


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

Representative Peggy Wilson 
P u t t i n g  A l a s k a ' s  F a m i l i e s  F i r s t

SPONSOR STATEMENT 

I I B  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 
econom ic conditions.

The formula currently em ployed, while well-intentioned, has unintentional consequences.
A design error, which tracked expenses as opposed to actual costs o f 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 o f  providing an education in each school district as it relates to Anchorage 
as a base? What are the exact costs o f  electronic com m unications in Yakutat? What is the 
specific cost o f  fuel in Dillingham? What are the property insurance rates in Tok? What 
does it cost to get a school fire code inspector to Angoon?

HB 203 w ill provide factual answers to these questions. HB 203 proposes an independent 
study o f  school cost differentials to be contracted by the Legislative Council at the cost o f  
$350,000.

Contact Representative Peugv W ilson
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4/26/01

SENATE CS FOR CS FOR HOUSE BILL NO. 203(HES)

IN THE LEGISLATURE OF THE STATE OF A LA SK A  

TW E N T Y -SEC O N D  LEGISLATURE - FIRST SESSION

BY THE SENATE HEALTH, EDUCATION AND SOCIAL SERVICES COMMITTEE

Offered:
Referred:

Sponsor(s): REPRESENTATIVES WILSON, Lancaster, Cissna, Stevens, Chenault, James, Bunde, Dyson

A BILL 

FOR AN ACT ENTITLED 

"An Act making an appropriation to the Legislative Budget and Audit Committee for a 

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

PE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section  1. LEGISLATIVE INTENT. The A laska State Legislature intends that the 

Legislative Budget and Audit Com m ittee, in '’•Jusultation with the Department o f  Education 

and Early D evelopm ent, use the appropriation made by sec. 2 o f  this A ct to prepare and 

contract for the preparation o f  a study recom m ending district cost factors to be used as a 

com ponent o f  the form ula for determining fm .ding o f  public education under AS 14.17.460  

and subm it the study to the legislature by January 15, 2003. The study

(1) should be based on the cost o f  providing an education in each school 

district, including the cost o f  classroom  instruction and administrative support, the cost o f  a 

school lunch program, the cost o f  shipping school materials and supplies, and other costs that 

relate directly or indirectly to the operation o f  a school;

(2) should use Anchorage as a base value for comparing costs between school

-1- SCS CSHB 203(I-IES)
New T est:  U n d e r l in e d  (DELETED TEXT BRACKETED]
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districts;

(3) may consider information from state, federal, or privr* sources to 

document cost differentials between districts; and

(4) shall be com pleted by contract.

* Sec. 2. LEGISLATIVE BU D G ET A N D  A U D IT  COMMITTEE. The sum o f  $350,000 is 

appropriated from the general fund to the Legislative Budget and Audit Com m it ee for a study  

o f  school district cost factors.

* Sec. 3. LAPSE. The appropriation made by this Act lapses June 30, 2003.

* Sec. 4. This Act takes effect July 1, 2001.

S C S  C S H B  2 0 3 (H E S ) -2-
New T e x c  U n d e r l in e d  [DELETED TEXT BRACKETED]



EDUCATION& EAR1Y DEVELOPMENT
>

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 o* 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 with 
correspondence 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 determination 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 calculations 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 Fund ing  Formula
D i s t r i c t  C o s t  F a c t o r s

Public School Funding Fott,
District Cost Factors B A C K -U P  INFORM ATION

January 15,2001



Public School Fund ing Formula
D i s t r i c t  C o s t  F a c t o r s

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 district 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.

* *

EDUCATION& EARIY DCVEIOPMENT

Public School Funding Formula
District Cost Factors

6 January 15,2001



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

Alaska adopted the Quality Schools Initiative with the understanding that ALL 
children can reach higher standards. Furthermore, the Quality Schools Initiative 
promises that no child will be left behind. This indeed is an enormous 
undertaking and is the first time the State of Alaska has made such a promise to 
a l l  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 grades 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 n̂ ed 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 a l l  Alaska students to high standards. In 
structuring the assignment for the task force, members relied on the staff of the 
Department of Education & Early Development to provide extensive background 
information. Issues related to prior 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 of 
the recommendations.

Task force members extensively examined the recent report entitled A l a s k a ' s  
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 :  A  R e p o r t  t o  t h e  A l a s k a  S t a t e  L e g i s l a t u r e .  In 
reviewing the report, the task force

• agreed that districts had lost purchasing power;
• concluded that a new methodology needs to be determined to more 

precisely fund the cost-of-doing-business in each Alaska community; 
and

• recognized that the foundation formula's funding floor reduction 
should be suspended until a new district cost factor study is conducted 
and fully implemented.

Report To the Governor and Slate 
Board of Education & Early Development 17

From the Educalion Funding Task Force

February 1, 2001



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 v i e w  o f  C a l c u l a t e d  C o s t  F a c t o r s

P r e p a r e d  f o r :

A l a s k a  D e p a r t m e n t  o f  E d u c a t i o n  

a n d  Early D e v e l o p m e n t
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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 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 -  operating costs - of 
a large and complex puzzle termed the School Foundation Formula. It was not 
intended to determine tire cost of basic educational (Basic Need), but only how to 
allocate a portion of Basic Need (i.e., certain school operating costs) as defined by 
legislative appropriation. Also, Basic Need is only a starting point for public school 
funding; many adjustments are m ade for local contributions, federal impact aid, 
special n.eds, and other factors. Since the report was published, additional 
legislation has been enacted which has "adjusted" the District Cost Factors; all of 
these adjustments have been 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 transforming the funding process into one that has a 
scientific and empirical basis. Previous to 1998, District Cost Factors were based 
primarily on outdated (1985) household 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 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. 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 in ADM.

However, such a standard was not possible for district level costs and the solution 
was an imperfect one that now prevents updating 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 shortcoming, we recommended ti»at the 
Committee implement a transition period to evaluate if 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 as\umptions, strengths and 
limitations of our earlier study.

Alaska School Operating Cost Study 
Review of Calculated Cost Fedors

1 2
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
.     ™ ~

The 1998 McDowell Study pu t significant analysis into school level (instructional) 
costs, which comprise the major percentage of school operating costs. This analysis 
produced a methodology that can 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 is well below instructional costs, 
they comprise a value that is certainly significant and can impact many districts, 
especially those on the margin o f  adequate funding. Data collection and 
standardization 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 in more 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 first is a 
study similar to the one in 1990 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 become quite popular in the public sector as well, as it 
can lead to the creation of standards that can be used to monitor and control indirect 
costs. 1

The second approach is a rate-setting approach. Indirect cost would 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 w ith 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 specifies data that will 
properly account for regional and school size differences in district level and 
administrative costs.

Alaska School Operating Cost Study
Review  o f Calculated Cost Factors

16 McDowell Group, Inc. Page • 6



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

Representative Peggy Wilson 
P u t t i n g  A l a s k a ' s  F a m i l i e s  F i r s t

TO: Senator Lyda Green, HESS Chairman

FROM: Representative Peggy W ilson

DATE: April 18,2001

RE: HB 203 "An Act making an appropriation to the Legislative Council for
a study o f school district cost factors; and providing for an effective date."

Alaska has a Constitutional obligation to provide a full education for all 
students. The proposed study will account for diverse geographic, cultural 
and econom ic conditions. HB 203 will provide factual information on district 
cost factors based on a new design m ethodology.

HB 203 proposes an independent study o f  cost differentials lo be contracted by 
the Legislative Council at the cost o f  $350,000.

I would like to respectfully ask that H B 203 be calendered at your earliest 
convenience. If you have any questions, don't hesitate to call me.

Juneau: S la le  Capital, Rm. 409 ♦ Juneau , AK 99801-1121 ♦ ph: (907) 465-3824 ♦ fax-. (907) 465-3175 
Wrangell LIO: PO Box 109 ♦ Wrangell, AK 99929 ♦ ph: (907) 874-3088 ♦ fax: (907) 874-3955 

Petersburg LIO: ph: (907) 772-3829 ♦ fax: (907) 772-37/9 
Sitka LIO: ph: (907) 747^665 ♦ fax: (907) 747-5607 

Represenlalive_Peggy_Wilson@Legis.stale.ak.us ♦ http://wvAV.akrepublicans.org ♦ 1-800-686-3824

mailto:Represenlalive_Peggy_Wilson@Legis.stale.ak.us
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Anchorage Dailv News - Bill provides m oney to study schools' needs http.7Avww.adn. com /m clro/pstory/0,2976,257304, OO.lUinl

a d n .c o m
Anchorage Daily News

B i l l  p r o v i d e s  m o n e y  t o  s t u d y  s c h o o l s '  n e e d s

The Associated Press
( P u b l i s h e d  A p r i l  13 , 2 0 0 1 )

Juneau -- The state would spend $350,000 to study how much it costs to run schools in different parts o f  
the state under a bill that passed in the H ouse on Thursday.

The bill's sponsor, Rep. Peggy W ilson, R-Wrangell, said the study should account for diverse geographic, 
cultural and econom ic conditions. It could be used in rewriting the state's school funding formula.

Rep. Eric Croft, D-Anchorage, said the project is needed because a study that was used to write the current 
education funding formula looked at districts' expenditures rather than what they actually needed to run 
their schools.

HB 203 passed 35-0. It now goes to the Senate, 
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C S  f o r  H B  203 ( F IN )  A P P R O P :  L B A  S T U D Y  O F  S C H O O L  C O S T  F A C T O R S
B y  R e p r e s e n t a t i v e  P e g g y  W i l s o n

Sectional Analysis
Sec. Title Description

1 LEGISLATIVE INTENT The Legislature intends that Legislative Council, in consultation with DEED, use appropriation to prepare and contract 
for the preparation of a study recommending district cost factors to be used as a component of the formula for 
determining funding of public education. The study should be based on the cost of providing an education in each 
school district and should consider the cost of living, including the cost of food, housing, utilities, transportation, 
medical expenses, property values, and other cost factors that contribute to the cost of operating a school. The study 
should use Anchorage as a base value for comparing costs between school districts. The study may consider

2 LEGISLATIVE COUNCIL $350,000 is appropriated from GF to Legislative Council for a study of school district cost factors for the fiscal year 
ending June 30, 2002. . r,,yg

3 effective date This Act takes effect July 1, 2 001.
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P repared  by Aurora Hauke S e n a te  H E SS Com m ittee Aide
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A M E N D M E N T

OFFERED IN THE SENATE  

TO: CSHB 203(FIN )

Page 2, line 1:

D elete "Anchorage" 

Insert "the school district has the low est com posite costs"


