
9.23 0.44 0.30 9.97
8.32 0.40 0.30 9.02
8.61 0.48 0.35 9.44
8.14 0.49 0.32 8.95
8.00 0.52 0.29 8.81
8.19 0.52 0.40 9.11
7.64 0.54 0.37 8.55
Tax Leviesfor School Purposes
Last Ten Years
School
Operations Construction Extension Total
220,610,916 7,700,000 4,771,837 233,082,753
202,936,592 7,700,000 4,996,113 215,632,705
161,804,737 7,700,000 5,333,642 174,838,379
146,410,265 7,700,000 5,452,011 159,562,276
160,074,588 7,700,000 5,718,371 173,492,959
146,513,018 8,123,121 5,924,868 160,561,007
154,374,123 9,273,404 6,073,405 169,720,932
158,610,459 10,328,700 5,795,434 174,734,593
162,696,867 10,346,829 8,002,455 181,046,151
163,554,998 11,640,984 8,002,455 183,198,437
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MILWAUKEE PUBLIC SCHOOLS

Computation of Direct and Overlapping Debt—
City of Milwaukee

December 31, 2003

(in thousands)

Per centage City of
applicableto Milwaukee's
Net debt City of share of
Name of gover nmental unit outstanding Milwaukee debt
Direct debt:
City of Milwaukee (A) $ 624,717 100.00% $ 624,717
Overlapping debt:
Milwaukee Area Technical College District Board 75,069 37.35 28,038
County of Milwaukee 473,237 45.86 217,026
Milwaukee Metropolitan Sewerage Area (B) 660,036 46.97 310,019
Tota overlapping debt 555,083
Total district and overlapping debt $ 1,179,800

(A) Excludes $79,525 of Industrial Revenue Bonds. Includes debt incurred to finance Milwaukee School Board construction.
(B) Includes $343,476 low interest loans from the State of Wisconsin Clean Water Fund, supported by the full faith and credit of
the Milwaukee Metropolitan Sewerage District.
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1968 — 1969
1969 - 1970
1970-1971
1971-1972
1972 -1973
1973 -1974
1974 - 1975
1975-1976
1976 — 1977
1977 -1978
1978 - 1979
1979 - 1980
1980 — 1981
1981 — 1982
1982 — 1983
1983 - 1984
1984 — 1985
1985 — 1986
1986 — 1987
1987 — 1988
1988 — 1989
1989 — 1990
1990 — 1991
1991 — 1992
1992 — 1993
1993 — 1994
1994 — 1995
1995 — 1996
1996 — 1997
1997 — 1998
1998 — 1999
1999 — 2000
2000 — 2001
2001 — 2002
2002 — 2003
2003 — 2004

(@) Including principals

MILWAUKEE PUBLIC SCHOOLS

School Accommodations
Last Thirty-six Years

Average
Number school
Instructional of school year daily
staff (a) buildings member ship
5,276 156 122,526
5,316 156 123,699
5,556 157 124,783
5,811 158 123,365
5,825 160 123,432
5,772 160 118,283
5,915 164 113,291
6,182 163 108,300
6,083 161 105,581
5,974 156 96,618
5,836 151 91,929
5,679 150 87,679
5,313 150 84,379
5,167 150 82,632
5,019 150 82,353
5,026 144 82,667
5,126 143 84,443
5,380 145 86,836
5,474 144 87,283
5,581 145 87,949
5,675 146 89,675
5,791 146 90,595
5,920 149 90,487
6,872 154 91,071
6,811 156 94,694
6,817 155 96,496
6,816 155 98,312
6,682 154 99,278
6,785 154 101,622
7,005 157 102,914
7,187 157 102,097
7,114 157 100,682
7,128 158 99,332
7,154 164 99,302
7,137 164 99,054
7,266 168 98,323

(b) Kindergarten 1/2 day membership converted to full day equivalents.
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MILWAUKEE PUBLIC SCHOOLS
Number and Distribution of Instructional Staff
Last Ten Fiscal Years

1994 — 1995 — 1996 — 1997 — 1998 — 1999 — 2000 — 2001 - 2002 - 2003 —
Classifications 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004
Senior high and middle schools:
Principals 37 37 37 37 37 37 37 38 36 38
Assistant principals 105 117 118 120 119 111 116 113 111 108
Teachers 2,453 2,473 2,434 2,456 2,491 2,425 2,320 2,291 2,352 2,409
Total 2,595 2,627 2,589 2,613 2,647 2,573 2,473 2,442 2,499 2,555
Elementary schools:
Principals 111 112 113 113 115 107 120 117 108 107
Assistant principals 64 73 77 81 85 79 86 84 70 71
Teachers 3,235 3,202 3,310 3,381 3,544 3,599 3,705 3,762 3,736 3,750
Total 3,410 3,387 3,500 3,575 3,744 3,785 3911 3,963 3914 3,928
Specia schools and classes:
Principals 4 5 3 3 3 1 1 1 1 2
Assistant principals 6 4 2 2 2 2 2 2 2 3
Teachers 801 659 691 812 791 753 741 746 721 778
Total 811 668 696 817 796 756 744 749 724 783
Summary:
Principals 152 154 153 153 155 145 158 156 145 147
Assistant principals 175 194 197 203 206 192 204 199 183 182
Teachers 6,489 6,334 6,435 6,649 6,826 6,777 6,766 6,799 6,809 6,937
Tota 6,816 6,682 6,785 7,005 7,187 7,114 7,128 7,154 7,137 7,266
Superintendent, deputy and
assistant superintendent,
department directors and
assistants, guidance and
psychological counselors,
librarians, and supervisors 587 790 711 747 763 766 708 735 674 665
Grand total 7,403 7,472 7,496 7,752 7,950 7,880 7,836 7,889 7,811 7,931
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MILWAUKEE PUBLIC SCHOOLS
Comparative Statement of Annual School Census

Children Between 4 and 19 Y ears of Age
Residing in the City of Milwaukee

Increase or Increase or Increase or
Total (decrease) (decrease) (decrease) Attending Attending Total Per cent

Fiscal number of over over over public private attending attending
year children prior year Males prior year Females prior year schools schools schools schools
1968 201,125 (4,404) 102,844 (2,198) 98,281 (2,206) 129,648 45,997 175,645 87.3%
1969 199,899 (1,226) 102,043 (801) 97,856 (425) 130,622 42,711 173,333 86.7%
1970 197,815 (2,084) 100,734 (1,309) 97,081 (775) 130,617 39,851 170,468 86.2%
1971 193,827 (3,988) 98,569 (2,165) 95,258 (1,823) 130,147 36,978 167,125 86.2%
1972 188,169 (5,658) 95,729 (2,840) 92,440 (2,818) 128,757 33,567 162,324 86.3%
1973 179,821 (8,348) 91,643 (4,086) 88,178 (4,262) 124,370 30,840 155,210 86.3%
1974 172,258 (7,563) 87,713 (3,930) 84,545 (3,633) 118,890 27,974 146,864 85.3%
1975 167,370 (4,888) 85,316 (2,397) 82,054 (2,491) 115,758 27,437 143,195 85.6%
1976 161,099 (6,271) 81,963 (3,353) 79,136 (2,918) 113,336 26,475 139,811 86.8%
1977 152,435 (8,664) 77,734 (4,229) 74,701 (4,435) 104,619 25,078 129,697 85.1%
1978 148,378 (4,057) 75,519 (2,215) 72,859 (1,842) 100,859 26,275 127,134 85.7%
1979 133,507 (14,871) 68,491 (7,028) 65,016 (7,843) 93,296 26,011 119,307 89.4%
1980 133,639 132 68,245 (246) 65,394 378 91,069 25,436 116,505 87.2%
1981 130,215 (3,424) 66,550 (1,695) 63,665 (1,729) 82,520 31,238 113,758 87.4%
1982 131,748 1,533 67,085 535 64,663 998 80,683 29,623 110,306 83.7%
1983 134,734 2,986 68,642 1,557 66,092 1,429 83,148 31,149 114,297 84.8%
1984 140,729 5,995 71,689 3,047 69,040 2,948 87,243 31,601 118,844 84.4%
1985 147,347 6,618 75,066 3,377 72,281 3,241 93,406 31,464 124,870 84.7%
1986 148,768 1421 75,391 325 73,377 1,096 96,520 30,961 127,481 85.7%
1987 145,593 (3,175) 73,844 (1,547) 71,749 (1,628) 94,744 30,997 125,741 86.4%
1988 148,416 2,823 75,196 1,352 73,220 1471 98,438 31,140 129,578 87.3%
1989 150,714 2,298 76,520 1,324 74,194 974 99,988 29,988 129,976 86.2%
1990 150,723 9 76,382 (138) 74,341 147 99,079 29,346 128,425 85.2%
1991 128,540 (22,183) 65,230 (11,152) 63,310 (11,031) 86,407 27,012 113,419 88.2%
1992 144,452 15,912 73,180 7,950 71,272 7,962 100,017 28,346 128,363 88.9%
1993 145,499 1,047 73,772 592 71,727 455 100,728 27,956 128,684 88.4%
1994 149,545 4,046 75,893 2,121 73,652 1,925 103,452 28,196 131,648 88.0%
1995 151,541 1,996 76,471 578 75,070 1,418 106,886 27,816 134,702 88.8%
1996 151,710 169 76,778 307 74,932 (138) 106,910 27,931 134,841 88.9%
1997 151,027 (683) 76,429 (349) 74,598 (334) 107,121 27,455 134,576 89.1%
1998 153,227 2,200 77,533 1,104 75,694 1,096 108,786 27,723 136,509 89.1%
1999 154,328 1,101 78,141 608 76,187 493 111,712 27,207 138,919 90.0%
2000 154,977 649 78,599 458 76,378 191 110,397 28,342 138,739 89.5%
2001 150,256 (4,721) 76,048 (2,551) 74,208 (2,170) 107,905 26,479 134,384 89.4%
2002 149,992 (264) 76,142 94 73,850 (358) 109,852 25,066 134,918 90.0%
2003 162,011 12,019 82,187 6,045 79,824 5,974 122,631 23,760 146,391 90.4%
2004 164,641 2,630 83,399 1,212 81,242 1,418 128,862 21,829 150,691 91.5%

* Data collection method was not consistent with prior years and may not have produced accurate data.
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MILWAUKEE PUBLIC SCHOOLS

Annual Enumeration of Children Residing

in the City of Milwaukee

As of June 30, 2004

Attended Did
Attended parochial not
public or private attend
Males Females Total school school school
1,005 970 1,975 0 0 1,975
1,904 1,719 3,623 0 0 3,623
2,458 2,295 4,753 0 0 4,753
3,678 3,475 7,153 790 82 6,281
Total 0—-3 9,045 8,459 17,504 790 82 16,632
4,466 4,299 8,765 3,104 290 5,371
5,140 4,949 10,089 6,736 590 2,763
5,191 5,029 10,220 8,128 896 1,196
5,000 4,875 9,875 8,111 1,105 659
5,106 4,910 10,016 8,301 1,363 352
5,291 5,064 10,355 8,618 1,544 193
5,237 5117 10,354 8,759 1,503 92
5,333 5,332 10,665 9,041 1,569 55
5,411 5,229 10,640 8,998 1,601 41
5,388 5,262 10,650 9,048 1,558 a4
5,414 5,265 10,679 9,091 1,527 61
5,148 4,965 10,113 8,819 1,228 66
4,956 4,712 9,668 8,445 1,139 84
4,852 4,691 9,543 8,248 1,118 177
4,920 4,751 9,671 7,541 1,410 720
6,546 6,792 13,338 7,874 3,388 2,076
Total 4—19 83,399 81,242 164,641 128,862 21,829 13,950
Grand total 92,444 89,701 182,145 129,652 21,911 30,582
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MILWAUKEE PUBLIC SCHOOLS

Population and Pupils
Residing in the City of Milwaukee

Last Ten Fiscal Years

1994- 1995- 1996- 1997- 1998- 1999- 2000- 2001- 2002- 2003-
1995 1996 1997 1998 1999 2000 2001 2002 2003 2004
Total number of school
age children according
to city-wide child census 151,541 151,710 151,027 153,227 154,328 154,977 150,256 149,992 162,011 164,641
Enrollment for state aid:*
Third Friday 100,652 101,060 103,507 106,337 104,249 103,660 101,744 101,618 101,715 102,033
Summer school 221 240 255 196 1516 1,819 1,585 1,113 964 333
Tota 100,873 101,300 103,762 106,533 105,765 105,479 103,329 102,731 102,679 102,366
Average number enrolled:
Senior high 24,202 25,514 25,618 25,851 25,433 26,009 25,157 25,389 26,766 28,003
Junior high/middle 14,327 14,273 21,863 21,992 21,860 22,039 22,841 23,974 23,670 23,432
Elementary 63,346 65,182 58,320 58,866 58,375 57,567 55,571 53,940 52,683 51,699
Tota 101,875 104,969 105,801 106,709 105,668 105,615 103,569 103,303 103,119 103,134
Average number attending:
Senior high 18,394 19,084 19,188 19,758 19,382 20,463 19,396 19,727 20,936 22,251
Junior high/middle 12,221 12,275 18,758 18,746 18,603 19,168 19,848 20,927 20,843 20,968
Elementary 57,898 60,228 53,888 54,510 53,848 53,880 51,846 50,240 48,858 48,078
Tota 88,513 91,587 91,834 93,014 91,833 93,511 91,090 90,894 90,637 91,297

* Non-resident and choice students not included.
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MILWAUKEE PUBLIC SCHOOLS

Construction, Bank Deposits, and Property Value—
City of Milwaukee

Last Ten Years
(in thousands)

Commercial construction Residential construction Real property value
Calendar Number of Number of Bank Equalized
year permits Value units Value deposits (A) Commercial Resdential Nontaxable
1994 68 $ 43,548 203 $ 11,796 11,819,678 5,175,813 7,521,850 3,599,941
1995 71 39,983 390 20,776 13,013,020 5,268,072 7,911,127 3,448,884
1996 77 37,780 183 12,122 16,205,221 5,388,417 8,246,386 3,497,462
1997 86 161,479 345 27,512 17,921,013 5,409,709 8,501,628 3,525,520
1998 79 68,042 589 45,257 20,832,537 5,475,827 8,859,451 3,566,982
1999 95 128,344 203 20,442 15,975,126 6,221,962 9,683,606 3,456,294
2000 88 99,968 352 35,184 17,926,606 6,241,899 10,187,868 3,384,708
2001 99 106,537 542 99,106 23,185,907 7,011,654 11,364,344 3,422,534
2002 89 87,778 697 72,252 20,513,650 7,221,024 12,179,233 3,368,493
2003 96 61,825 825 111,861 22,674,292 7,614,584 13,236,433 3,400,762

(A) Firstar Bank—M ilwaukee was purchased by Firstar Bank—Cincinnati in October, 1999 and is no longer included.

Sources.  Construction data from the City of Milwaukee Department of Neighborhood Services. Bank deposits at year-end, as reported to U.S. Federal Reserve,
Chicago. Equalized property value is determined by the state of Wisconsin. Nontaxable property value is estimated by the city of Milwaukee Assessor’s Office.
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MILWAUKEE PUBLIC SCHOOLS

Principal Taxpayers—
City of Milwaukee

December 31, 2003
(in thousands)

Per centage
2003 of Total
assessed assessed
Taxpayer Type of business valuation valuation
First Security Bank Banking 214,255 102 %
Northwestern Mutual Life

Insurance Company Insurance 166,927 0.79
Teachers Insurance & Annuity/

TIAA Redlty Real estate 106,282 0.51
Towne Realty Real estate 91,282 0.43
M&I Marshall & llsley Bank/

Metavante Corp. Banking 78,295 0.37
Marcus Corporation Hotel s/motel Srestaurants 73,879 0.35
Great LakesREIT LP Real estate 64,633 0.31
Miller Brewing Brewery 71,369 0.34
Metropolitan Associates Readl estate 72,949 0.35
Allen Bradley Company Electric motors, electronic

components, control division
100 E. Wisconsin Joint Venture Real estate 56,347 0.27
Total 996,218 474 %

Source: City of Milwaukee, Assessor’s Office
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