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A la sk a S ta te le g isla tu r e

Representative Peggy Wilson
Putting Alaska's Families First

SPONSOR STATEMENT

HB 203

“An Act making an appropriation to the Legislative Council for
a study of school district cost factors; and providing for an effective date.

Alaska has a constitutional obligation to provide a full education for all students. The
challenge inherent in this mission is to account for diverse geographic, cultural and
economic conditions.

The formula currently employed, while well-intentioned, has unintentional consequences.
A design error, which tracked expenses as opposed to actual costs of doing business in each
school district, has resulted in flawed district cost factors. Failure to precisely measure
differential costs across the state has resulted in inequitable funding.

What is the cost of providing an education in each school district as it relates to Anchorage
as a base? What are the exact costs of electronic communications in Yakulat? What is the
specific cost of fuel in Dillingham? What are the property insurance rales in Tok? What
does it cost to get a school fire code inspector to Angoon?

HB 203 will provide factual answers to these questions. HB 203 proposes an independent
study of school cost differentials to be contracted by the Legislative Council at the cost of
5350,000.

Contact Representative Peggy Wilson

3/23/01

Junoau: Slalo Capitol. Rm. 409 ¢ Junoau, AK 99801-1121 « prt: (907) 465-382*1 » ra*. (907) 465-3175
Wrangell LIO: PO Box 109 + Wangell, AK 99929 « ph:(907)874-3088 ¢ Tax (907) 874-39%55
Petersburg LIO: ph:(9071772-3829 « lax (907)772-3779
Sitka LIO ph (907) 747-1665 ¢ /ax: (907) 7475007
Representative Peggy WIson@Legis state ak us » hitp iAvem akropublicansorg *  1-800-686-3824
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14  districts;
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(4) may consider information from state, federal, or private sources to
document cost differentia\ls betwe;en :iigtricts; and
(5) .may be completed by contract.
* Sec. 2. LEGISLATIVE COUNCIL. The sum of $350,000 is appropriated from the
general fund to the Legislative Council for a study of school district cost factors for the fiscal
year ending June 30, 2002.

* Sec. 3. This Act takes effect July 1, 2001.
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Statementofthe Situation

In early 1998, the McDowell Group prepared die Alaska School Operating Cost Study
for the State of Alaska Legislative Budget and Audit Committee. The purpose of the
study was to determine adjustment factors that compensate for the impact of school
size ‘and geographical location on school operating costs. These factors were
incorporated Into the Public School Funding Formula.

It is important to stress that this study dealt with only one piece - operatln%costs - of
a large and complex puzzle termed the School Foundation Formula. It was not
intended to determine the cost of hasic educational (Basic Need), but only how to
allocate a portion of Basic Need (i.e., certain school operating costs) as denned by
legislative appropriation. Also, Basic Need is only a starting point for public school
funding; many adjustments are made for local contributions, federal impact aid
special needs, and other factors. Since the report was published, additiona
legislation has been enacted which has "adjusted™ the District Cost Factors; all of
these adjustments have heen determined outside of the study analysis.

In our report, we cautioned the Committee that this was an important step, but only
a first step in the process of transfo_rmlng the funding process into one that has a
scientific and empirical basis. Previous to 1998, District Cost Factors were based
primarily on outdated (1985) hour ahold market basket costs unrelated to the cost of
operating schools. A major advance of the Alaska School Operating Cost Study was,
for the first time since statehood, to base District Cost Factors on what it cost to
actually operate schools. The priority focus of the stud){ effort was placed on the
most significant port of opera mg costs, namely school Tevel or instructional costs
accounting for at least 70% of the fotal. The second major advance was to base school
level (instructional) costs on standards for staffing schools of various sizes. The
result was a sound defensible means of allocating instructional costs consistent from
district to district that allows for updating based on changes inADM.

However, such a standard was not possible for district level costs and the solution
was an imperfect one that now prevents updatlnlg_ of the district level cost
component of the DCF. Instead of a uniform standard like that calculated for school
size, districts were simply allocated district level costs based on each district’s actual
expenditures per student in FY 1996, the most recent year available at the time of the
study. As a result of this acknowledge shortcomln_%, we recommended that the
Committee implement a transition period to evaluate it adjustments are needed, and
put further work into understanding the non-personnel ‘and administrative costs,
research that eventually could lead to standards for district level costs.

The Alaska Department of Education and Early Development is now in the process
of recalculating the cost factors using 1999 data. Several issues and concerns about
the District Cost Factors have emerged in this work. The”McDowell Group views this
situation as an excellent opportunity to review the assumptions, strengths and

limitations of our earlier stuay.

Alaska SchoolOpening Cost Stud | Grow. e .9
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Recommendations for Further W ork

The 1998 McDowell Study put significant analysis into school level (instructional)
costs, which comprise the major percentage of school operating costs. This analysis
produced amethodology thatcan be updated yearly with the assurance of providing
meaningful allocations.

As stated in the 1998 report, the State of Alaska should continue to improve its
Public School Funding Formula and engage a similar quantitative effort into district
level costs. Though the magnitude of these costs iswell below instructional costs,
they comprise a value that is certainly significant and can impact many districts,
especially those on the margin of adequate funding. Data collection and
standardisation has apparently improved to the point that such a study will produce

meaningful results.

Updating the District Cost Factors using the current methodology with 1999 data
will result inmore questions than answers. We recommend that tne current DCF"s
be maintained and the Department's efforts be placed in re-examining the~

methodology.

There are two primary approaches to an analysis of district level costs. The firstisa
study similar to the one in 1998 that seeks to understand the reasons for why these
costs vary by school size and location. For these types of indirect costs, a typical
study would be to determine -major cost pools and identify unique drivers for the
pools. A private industry approach to understanding indirect costs is to develop
cost pools based on distinct activities, hence the name activity-based costing (or
ABC). The ABC approach has hecome quite popular in the public sector as well, as it
can lead to the creation of standards that can be used tomonitor and control indirect

costs.

The second approach isa rate-setting approach. Indirect costwould be examined to
the extent that expenditure goals could be developed. A funding methodology
could then be devised to provide incentives to school districts for achieving these
goals. This approach requires a more clearly defined public policy component than

the activity-based approach.

In dosing, the McDowell Group offers a two-step recommendation. The first is to
assemble a preliminary study team comprised of Alaska education experts with a
mix of rural and urban school district operations experience. This study team would
determine and examine critical issues and develop project objectives. The second
step is to design an on-going cost research program that spedfies data that will
properly account for regional and school size differences in district level and

administrative costs.

» 122 School Operating Cost Study 16 McDowell Group, Inc. Page « 6
Review of Calculated Cost Factors



;Public School Funding Formula

study methodology shows that those schools with correspondence students have an
elevated cost factor. For example, Galena's cost factor is set in statute at 1.348 but
using the cost study methodology with FY99 correspondence dollars assigns Galena
a cost factor of 6.631. The increases the methodology calculates for districts with
correspondence students are not warranted by increased costs. Additionally,
because the- formula simply divides each district's average basic need per student by
the statewide average basic need per student, the impacts affecting districts wjth

corxccpondence studies are also carried into the statewide average.

by using a calculation based on adjusted average daily attendance and average basic
need to calculate cost factors any imperfections in the adjustment to average daily
attendance or in the detennin’jtion of basic need, are incorporated into district cost
factors.  Further, without identifying the underlying elements of true cost

differences there is not a process to evaluate outcomes.

Conclusion
The 1998 Alaska School Operating Cost Study reported that compensating districts

for actual district costs incurred was an unsatisfactory long-term solution; Based on
our review of the methodology, and the outcome of calculatior is using FY99 data, we

agree with the study's conclusion that the current methodology is unsatisfactory.

We recommend that a request-for-proposal be developed that requires identification
of the underlying elements affecting school costs and determines a methodology for
measuring those underlying elements. This will improve our cost factor
methodology from that of compensating districts for current basic need to an

improved method of allocating funding based on differences in applicable costs.

Public School Funding Formula 5 January 15,2001
District Cost Factors °



Public School Funding Formula

Consideration should be given to the elements that contribute to costs in school
districts. The investigation should evaluate whether the previously studied
elements of travel/ supplies/ utilities/ insurance/ and communication correctly
identify cost elements in districts, or whether other items should be added, or if
different factors driving school district costs are applicable. Once the underlying

elements are identified, a measurement tool applicable to each element should be

identified.

The results obtained from recalculating cost factors using FY99 data under the 1998
cost study methodology do not provide a basis to recommend changes to existing
cost factors because the formula does not adequately evaluate for cost differences in
district level costs and the methodology does not adequately account for changes in

the foundation formula after SB 36.

Recommendation
The department recommends that ciistrict cost factors remain at their current levels

as designated in statute under AS 14.17.460 because there is not any empirical data
to support changing the district cost factors at this time. The department also
recommends that a new district cost model be developed to properly account for

cost differences between districts on an ongoing basis.

re

Public School Funding Formula 6 January 15,2001
District Cost Factors ,



ok TN, as- k

V'e o

IV.Conclusion - Continuous Improvement

* Alaska adooted th »Quality Schools Initiative with the unde_rstandin%r that ALL
childrencanreach hl%he_r standards. Furthermore# the Quality Schools Initiative

promises thatno child will be leftbehind. This indeed isanenormous

undertaking and is the first time the State of Alaska has made such a promise to

all children.

That promise means every child will read, write and do math at higher levels
than ever before. It means schools and parents will no longer let children move
through the %gades without gaining essential skills along the way. It means more
children will' have a bright future and will become good citizens.

It means Alaska's policy makers need to follow through and provide the support
and necessary resources that teachers and schools need in order for Alaska to

make good on its promise to youth

Members of the task force recognized from the outset the challenge in estimating
the funds needed to educate all Alaska students to high standrjrds. In

structuring the assignment for the task force, members relied on the cu»fof the
Department of Education &Early Development to provide extensive b ackground
information. Issues related toprior statutory amendments to the foundation
formula, cost-of-doing-business in relationship to annual allocations of funds
through the formula, analyses of district expenditures of funds, and individual
and professional experiences all played a significant role in the formulation cf

the recommendations.

Task force members extensively examined the recent report entitled Alaska's
Public School Funding Formula: A Report to the Alaska State Legislature. In

reviewing the report, the task force _
* agreed that districts had lost purchasing power; _
» concluded that a new metho _ology needs to be determined to more
precisely fund the cost-of-doing-business in each Alaska community;

and
. recoginized that the foundation formula's funding floor reduction

should be susi)ended until anew district cost factor study is conducted

and fully implemented.

Fromthe Education Funding ThskForat
* Ftbrvsry 1,2001
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5 14.17.450 E ducation, Libraehs, and M useums 312

Sec. 14.17.450. School size factor, (a) For purposes ofcalculator a school'sADM to
determine state aid, the ADM of each school ina district shall be computed by applying

the following formula: -)-o
If the stu enﬁcount The adjusted student count is
In a school 1s
Multipli The number of
At least But less than Base ultiplier ¢ numb %n
EXCESS 0
39.6
%8 %8 39.6 + 1.62 X 20
30 75 55.8 + 1.49 X 30
75 150 122.85 + 1.27 X 75
150 250 218.1 + 1.08 X 15
250 400 326.1 + 0.97 X 250
400 750 471.6 + 0.92 X 400
750 oi over 793.6 + 0.84 X 750).

Co) Ifthe ADM ina school is less than 10, those students shall be included inthe ADM
of the school in that district with the lowest ADM as determined by the most recent
student count data for that district. (5 2 ch 83 SLA 1998) .

Sec. 34.17.460. District cost factors, (a) For purposes of calculating a district's
adjusted ADM under AS 14.17.410(bXI), the district cost factor for a school district is as

ol lows;
B'HﬁICT DISTRICTCOlstglACTOR
Alaska Gatewa :
Aleutians Eas_ty 1.423 -
Aleutians Region 1.736
Alyeska Central School * 1.000
Anchora?e 1.000
Annetto [sland 1.011
Be_rlni Strait 1525 =
Bristol Bay 1.262
Chatham 1.120 .
Coptt R i
opper River :
i %
rai .
DeIta?/Greer 1.106
Denali 1.313
Dillinghan L e oL . . 1254
Fairbanks o , e nm 1.039.'-
Galena . o « _ 1.349"
Hainegs S f- , - 1.008 i
Hoonah 2 v 1055,
Hydaburg  =” 108
lditarod J< ‘- _ 1.470(
Juneau 1.005
Kake : 1.026 t
Kashunamiut®;.re .. .0 % Xo  mrest i - 1389/0
Kenai Peninsula 1.004t%
Ketchikan-.- = - ' u:;, *e-  1.000

Klawock 1.017V
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Kodiak Island . :1.093-
Kuflpuk- ; 1,434;
Lake and Peninsula . 1.558
Lower Kuakokwim- ‘. 1.491;
Lower Yukon 1.438
Matanuska-Susitna C 1.010,
Mt Edgecombe . 1.000 . .
Nenana 1.210
Nome : 1,319
North Slope 1.504
Northwest Arctic .. 1549
Pelican : 1.290
Petersburg 1.000
Pribilof 1.419
Sitka . .. 1000
Skagway . .13
Southeast Island : ’ 1.124
Southwest Region ‘ : 1*423

St Mary's

Tanana : ' y 1*496
Unalaska T ' 245
Valdez 095
Wrangell * * focfies : 1000 °
Yakutat . 1.046
Yukon Flats 1.668 .
Yukon/Koyukuk i L] - 1502 -
Yupiit * 1.469

b) The department shall monitor the cost factors established under (a) of this section
and shall prepare and submit to the Iegéslature %yJanuary 15 of every other fiscal year,
SLA 199) AN

proposed district, cost factors. (5 2 ch
ko> BN r:% e
Croaa reference*. — For transitional provisions quired under (b), *ee 5 41, ch. S3, SLA 1998 in the
relating to initie] proposed district cost factors re- 1998 Temporary and SpecialAds.

Sec. 14.17.470. Base student allocation. The base student allocation is $3,940. (5 2
Ch83SLA1 9 9 8 ) v. ;Vj- jr:

Sec. 14.17.480. Quality school funding, (a) As a component of public.school
fu_ndl_ng, adistrict is eligible to receive, a quality school fundlnP rant not to exceed the
"Istriers adjusted ADM multiplied by $16. The department shall by regulation establish
=grant process to implement this;section.  *-.\ _ _

%b For purposes of the reduction required under AS 14.17.400§b), funding authorized
un er[\ag of this section is treated the same as the state share of public school funding
tender AS 14.17.410. (4 2 ch 83 SLA 1998) w *

A 8ec. 14.17.490; Public school funding adjustments, (al Except M prowded_.m"b?
(<« of thila section, if, infiscal year 1999, a dty or borough school district orVregiona
Questional attendance area would receive less public school fundingunderAS 1411*7.410
Im*u the district or area would have received "as state aid, the district’or area is?ineach
.y Q year, eligible to receive additional public school funding equal to"the differerioB
=tween the public school funding the districtor area was eligible to receive under AS
JF17.410 infiscal year 1999 and the state aid the district or area would have*received in

MO year 1999.'L \r F r ni =

A dty or horough school district is not eligible for additional funding authorized
(a) of this section unless, during the fiscal year, in which tho districtIreceives

1.351°





