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Public School Funding Formula
Executive Summary

The passage of Senate Bill 36, Ch. 83, SLA 1998, carried with it certain reporting
requirements for the Department of Education & Early Development to the 22nd
legislature by January 15, 2001. Following is a brief summary of each of the three
required reports.
Tab 1 District Cost Factors
Background
This report addresses the requirement of: SB 36 section 41. TRANSITION:
PROPOSED DISTRICT COST FACTORS. The Department of Education shall
submit the initial proposed district cost factors, required under AS 14.17.460(b),
enacted in sec. 2 of this Act, to the Alaska State Legislature by January 15, 2001.
Legislation requires the department to monitor district cost factors and submit a
report to the legislature every other year beginning January 15, 2001. Cost
factors are specific to each district and adjust funding to account for regional cost
differences between districts. The lowest factor is 1.000 and the highest is 1.736.
Current district cost factors were adopted by the legislature and became effective
July 1, 1998. These factors were based on the best data available at the time as
provided by the McDowell 1998 Alaska Cost Study. To recalculate current
district cost factors the department again utilized the 1998 McDowell Alaska
School Operating Cost Study methodology.
Findings
The department utilized the 1998 McDowell Alaska Cost Study methodology to
calculate updated district cost factors that created results that were not defensible
or supported by underlying data. The department contracted with the
McDowell group to verify the accuracy of the calculation.
The McDowell Group reviewed the department’s calculations and found that the
results were not meaningful. The McDowell Group determined that the 1998
methodology is not usable to update district cost factors for a number of reasons
as outlined in their report included under Tab 1.
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
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department also recommends that a new district cost model be developed to
properly account for cost differences between districts on an ongoing basis.
Tab 2 Comparison of Old to New Funding Formula
Background
This report addresses the requirement of: SB 36 Sec. 47. REQUIRED REPORT.
The Department of Education shall compare the use of per school funding
required under this Act to the use of funding communities required in AS 14.17
before the effective date of the Act and submit a report to the Alaska State
Legislature by January 15, 2001.
This required report compares the per school funding under SB 36 to the
previous funding formula. The old formula uses student enrollment grouped by
community and the new formula uses enrollment grouped by school to
determine basic need. This report compares adjustments between the old and
new funding formulas such as size, special needs and supplemental funding
floor.
The 1998 McDowell Alaska Cost Study review panel did not suggest that any
school districts were over funded under the previous funding formula, rather
that some districts appeared to be under funded under the new school funding
model. The McDowell group report suggested that no district lose money. The
legislature adopted as a component of SB36 the supplemental funding floor that
erodes over time.
Findings
The supplemental funding floor is subject to erosion as school district
enrollments increase. As district enrollments increase these additional students
are only funded at 60% of entitlement. In the department's analysis of the district
cost factors and comparing the old and new funding formula, there is no data to
support the erosion of the supplemental funding floor that penalizes districts
that have increased enrollment.
The previous funding formula had a hold harmless provision for school districts
that experienced a substantial decrease in student enrollment from one year to
the next. The current funding formula has no such provision and school districts
immediately absorb the reduction in revenue due to decreased enrollment.
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Recommendations
The department recommends the repeal of AS 14.17.490(d), erosion of the
supplemental funding floor.
The department recommends that AS 14.17 be amended to include a hold
harmless provision for school districts that experience a decrease in student
enrollment of 10% or more from one year to the next.
Tab 3 Educational Adequacy
Background
This report addresses the requirement of: SB 36 Letter of Intent. “It is the intent
of the Legislature to direct the Department of Education to include in the
required report of Section 47 a thorough review of educational adequacy in the
schools of Alaska, paying particular attention to differences in costs of school
operations between communities, differences in costs of school operations
depending on their size, and the particular effects and impacts described in
AS 14.17.490 section (d), and to report to the Legislature no later than January 15,
2001.”
The department brought together a broad based group of Alaskan’s to define
educational adequacy and the underlying factors. The group focused primarily
on the impact of inflation on education funding.
Based on direction from the adequacy group, the department examined the
changes that have occurred in education funding over the past ten years and the
impacts of those changes on school districts. The effects of inflation over the past
ten years are identified in the report. The department found that a significant
effect of inflation is that school districts are limited in their ability to recruit and
retain teachers.
Findings
From FY90 to FY00 inflation has increased approximately 30% but the public
school funding program was increased only 5% during this time.
From FY90 to FY00 enrollment increased 25% and the legislature fully funded the
increase.
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School districts in Alaska are having a difficult time recruiting and retaining
teachers due to the competitiveness of teacher salaries in other states and the vast
number of incentives being afforded to new hires in other states.
Recommendations
Based on the adequacy group’s work and the department’s analysis, the
department recommends that changes be made to the public school funding
formula to recoup losses due to inflation and to provide for future inflationary
adjustments. These recommendations and others included in Tab 1 and 2 will be
forwarded to the governor’s education funding task force. The task force
recommendations are due to the governor and the State Board of Education &
Early Development on February 1, 2001.
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Introduction

Alaska’s public school funding formula includes a provision to adjust funding for
each district for regional cost differences; this adjustment is contained within district
cost factors that are in AS 14.17.460. Each district is assigned a factor by which
funding is increased to compensate for cost differences.

This report responds to the direction in AS 14.17.460 (b) District cost factors, that the
department shall monitor the cost factors established under (a) of this section and
shall prepare and submit to the legislature by January 15 of every other fiscal year
proposed district cost factors.

The current district cost factors in statute were arrived at as part of the 1998 Alaska
School Operating Cost Study and adopted beginning fiscal year 1999. Previously,
cost factors were last updated in 1988.

The department has reviewed the 1998 Alaska School Operating Cost Study in detail
and compiled current data for analysis in the same manner as the study utilized.
The department has calculated cost factors with current FY99 data based on the
study’s methodology and has reached conclusions and makes recommendations
based on the outcome of our calculations and evaluation.
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The department has contracted with the authors of the 1998 Alaska School
Operating Cost Study, The McDowell Group, to:
•

Review, comment, and make recommendations to the department’s current
recalculation of district cost factors derived from using the Alaska School
Operating Cost Study methodology.

•

Review, comment, and make recommendations for any changes to current
district cost factors.

•

Review, comment, and make recommendations for any changes to the cost
factor methodology.

The McDowell Group’s report is included after this report.
Summary of the 1998 Alaska School Operating Cost Study Methodology and
Calculations
The 1998 Alaska School Operating Cost Study presents the calculation for
determining cost factors on page 18 of that report. The district cost factors are
calculated by dividing each district’s estimated average basic need per student by
the statewide estimated average basic need per student. Basic need is the amount of
required funding the foundation formula assigns to each district.

The 1998 Alaska School Operating Cost Study was able to use basic need in
calculating cost factors because basic need revenues are essentially what a district
has available to spend, therefore basic need approximates expenditures.
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The 1998 Alaska School Operating Cost Study investigated the issue of basic need
and cost factors in two pieces, the instructional component and the district level
component (non-personal services and administration).

The development of the instructional component of basic need and cost factors used
a team of education experts and statistical modeling to develop a school size table
that is in AS 14.17.450.

The school size table was developed to account for

instructional operating costs that are influenced by school size. The instructional
portion of a district’s basic need is dependent on the multipliers in the table as
applied to each school in the district.

The study’s review of the district expenditures used an analysis of 1996 audited
expenditure reports from all 53 school districts.

The study pursues a rigorous

examination of district level expenditures. The study examined district level costs
by measuring each district’s expenditures per student and also repeats the analysis
by examining a “market basket,” or subset, of expenditures per student. The market
basket of expenditures included travel, supplies, utilities, insurance, and
communication expenditures. The report concludes that no consistent standard
could be applied for computing a relationship between student enrollment and
district level costs, and that the short run solution is to compensate districts based on
their actual costs. Therefore, the final methodology resorted to using basic need in
the calculation for cost factors rather than expenditure data.

The estimated basic need used in the study to determine cost factors was arrived at
by adjusting each district’s original basic need by changes developed in the school
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table. Because a conclusion relating to district costs was not achieved, no changes
were suggested for these non-personal services and administrative costs. The cost
factors in AS 14.17.460 represent each district’s estimated average basic need per
student divided by the statewide estimated average basic need per student.
Results of using FY99 Data to Calculate District Cost Factors following the
McDowell 1998 Alaska School Operating Cost Study
For the current period, actual FY99 student data and actual basic need dollars were
used to recalculate cost factors as presented on page 18 of the 1998 Alaska School
Operating Cost Study.
Because the instructional portion of basic need is set in statue with the school size
table and because there is not a mechanism to adjust basic need for district costs, one
would not expect districts’ basic need dollars to significantly change from one year
to the next unless there was a drastic change in a district’s school size configuration.
Correspondingly, if basic need remains stable, than the cost factors derived from
dividing each district’s basic need per student by the statewide basic need per
student would not be expected to change.
The results obtained from recalculating cost factors using FY99 data are presented in
appendix A. The results do not provide a basis, or insight, to recommend changes to
existing cost factors. The results do however point to several areas of concern in the
current cost factor methodology.
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The current cost study methodology does not account for the changes that SB 36
made to the foundation formula for calculating correspondence study dollars or
special education intensive dollars. The results of using FY99 data with the cost
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 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.
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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.

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
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recommends that a new district cost model be developed to properly account for
cost differences between districts on an ongoing basis.
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FY99 Computatation of District Cost Factors

School
District
Total
Alaska Gateway
Aleutian Region
Aleutians East
Anchorage
Annette Island
Bering Strait
Bristol Bay
Chatham
Chugach
Copper River
Cordova
Craig
Delta Greely
Denali
Dillingham
Fairbanks
Galena
Haines
Hoonah
Hydaburg
Iditarod
Juneau
Kake
Kashunamiut
Kenai
Ketchikan
Klawock
Kodiak
Kuspuk
Lake & Peninsula
Lower Kuskokwim
Lower Yukon
Matanuska
Nenana
Nome
North Slope
Northwest Arctic
Pelican
Petersburg
Pribilof
Sitka
Skagway
Southeast Island
Southwest Region
St. Mary's
Tanana
Unalaska
Valdez
Wrangell
Yakatut
Yukon Flats
Yukon Koyukuk
Yupiit

(1)

(2)

FY99
Instructional
Level
Expenditures

FY99
District
Level
Expenditures

(3)

(4)

(5)

(6)

(7)

(8)

(9)

(10)

(11)

Weighted
Current (FY 99)
FY99
FY99
Impact of Impact of
Basic
School
District
School
School & Current (FY 99) Revised
Need
District
Level
Level
Level District Level
Basic
Basic
Per
Unadjusted
Cost
ExpendituresExpenditures Revisions Revisions
Need
Need
Student
Multiplier
Factor

622,823,619

338,506,511

65%

35%

813,867,788

5,516

2,997,683
492,197
2,302,187
209,452,072
2,489,601
11,706,858
1,632,441
1,664,365
839,298
3,050,705
2,459,543
1,837,411
3,930,540
2,077,774
3,531,431
72,876,411
3,720,080
2,121,521
1,634,172
419,259
2,976,552
26,149,536
917,143
1,409,301
48,259,961
11,276,914
1,269,410
14,370,291
3,523,450
4,087,174
25,163,924
11,255,759
61,906,788
1,094,922
4,025,758
20,020,075
12,323,886
276,916
3,176,667
885,092
8,038,682
668,697
1,794,504
5,764,965
688,727
540,615
2,063,788
4,907,866
2,325,866
1,025,300
2,959,179
4,125,363
2,314,999

2,048,003
546,358
2,676,885
76,372,647
1,724,851
12,267,042
1,265,562
1,316,342
859,828
2,516,105
1,757,664
1,260,688
3,063,337
1,803,864
1,966,385
32,879,603
9,516,538
1,347,464
1,444,138
568,515
4,075,269
9,738,260
1,133,529
1,533,516
24,656,506
6,223,865
931,150
8,486,571
3,125,405
4,169,360
18,855,045
8,504,546
22,150,470
1,525,356
2,726,728
19,098,608
11,813,417
348,793
1,957,271
1,236,683
3,207,312
754,929
1,632,270
4,143,933
703,215
1,235,715
1,720,125
3,000,547
1,426,328
916,127
3,362,200
3,898,453
3,013,190

59%
47%
46%
73%
59%
49%
56%
56%
49%
55%
58%
59%
56%
54%
64%
69%
28%
61%
53%
42%
42%
73%
45%
48%
66%
64%
58%
63%
53%
50%
57%
57%
74%
42%
60%
51%
51%
44%
62%
42%
71%
47%
52%
58%
49%
30%
55%
62%
62%
53%
47%
51%
43%

41%
53%
54%
27%
41%
51%
44%
44%
51%
45%
42%
41%
44%
46%
36%
31%
72%
39%
47%
58%
58%
27%
55%
52%
34%
36%
42%
37%
47%
50%
43%
43%
26%
58%
40%
49%
49%
56%
38%
58%
29%
53%
48%
42%
51%
70%
45%
38%
38%
47%
53%
49%
57%

4,977,441
975,111
3,670,346
258,251,043
2,448,946
20,512,192
2,751,026
2,688,735
1,234,166
5,624,665
3,372,679
2,866,823
6,603,913
3,510,658
4,204,216
88,576,188
11,747,583
2,873,678
1,855,937
978,223
5,240,176
30,632,003
1,450,472
2,751,775
59,675,398
14,774,370
1,537,191
17,811,243
5,531,642
7,378,871
36,670,132
19,427,864
70,235,033
2,220,939
5,734,040
19,700,591
21,898,559
338,328
4,708,300
1,816,576
9,500,317
1,135,902
2,933,015
8,643,414
1,355,439
1,230,895
2,924,426
5,608,590
3,264,842
1,345,234
5,077,399
6,917,970
4,673,273

6,468
8,208
6,728
4,991
4,939
7,266
6,098
5,497
7,866
6,186
5,274
4,986
6,323
6,243
6,042
5,214
33,105
4,949
5,327
5,235
7,825
5,021
4,982
6,811
4,859
4,887
5,055
5,325
6,878
7,369
7,138
6,840
5,158
9,389
6,258
7,132
7,381
6,099
4,850
6,783
4,958
5,465
5,440
6,774
6,388
7,128
5,926
5,289
4,815
5,095
7,941
7,225
7,095

1.173
1.488
1.220
0.905
0.895
1.317
1.105
0.996
1.426
1.121
0.956
0.904
1.146
1.132
1.095
0.945
6.001
0.897
0.966
0.949
1.419
0.910
0.903
1.235
0.881
0.886
0.916
0.965
1.247
1.336
1.294
1.240
0.935
1.702
1.134
1.293
1.338
1.106
0.879
1.230
0.899
0.991
0.986
1.228
1.158
1.292
1.074
0.959
0.873
0.924
1.440
1.310
1.286

1.296
1.644
1.348
1.000
1.000
1.455
1.221
1.101
1.576
1.239
1.056
1.000
1.266
1.251
1.210
1.044
6.631
1.000
1.067
1.049
1.568
1.006
1.000
1.365
1.000
1.000
1.012
1.066
1.378
1.476
1.430
1.370
1.033
1.881
1.253
1.429
1.478
1.222
1.000
1.359
1.000
1.095
1.090
1.357
1.280
1.428
1.187
1.060
1.000
1.021
1.591
1.448
1.421

Notes to columns:
- Columns (1) and (2) are from 1999 school district audited financial statements
-Column (1), The term "Instructional Level Costs," includes aggregrated costs for intructional personnel. This is also referred to as "School Level Costs," in the McDowell report.
- Columns (5), (6), and (8) are represented on the spreadsheet to show comparison to the 1998 study calculation, but these are not used in FY99 because there were no
changes in school or district level components contained in the instructional size table after the 1998 study changes, therefore actual basic need is used for FY99.
- Column (7) current basic need is taken from the FY99 foundation calculation
- Column (9) per student basic need is determined by dividing column (7) by the size-adjusted student count in each district.
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The Alaska Department of Education and Early Development retained the
McDowell Group to review the 1999 updates to the District Cost Factors. We have
examined the new calculations, the underlying database and assumptions, and have
discussedchangesin the education environment with Department representatives.
Our

recommendations

are as follows:

1 The methodology used to adjust Average Daily Membership (ADM) for the impact
of school size is sound and amenable to update. This methodology is based on an
empirical analysis of school level (instructional) costs. The Department should use
recalculated ADM's using the most recent census in their revised calculation of Basic
Need.
2. The methodology used to calculate District Cost Factors (DCF's) is not amenable to

update for a number of reasons discussed in this report. We find the re-calculated
results to not be meaningful. We recommend that the Department use the 1998
factors for the revised calculation of BasicNeed.
3

We reiterate our recommendation in the 1998Alaska SchoolOperating Cost Study that
further study is required for the district level costs. On the other hand, the standards
for school level costs remain valid today. Readers are reminded that the District Cost
Factor is a single number resulting from the blending in two costs -school level
(instructional) costs and district level (administration and non-personal services)
costs. The methodology selected in that report to allocate district level costs was
simply a first step in transitioning the State of Alaska toward using an empirical
basis for identifying actual school cost. Because school districts have greater
discretion in controlling non-personnel and administrative costs, a methodology that
develops standards or goals and directs funding in accordance with achieving the
standards/ goals may be a preferable option.
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In early 1998, the McDowell Group prepared the Alaska SchoolOperating 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 the 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 made for local contributions, federal impact aid,
special needs, and other factors. Since the report was published, additional
legislation has been enacted which has "adjusted" the District Cost Factors; all of
theseadjustments 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 changesin ADM.
However, such a standard was not possible for district level c;:ostsand 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 that the
Committee implement a transition period to evaluate if adjustments are needed, and
put further work into understanding the non-personnel and administrative costs,
researchthat 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 study.

To accomplish this review, the McDowell Group examined the worksheets used to
recalculate the District Cost Factors (DCF's), as well as the underlying data used in
the calculation. We noted that several adjustments needed to be made to audited
financial statement information, consistent with the 1998 study. We also examined
the additional data manipulation required to account for the increased roles of
correspondencestudy and accounting transfers.
The purpose of DCF's is to account for wide variations in district level costs
depending on geographic location. For example, remote districts with several small
schools may pay eight times as much per student for heating oils as does a large
urban district, even though the shelf price for oil is only two times as high. Nonpersonal services and administrative costs were combined into the district level cost
pool for simplification, although it is clear that these costs have unique cost drivers.
The use of actual expenditures had the effect of taking into account all of each
district's unique geographic variables such as climate, insulation of buildings, utility
and fuel costs, and so forth, including each district's local policies that affect
spending. The disadvantage of this method is the absenceof standards that resulted
in compensation of districts for their current financial management practices whatever they may be.
The McDowell Group report found that data limitations precluded the
determination of a consistent standard for these costs across school districts.
Therefore, a simple methodology of comparing actual per-student spending on nonpersonnel and administrative costs by each school district to the State average was
employed. This methodology is far less rigorous than that used to account for
variations in school level cost, but it was considered reasonable insofar as district
level costs are comparatively small. However, district level costs are often most
significant in smaller, multi-site rural districts where a larger portion of the total
budget must be allocated to non-personal services out of necessity.As a result, the
70/30 rule (that was neither a part of the 1998 study nor a recommendation of it),
forces many districts to skimp on necessary non-personal services costs or seek an
exemption. While the intent of the rule is commendable -to address administrative
costs and to encourage maximizing the money spent on instruction -its effects are
impractical for many smaller districts.
The 1998 AlaskaSchoolOperating Cost Study presents the computation of DCF's in
Table vn on page 18 of the report. In response to a request by the Legislative Budget
& Audit Committee, a single adjustment factor was calculated blending two
components -school level costs and district level costs. DCF's are therefore
calculated by dividing each district's estimated Basic Need per student by the
statewide estimated Basic Need per student (Basic Need was used as these revenues
are a good proxy for district expenditures).
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This methodology is simple and represents a reasonable first step in accounting for
district cost differences. It also, unfortunately, contains several features that make
their continued use problematic:
The methodology's basis accepts 1996 expenditure patterns as reflective of a
district's needs and drives future spending to approximate and/or exceed this
baseline. This basis was largely driven by the state of the database at the time
the study was conducted. Financial statement expenditure data was considered
to have the greatest accuracy, although several adjustments were made to the
audited numbers for several districts in an attempt to level the comparison.
The net result is to accept that the 1996 expenditures for each district are
reflective of their need, rather than alternative methods of independently
assessing the need or developing a standard for cost. This is a reasonable
method for a "point in time" analysis but is clearly less preferable to the other
two alternatives in future years.
Assuming that districts essentially spend what they receive, this methodology
reinforces itself, that is, it drives the district to the same level of spending each
year. The lack of a standard means that districts that were relatively underfunded prior to 1998 continue to be hampered in their district level cost
allocation. For districts with ample funding, there is little incentive to economize.
Further, extraordinary events, such as unexpectedly high fuel costs, can have a
devastating effect on districts with tight budgets. In fact, the major incentive, if
this methodology remains in place, is for the districts to increase spending levels
resulting in a higher average versus the state average. This is a driver the state
may wish to avoid.
Some factors have increased in significance in school operational and
accounting practices that were not considered by the 1998 study.
Correspondence study has increased markedly at some school districts. This
effect was not analyzed in the 1998 report and will skew results when included
in the recalculation of cost factors.
For the present cost factor re-calculation, the Department has to contend with the
increased practice of transfers. Again, this practice was not considered in the
1998report and results may be skewed when factored into the recalculation.
Financial statements serve a number of purposes, but are not designed as cost
research tools. While some accounts may be useful for comparisons, we are of
the opinion that the analysis of cost drivers for district level costs may not be
adequately served by financial statement data alone.
Recalculation using Fiscal Year 1999 data illustrates that the underlying
methodology is an inappropriate
driver and/or does not hold up to
accounting/operational changes. Trial runs to re-calculate cost factors show two
main effects. The first is that the large majority of district cost factors are
unchanged (as predicted). The second is that a small number of districts have
very large changes,primarily due to the operational or accounting changed that
were not analyzed in the 1998 report. It is our recommendation that these
changesto the DCF's should not be implemented without further study.
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Improvements to financial and operational data initiated by the Alaska
Department of Education cannot be incorporated into the current calculation.
The Department of Education has undertaken initiatives to ensure financial
statement standardization and improve the quality of enrollment data using the
Oasis database.These advances set the stage for better school cost data that can
support more detailed cost study. Hence, a data quality limitation that existed at
the time of the 1998 study has been removed. The improvement in data means
that a new method for calculating administrative and non-personal services cost
factors can be considered. Again, a new method should consider standards and
the goals of the State of Alaska that underlie Alaska's huge fiscal commitment to
education.

.

Variations in district level costs are diluted by school level costs in this
calculation. For the sake of "simplicity," two distinct cost pools -non-personnel
and administrative costs -were combined and then further blended with
instructional costs. What results is a very large -and complex -cost pool. It is
entirely possible that the portfolio effect has damped critical variations,
punishing some districts with higher than average costs and thereby rewarding
others.
Waiver requests to the 70/30 instructionallnon-instructional
regulations have
increased each year and are an indication that review of this methodology is
required. As previously mentioned the 70/30 regulation was not part of the
study and would not have been recommended by the study team if our opinion
had been sought. It is our understanding that the original intent was to
encouragedistricts to minimize administrative costs and allocate more money to
instruction. This is certainly a commendable goal. However, most district level
costs are non-personal services costs that provide the basic infrastructure of
education, such as books, building utility , fuel and maintenance costs, insurance
and the like. Smaller districts with inefficient buildings, severe climates and other
factors out of their control are the most likely to have district level costs in excess
of 30%,somein excessof 40%.
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Recommendations

for Further

Work

The 1998 McDowell Study put 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 assuranceof 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 of 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 the 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 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 become quite popular in the public sector as well, as it
can
lead to the creation of standards that can be used to
costs.
. monitor and control indirect
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 closing, 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 specifies data that will
properly account for regional and school size differences in district level and
administrative costs.
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TAB 2
Comparison of Old to New
Funding Formula

Public School Funding Formula
Comparison of Old to New Funding Formula

Introduction

The passage of Senate Bill 36, Ch. 83, SLA 1998, carried with it certain reporting
requirements for the Department of Education & Early Development to the 22nd
Alaska State Legislature by January 15, 2001.

This report responds to the

requirement under Section 47 that the department review Funding Communities
versus School adjustments in the public school funding formula. In addition, a letter
of intent adopted by the legislature provided further direction to the department in
completing the required reports. This report will highlight key components and
adjustments within Alaska's public school funding formula and illustrate the
application of these components and adjustments from the previous funding
community based formula to the current school based funding formula.

For the past 20 years, Alaska’s public school funding formula has historically
contained four major adjustments to the formula. These same adjustments can be
found in most public school funding formulas in the nation. These adjustments
include:

1. sparseness and size of student population;
2. special needs or categorical funding;
3. regional cost differences;
4. equalization; and
5. supplemental funding floor.
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Fiscal year 1999 was the first year of implementation of Senate Bill 36 and
distribution of public school funding based on the new school based funding
formula. Table 1 provides a comparison of the prior community based funding
formula and the current school based funding formula using the same fiscal year
1999 data set. This comparison required the conversion from instructional units
under the old community formula to per student units under the newly adopted
school formula.

Fiscal year 1999 is the only year school district state aid was

calculated using the old and new formula. This comparison was required for the
first year of implementation to determine the supplemental funding floor for the
school districts that needed additional funding to help transition to the new formula.

The department has analyzed each of these adjustments and compared their use
with the prior funding community formula and under the new school funding
formula.
Sparseness and size of student population

Senate Bill 36 changed the method that the State of Alaska used to determine
adjustments for sparseness and size of student population. The previous funding
formula utilized a concept known as funding communities.

The average daily

membership of schools within a school district were grouped into funding
communities and a formula was applied to determine the number of instructional
units for the purpose of calculating each school district's basic need.
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The McDowell Group assembled a panel of Alaskans with many years of experience
in the field of education to review and make recommendations to improve the
adjustment mechanism in the public school funding formula. The group reviewed
the funding community concept and its application under the instructional unit
funding formula. The group determined that although the definition of funding
communities was not being applied consistently across school districts, that even a
consistent application would not result in an equitable distribution system of
resources.

The group determined that the school, not the community, is the

fundamental cost center for delivering instructional services. The panel determined
that adopting the school as the basis for funding would result in a more equitable
allocation of instructional resources by providing comparable levels of instructional
staffing in all schools regardless of district size and location. The group determined
that schools of similar size should receive similar resources for staffing regardless of
location.
Table 2 shows the change in the distribution of resources from the funding community
concept model to the school model that was adopted by the legislature under Senate
Bill 36. This comparison does not include other adjustments due to changes in
district cost factor or special needs funding. As shown in Table 1, the range of
change is an increase of 15.8% for the Alyeska Central School to –36.8% for the
Aleutian Region School District by the elimination of the funding community
concept and basing the allocations on the number of students at each school. The
school district with the largest increase was Petersburg at 11.2%.
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It should be noted that the McDowell Group review panel did not suggest that any
school districts were over funded under the previous funding community model
rather some districts appeared to be under funded under the school funding model.
Table 3 shows the change in dollars per student under the new formula as compared
to the old formula. This table shows that under the old formula for the first 10 to 20
students, the allocation remains the same at $12,200 per student. This flat level of
funding for the first group of 20 students was to provide funding for fixed cost
associated with operating a school facility. The change in funding on a per student
basis gradually decreases after the first 20 students to accommodate for economies
of scale, while the new formula provides a larger allocation initially for the fist 10
students, it decreases to below $8,000 per student by the time you reach 20 students.
Table 4 demonstrates the reduction in resources being allocated to small schools
serving less than 100 students.
Another issue that contributes to the change in funding is the number of items that
receive adjustment. For example in FY 99, using the funding community model
there were 267 funding communities that received the adjustment for size while
with the per school model there were 499 adjustments for size.

Of the 499

adjustments for schools there were 143 schools serving less than 100 students. Table
5 shows the number of funding communities compared to the number of schools by
district and the number of schools serving less than 100 students by school district.

The funding community formula had a hold harmless provision for school districts
that experienced a 10% drop in K-12 instructional units from one year to the next.
The year before the school district experienced a decrease in K-12 instructional units

Public School Funding Formula
Comparison of Old to New Funding Formula

4

January 15, 2001

Public School Funding Formula
Comparison of Old to New Funding Formula

by 10% or more became the base year. In addition to its current K-12 instructional
units a school district was awarded in the first year of decline, 75% of the difference
from the base year, in the second year 50% of the difference between the current
year and the base year, and in the third year 25% of the difference between the
current year and the base year.
Special needs or categorical funding

Categorical funding for special education, gifted and talented education, vocational
education and bilingual/bicultural educational programs changed from the funding
community model to the school funding model. The funding community model
provided resource allocations to school districts based on the numbers of students
and the types of special need services provided to each student. The program
adjustments were based on the average cost of providing various levels of service
within each of the program areas. For example, special education provided four
adjustments ranging from $1,525 for each student identified as gifted and talented to
$20,300 for each student identified as requiring special education intensive services.
Bilingual/bicultural educational programs had three levels of adjustments for the
various types of services that students were identified as needing and vocational
education had one adjustment for each student identified as enrolled in a vocational
program course.
With the passage of Senate Bill 36, and the implementation of the school based
funding formula, the legislature approved a block funding approach for allocating
resources for special need programs.

The school funding model provides an

increased adjustment of 20% to the districts' average daily membership after it has
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