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OFFICIAL BUSINESS

o e n a t t e

O ffice  o f die Secretary

STATE CAPITOL. ROOM 213 
'UNEAU, ALASKA 99601-1182 

(907) 465-3701 
FAX: 465-2832 

EMAIL- senatf ..secretary Oiflgis r.taloak us

FOR YOUR IM M E D IA TE  A TTE N TIO N  

DATE: May 14, 2002

TO: Finance Committee
(Mindy - Room 520)

FROM: Office of the Senate Secretary

SUBJ: Waived Bill(s)

The Chair of the Committee noted above lias waived referral on the following bill(s):

CS FOR HOUSE BILL NO. 182(FIN) am 
"An Act relating to certain vehicles, including motorcycles and trailers; relating to 
the registration, bonding, and other regulation of motor vehicle dealers; relating to 

the registration and other regulation of certain motor vehicle buyers’agents; relating 
to acts and transactions involving vehicles, including trailers, and to the acts and 

practices of certain persons and entities involved in vehicle transactions, including 
trailer transactions; relating to consumer protection for used vehicle buyers; 

amending Rule 3, Alaska Rules of Civil Procedure; and providing for an effective
date."

CS FOR HOUSE BILL NO. 203(FIN)
"An Act making an appropriation to the Legislative Council for a study of school 

district cost factors; and providing for an effective date."

HOUSE BILL NO. 451 am 
"An Act relating to municipal bond reimbursement for school construction; and

providing for an effective date."

Please give the bill file(s) to the page for forwarding to the next Committee of 
referral. Thank you.



A l a s k a  S t a t e  L e g i s l a t u r e

R e p r e s e n t a t i v e  P e g g y  W ilso n  
Putting Alaska's Families First

S P O N S O R  S T A T E M E N T

H B  203

“  A n  A c t  m ak in g  an ap p ro p r ia t io n  to the Leg is la tive  Budge t and A u d it  fo r  
a study o f schoo l d is tr ic t  cost factors; and p ro v id in g  fo r  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 the actual cost of providing an 
education 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 10 Anchorage 
as a base? What arc the exact costs of electronic communications in Yakutat? What is the 
specific cost of fuel in Dillingham? What are the property insurance rates in Tok? What 
does it cost to gel 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 Budget and Audit at the 
cost of $350,000.

Junoau: Stale Capitol, Rm. 409 ♦ Juneau. AK 99801-1121 ♦ ph: (907) 465-3824 • rat; (907) 465-3175 
Wrangell LIO: PO Bat 109 • Wrangell. AK 99929 • ph: (907) 874-3088 • fax: (907) 874-3955 

Petersburg LIO: ph: (907) 772-3829 » fax; (907) 772-3779 
Sltka LIO: ph: (907) 7474665 • fax: (907) 747-5807 

Repfesenlal1ve.Peggy.W1lson@Leg15.sUile ak.us ♦ http://www.akfepublicans.ofg • 1-800-686-3824

Contact Representative Peizcv W ils on

4/27/01

http://www.akfepublicans.ofg


. P u b l i c  S c h o o l  F u n d i n g  F o r m u l a  

D i s t r i c t  C o s t  F a c t o r s  

E D U C A T IO N  .
& EAR1Y DEVELOPMENT

C o n s i d e r a t i o n  s h o u l d  b e  g i v e n  t o  t h e  e l e m e n t s  t h a t  c o n t r i b u t e  t o  c o s t s  i n  s c h o o l  

d i s t r i c t s .  T h e  i n v e s t i g a t i o n  s h o u l d  e v a l u a t e  w h e t h e r  t h e  p r e v i o u s l y  s t u d i e d  

e l e m e n t s  o f  t r a v e l ,  s u p p l i e s ,  u t i l i t i e s ,  i n s u r a n c e ,  a n d  c o m m u n i c a t i o n  c o r r e c t l y  

i d e n t i f y  c o s t  e l e m e n t s  i n  d i s t r i c t s ,  o r  w h e t h e r  o t h e r  i t e m s  s h o u l d  b e  a d d e d ,  o r  i f  

d i f f e r e n t  f a c t o r s  d r i v i n g  s c h o o l  d i s t r i c t  c o s t s  a r e  a p p l i c a b l e .  O n c e  t h e  u n d e r l y i n g  

e l e m e n t s  a r e  i d e n t i f i e d ,  a  m e a s u r e m e n t  t o o l  a p p l i c a b l e  t o  e a c h  e l e m e n t  s h o u l d  b e  

i d e n t i f i e d .

T h e  r e s u l t s  o b t a i n e d  f r o m  r e c a l c u l a t i n g  c o s t  f a c t o r s  u s i n g  F Y 9 9  d a t a  u n d e r  t h e  1 9 9 8
► *

c o s t  s t u d y  m e t h o d o l o g y  d o  n o t  p r o v i d e  a  b a s i s  t o  r e c o m m e n d  c h a n g e s  t o  e x i s t i n g  

c o s t  f a c t o r s  b e c a u s e  t h e  f o r m u l a  d o e s  n o t  a d e q u a t e l y  e v a l u a t e  f o r  c o s t  d i f f e r e n c e s  i n  

d i s t r i c t  l e v e l  c o s t s  a n d  t h e  m e t h o d o l o g y  d o e s  n o t  a d e q u a t e l y  a c c o u n t  f o r  d i a n g e s  i n  

t h e  f o u n d a t i o n  f o r m u l a  a f t e r  S B  3 6 .

R e c o m m e n d a t i o n

T h e  d e p a r t m e n t  r e c o m m e n d s  t h a t  d i s t r i c t  c o s t  f a c t o r s  r e m a i n  a t  t h e i r  c u r r e n t  l e v e l s  

a s  d e s i g n a t e d  i n  s t a t u t e  u n d e r  A S  1 4 . 1 7 . 4 6 0  b e c a u s e  t h e r e  i s  n o t  a n y  e m p i r i c a l  d a t a  

t o  s u p p o r t  c h a n g i n g  t h e  d i s t r i c t  c o s t  f a c t o r s  a t  t h i s  t i m e .  T h e  d e p a r t m e n t  a l s o  

r e c o m m e n d s  t h a t  a  n e w  d i s t r i c t  c o s t  m o d e l  b e  d e v e l o p e d  t o  p r o p e r l y  a c c o u n t  f o r  

c o s t  d i f f e r e n c e s  b e t w e e n  d i s t r i c t s  o n  a n  o n g o i n g  b a s i s .

Public School Funding Formula
District Cost Factors
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P u b l i c  S c h o o l  F u n d i n g  F o r m u l a  

D i s t r i c t  C o s t  F a c t o r s  

E D U C W O N  .

s t u d y  m e t h o d o l o g y  s h o w s  t h a t  t h o s e  s c h o o l s  w i t h  c o r r e s p o n d e n c e  s t u d e n t s  h a v e  a n  

e l e v a t e d  c o s t  f a c t o r .  F o r  e x a m p l e ,  G a l e n a ' s  c o s t  f a c t o r  i s  s e t  i n  s t a t u t e  a t  1 . 3 4 8  b u t  

u s i n g  t h e  c o s t  s t u d y  m e t h o d o l o g y  w i t h  F Y 9 9  c o r r e s p o n d e n c e  d o l l a r s  a s s i g n s  G a l e n a  

a  c o s t  f a c t o r  o f  6 . 6 3 1 .  T h e  i n c r e a s e s  t h e  m e t h o d o l o g y  c a l c u l a t e s  f o r  d i s t r i c t s  w i t h  

c o r r e s p o n d e n c e  s t u d e n t s  a r e  n o t  w a r r a n t e d  b y  i n c r e a s e d  c o s t s .  A d d i t i o n a l l y ,  

b e c a u s e  t h e  f o r m u l a  s i m p l y  d i v i d e s  e a c h  d i s t r i c t ' s  a v e r a g e  b a s i c  n e e d  p e r  s t u d e n t  b y  

t h e  s t a t e w i d e  a v e r a g e  b a s i c  n e e d  p e r  s t u d e n t ,  t h e  I m p a c t s  a f f e c t i n g  d i s t r i c t s  w i t h  

c o r r e s p o n d e n c e  s t u d i e s  a r e  a l s o  c a r r i e d  i n t o  t h e  s t a t e w i d e  a v e r a g e .

B y  u s i n g  a  c a l c u l a t i o n  b a s e d  o n  a d j u s t e d  a v e r a g e  d a i l y  a t t e n d a n c e  a n d  a v e r a g e  b a s i c

k
n e e d  t o  c a l c u l a t e  c o s t  f a c t o r s  a n y  i m p e r f e c t i o n s  i n  t h e  a d j u s t m e n t  t o  a v e r a g e  d a i l y  

a t t e n d a n c e  o r  i n  t h e  d e t e r m i n a t i o n  o f  b a s i c  n e e d ,  a r e  i n c o r p o r a t e d  i n t o  d i s t r i c t  c o s t  

f a c t o r s .  F u r t h e r ,  w i t h o u t  i d e n t i f y i n g  t h e  u n d e r l y i n g  e l e m e n t s  o f  t r u e  c o s t  

d i f f e r e n c e s  t h e r e  i s  n o t  a  p r o c e s s  t o  e v a l u a t e  o u t c o m e s .

C o n c l u s i o n

T h e  1 9 9 8  A l a s k a  S c h o o l  O p e r a t i n g  C o s t  S t u d y  r e p o r t e d  t h a t  c o m p e n s a t i n g  d i s t r i c t s  

f o r  a c t u a l  d i s t r i c t  c o s t s  i n c u r r e d  w a s  a n  u n s a t i s f a c t o r y  l o n g - t e r m  s o l u t i o n .  B a s e d  o n  

o u r  r e v i e w  o f  t h e  m e t h o d o l o g y ,  a n d  t h e  o u t c o m e  o f  c a l c u l a t i o n s  u s i n g  F Y 9 9  d a t a ,  w e  

a g r e e  w i t h  t h e  s t u d y ' s  c o n c l u s i o n  t h a t  t h e  c u r r e n t  m e t h o d o l o g y  i s  u n s a t i s f a c t o r y .

W e  r e c o m m e n d  t h a t  a  r e q u e s t - f o r - p r o p o s a l  b e  d e v e l o p e d  t h a t  r e q u i r e s  i d e n t i f i c a t i o n  

o f  t h e  u n d e r l y i n g  e l e m e n t s  a f f e c t i n g  s c h o o l  c o s t s  a n d  d e t e r m i n e s  a  m e t h o d o l o g y  f o r  

m e a s u r i n g  t h o s e  u n d e r l y i n g  e l e m e n t s .  T h i s  w i l l  i m p r o v e  o u r  c o s t  f a c t o r  

m e t h o d o l o g y  f r o m  t h a t  o f  c o m p e n s a t i n g  d i s t r i c t s  f o r  c u r r e n t  b a s i c  n e e d  t o  a n  

i m p r o v e d  m e t h o d  o f  a l l o c a t i n g  f u n d i n g  b a s e d  o n  d i f f e r e n c e s  i n  a p p l i c a b l e  c o s t s .

Public School Funding Formula
District Cost Factors
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I V .  C o n c l u s i o n  -  C o n t i n u o u s  I m p r o v e m e n t

A l a s k a  a d o p t e d  the Quality S c h o o l s  Initiative w i t h  the u n d e r s t a n d i n g  that A L L  
children c a n  r e a c h  h i g h e r  stanuards. F u r t h e r m o r e ,  the Q u a l i t y  S c h o o l s  Initiative 
p r o m i s e s  that n o  child will b e  left b e h i n d .  T h i s  i n d e e d  is a n  e n o r m o u s  

u n d e r t a k i n g  a n d  is the first t i m e  the State of A l a s k a  h a s  m a d e  s u c h  a  p r o m i s e  to 

all children.

T h a t  p r o m i s e  m e a n s  e v e r y  child will read, w r i t e  a n d  d o  m a t h  at h i g h e r  levels 

t h a n  e v e r  before. It m e a n s  schools a n d  p a r e n t s  will n o  l o n g e r  let c hi ldren m o v e  

t h r o u g h  the g r a d e s  w i t h o u t  g a i n i n g  essential skills a l o n g  the w a y .  It m e a n s  m o r e  

children will h a v e  a bright future a n d  ■will b e c o m e  g o o d  citizens.

It m e a n s  Al a sk a 's  policy m a k e r s  n e e d  to f o l l o w  t h r o u g h  a n d  p r o v i d e  the s u p p o r t  

a n d  n e c e s s a r y  resources that teachers a n d  s c ho o ls  n e e d  in o r d e r  for A l a s k a  to 

m a k e  g o o d  o n  its p r o m i s e  to youth.

M e m b e r s  of the task force r e c o g n i z e d  f r o m  the outset the c h a l l e n g e  in e st i m a t i n g  

the f u n d s  n e e d e d  to e d u c a t e  all A l a s k a  s t u d e n t s  to h i g h  standards. In 
structuring the a s s i g n m e n t  for the t ask force, m e m b e r s  relied o n  the staff of the 

D e p a r t m e n t  o f  E d u c a t i o n  &  E a r ly  D e v e l o p m e n t  to p r o v i d e  e x t en s iv e  b a c k g r o u n d  
information. Issues related to prior statutory a m e n d m e n t s  to the f o u n d a t i o n  

f o r m u l a ,  cost-of-doing-business in relationship to a n n u a l  allocations of f u n d s  

t h r o u g h  the formu la ,  analyses of district e x p e n d i t u r e s  of funds, a n d  i ndividual 

a n d  professional experiences all p l a y e d  a  significant role in th e  f o r m u l a t i o n  of 

the r e c o m m e n d a t i o n s .

T a s k  force m e m b e r s  extensively e x a m i n e d  the recent report entitled Abska's  
Public School Funding Formula: A  Report to the Alaska State Legislature. In 

r e v i e w i n g  the report, the task force
• a g r e e d  that districts h a d  lost p u r c h a s i n g  p o w e r ;

• c o n c l u d e d  that a n e w  m e t h o d o l o g y  n e e d s  to b e  d e t e r m i n e d  to m o r e  

precisely f u n d  the cost-of-doing-business in e a c h  A l a s k a  c o m m u n i t y ; 

a n d
• r e c o g n i z e d  that the f o u n d a t i o n  f o r m u l a ' s  f u n d i n g  floor r e d u c t i o n  

s h o u l d  b e  s u s p e n d e d  until a  n e w  district cost factor s t u d y  is c o n d u c t e d  

a n d  fully i m p l e m e n t e d .

\

Report T o  the G o v e rn o r a n d  State
B oa rd  o f  Education &  E a riy  Development 1 7

From  the Education F u n d in g  Task Force
F e b ru a ry  X, 2001
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S t a t e m e n t  o f  t h e  S i t u a t i o n

in early 1998, the McDowell Group prepared the Alaska School Operating Coci Study 
for die State of Alaska Legislative Budget and Audit Committee, T h e  purpose o f  the 
study was to determine adjustment factors that compensate for the impact o f school 
stye and geographical location on school operating costs. T h e s e  factors w er e , 
incorporated into the Public School Funding Formula.

It is,important to stress that this study dealt with only one piece -  operating costs - of 
a large and complex puzzle termed the School Foundation Formula. It was not 
intended to determine the cost o f basic educational (Basic N(ed), bu t only h ow  to 
allocate a portion of Basic N e ed  (i-e., certain school operating costs) as defined by  
legislative appropriation. Also, Basic N e ed  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, additional 
legislation has b e en  enacted which has "adjusted" the District Cost Factors; all o f  
th es e adjustments have been  determined outside of the study amilysis.

In our report, w e  cautioned the Committee that this was an important step, bu t  only 
a first step in the process of transforming the funding process into one that has a 
scientific and empirical basis.. Previous to 1998, District Cost Factors w er e  based 
primarily cm outdated (1985) household market basket costs unrelated to the cost of 
operating schools. A  major advance o f the Alaska School Operating Cost Study was, 
for th e  first time since statehood, to ba s e  District Cost Factors on what it cost to 
actually operate schools. T h e  priority focus of the study effort was placed on the 
most significant port of operating Costs, namely school level or instructional costs 
accounting for at least 70% of the totaL I h e  second major advance was to base school 
lev el  (instructional) costs on standards for staffing schools of various sizes. T h e  
result was a sound defensible means of allocating instructional costs consistent from 
district to district that allows for updating based on changes in ADM.

H ow ev er , such a standard was not possible for district level costs and the solution 
was an imperfect one that now  prevents updating o f th e district l ev el  cost 
component of the. DCF. Instead of a uniform standard Uke that calculated for school 
size, districts w ere simply allocated district level costa based on each district's actual 
expenditures per student in FY 1996, the most recent year available at the time o f the 
study. As a result of this acknowledge shortcoming, w e  recommended that the 
Committee implement a transition period to evaluate if adjustments axe needed, and 
put further work into understanding the non-personnel and administrative costs, 
research that eventually could lead to standards for district level costs.

T h e  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 em erged  in this work. T h e M̂cDov^ell Group views this 
situation as an excellent opportunity to review the assumptions, strengths and 
limitations of our earlier study.

Alaska School Operating Cost Study 
Review of CeidMeted Cost Fedors 1 ? .

McDowell Group, Inc. Page • 2



R e c o m m e n d a t i o n s  f o r  F u r t h e r  W o r k

T h e  1998 M c D o w e l l  S t u d y  p u t  significant analysis into school level (instructional) 
costa, w h i c h  comprise die major percentage of school operating costs. This analysis 
p r o d u c e d  a m e t h o d o l o g y  that can b e  u p d a t e d  yearly w i t h  the assurance of providing 
meaningful allocations.

A s  stated in the 1998 report, the State of A la s k a  s h o u l d  continue to i m p r o v e  its 
Public School F u n d i n g  F o r m u l a  a n d  e n g a g e  a similar quantitative effort into district 
level costs. T h o u g h  the m a g n i t u d e  of these costa is well b e l o w  instructional costs, 
they c om p ri s e a value that is certainly significant a n d  c a n  i m p a c t  m a n y  districts, 
especially those o n  the m a r g i n  o f  a d e q u a t e  funding. D a t a  collection a n d  
standardization has apparently i m p r o v e d  to the point that s u c h  a s t u dy  will p r o d u c e  
meaningful results.

U p d a t i n g  the District Cos t  Factors using the current m e t h o d o l o g y  with  1999 data 
will result in m o r e  questions than answers. W e  r e c o m m e n d  that tne current D C F ' s  
b e  m a i n t a i n e d  a n d  the D e p a r t m e n t ' s  efforts b e  pl ac e d in r e- e xa m i n i n g  the 
methodology. • •

There are t w o  primary approaches to a n  analysis of district level costs. T h e  first is a 
study similar to the o n e  in 1998 that seeks to understand the reasons for w h y  these 
costs v a r y  b y  school size a n d  location. F o r  these types of indirect costs, a typical 
study w o u l d  b e  fo determine m a j o r  cost pools a n d  identify u n i q u e  drivers for the 
pools. A  private industry a p p r o a c h  to u nd e rs t an d in g  indirect costs is to d e v e l o p  
cost pools b a s e d  o n  distinct activities, h e n c e  the n a m e  activity-based costing (or 
A B C ) .  T h e  A B C  approach has b e c o m e  quite popular in the public sector as well, as it 
ca n lead to the creation of standards that c a n  b e  u s e d  to m o n i t o r  a n d  control indirect 
costs. *
T h e  sec o nd  a pp r oa c h is a rate-setting approach. Indirect cost w o u l d  b e  e x a m i n e d  to 
the extent that expenditure goals c ould b e  developed. A  f u n d i n g  m e t h o d o l o g y  
could then b e  devised to provide incentives to school districts for achieving these 
goals. This appro a ch  requires a m o r e  clearly defined public policy c o m p o n e n t  than 
fire activity-based a p p r o a c h  

»-■
In dosing, the M c D o w e l l  G r o u p  offers a two-step r e c o m m e n d a t i o n .  T h e  first is to 
assemble a preliminary study t e a m  c o m p r i s e d  of Alaska education experts w i t h  a 
m i x  of rural a n d  urban school district operations experience. This study t ea m  w o u l d  
determine a n d  e x a m i n e  critical issues a n d  develop project objectives. T h e  s e c o n d  
step is to design a n  on-going cost research p r o g r a m  that specifies data that will 
properly account for regional a n d  school size differences in district level a n d  
administrative costs.

A laska School Operating Cost Study 
R&vhw of Calatiatad Cost Factors 1 6
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S E N A T E  C O M M I T T E E  R E P O R ,

DATE: 4/17/01 FURTHER: F inance

DATE TURNED ,
IN TO OFFICE: C>A \ ^£>1 Q \

Health, Education and Social Services Committee considered CS FOR HOUSE BILL NO. 203(FIN)
APPROPRIATION: STUDY OF SCHOOL COST FACTORS

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

and recommends:

[x] be replaced w i th S ^ S  CS 

] adopt previous ____  CS_____________

] attached am endm ent(s)

] adopt Letter of Intent by

] further referral to ______

NEW FISCAL NOTE(S):

Senate Bill:
[ 1 sam e title

( W & S  ) N4] new title
flouse Bill:

(__________ ) [ ] sam e title
[ ] technical title
[)C] new: SCR # \b
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Committee
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Department Date Fiscal Zero FN# Department Date Fiscal Zero FN#

[^APPROPRIATION - no fiscal note

SIGNATURES AND RECOMMENDATIONS: Do
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Do Not 
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No Rec Amend
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Chair:__^ y
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S E N A T E  F I N A N C E  C O M M I T T E E

S I G N - I N

HB 203-APPROP: STUDY OF SCHOOL COST FACTORS

N A M E: f -
Co /Dept /Title* ^

Subject/Bill No:.  ///$

Phone:

Address:. fT o / lA dL  w tA 4A 2& S  7 iP- 9 9 & V

Do you wish to testify? S*\Yes No .Respond To Questions

NAME:

Co./Dept./Title: 

Address:______

Do you wish to testify? Yes No

Subject/Bill No:

Phone:-----------

Zip:_________

.Respond To Questions
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Co./Dept./Title: 
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Do you wish to testify? Yes No

Subject/Bill No:

Phone:-----------

Zip:_________

.Respond To Questions
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Subject/Bill No:

Phone:----------

Zip:_________

Do you w ish to testify? Yes No .R espond T o  Q uestions
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