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Executive summary

Increasing pressure on both revenues and expenditures will likely
lead to significant financial challenges for some districts

In order to improve student outcomes while combating financial
pressures, districts need a range of strategies addressing both
non-instructional and instructional spending

In our experience, districts can realize massive savings from their
total budget while maintaining service levels — these funds can be
reinvested in effective instructional programs and reforms

In order to capture this opportunity without negatively impacting
service levels, districts must quickly develop a detailed fact based
understanding of the opportunity and then develop and
implement reform plans
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* Increases pressure

0 Forces impacting school spending

* Decreases pressure

Revenues Expenditures
100 100
Federal 9 l Increasing federal Financial pressure
investment Non- , on vendors
instructional ~20 Poor historical
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Declining State P 1 management
revenue
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o Benefits ~20 costs, historical under-
Declining student funding
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= Competition instructional ~10 T Pressure to
from charters goods and implement
= Local services instructional reforms
demographics to drive improvement
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In our experience, these trends may play

out very differently at the local level

Source: National Center for Education Statistics McKinsey & Company | 3



9 There are 8 key levers to drive cost savings

AND improved effectiveness

Operational transformation framework

1. Instructional = Teachers
staff, * Principals
programs * Teacher training/support
and services * Guidance counselors

2. Procured 3. Benefits
instructional goods
and services

= SES = Active

* Technical employee
assistance and benefits
J consulting " Pensions
* Textbooks = OPEB

4. Non-instructional = Transportation
operations * Food services

* Maintenance

= Custodial

= Security

* Administration

SOURCE: McKinsey

NON-EXHAUSTIVE

8 key levers

Strategic sourcing

* Vendor management and
negotiation

* Demand management

2 Transportation optimization
3 Lean operations and efficiency

4 Benefit program redesign

Central Office efficiency and
effectiveness

6 Efficient use of facilities

7 Performance management

Instructional program efficiency
and effectiveness
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e Massive opportunity exists to cut costs and improve BASED ON
effectiveness FIRM EXPERIENCE

1. Instructional programs and services | Focus onimproved effectiveness and outcomes

* Track performance

* Where possible, redeploy resources to effective
programs, strategies and functions

* Continuous improvement

2. Procured 3. Benefits
instructional
goods and 15-30%
services savings on spend 5-30% savings

for textbooks and on benefit

instructional spend
goods

4. Non-instructional Typical school district savings
operations Percent of spend
25-30

20-25
1020 1015 549 510 510 510

Maint- Trans- Food General Utilities IT  Security Other
enance portation Service supplies
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eTransportation case example — Identifying savings SANITIZED CLIENT

EXAMPLE

Benchmarking of current vendor costs

(Internal benchmarking) Network optimization

Cost by Vendor FYQ9 - Regular Routes, 5-10 Miles Vehicle Utilization

$/Mile Number of Routes
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e— | average would save 11%; to in bus routes with low bug
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8.94 828 828 246 288
: : 158
B 7756 73 0o
_—
| F E B J C H D 0-20% 20-35% 35-60% 60-80% 80-100%

Clean sheet analysis ~20% savings
(Based on private sector comparisons) opportunity

Estimated bus costs

Routing optimization
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@ Proven 5-step process for identifying and capturing savings

1. Benchmark to
identify
opportunity

= Benchmark
elements of the
budget and
operations
against
— Other districts
— Other public

sector

— Private sector

SOURCE: McKinsey

2. Build a
factbase

Understand

each category

in detail

including

— Supply
market

— Trends

— Variations
across
schools

Understand

constraints

— Regulations

— Labor
agreements

— Funding

3. ldentify
potential
levers

= Develop

hypotheses

= Conduct

analysis to test
hypothesis
— Site visits
and
observations
— Clean sheet
— Vendor
comparisons
— Interviews
— Process
maps

4. Develop a

savings and

effectiveness
strategy

* For procured
goods and
services,
develop RFPs,
contact
vendors and
plan
negotiations

= Develop imple-
mentation and
change
management
plans

5. Implement
the plan

= Develop
dedicated
capacity to
manage
implementation
and monitor
impact
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@ Our core beliefs on capturing the savings

1 |[dentifying savings and redeploying funds should be considered an integral part of
the overall reform agenda: sustained instructional improvement requires schools to
spend more of their available resources in the classroom, and to support
classroom efforts with the most efficient supporting infrastructure they can

Maintaining and improving service levels must be as high a priority as cutting costs
and they are not mutually exclusive

Operational efficiency cannot be delegated. These efforts must have leadership
attention at the district and building level

Change must be urgent. Long, drawn-out programs are far less likely to succeed
than fast, focused efforts.

Education agencies need to identify and allocate capacity to drive the change. The
cost of a small, dedicated, highly effective team will be far outweighed by the
identified savings

Capturing and sustaining change will require a change in mindset as much as the
right approach and plan — this mindset must include a relentless and daily focus on
identifying and capturing potential opportunity
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