
 Alaska School
Operating Cost Study

Final Report

Prepared for:

Senator Randy Phillips, Chair
Legislative Budget and Audit Committee

State Capitol
Juneau, Alaska 99801

Telephone: (907) 465-6590
Fax (907) 465-4979

March, 1998



March 4, 1998

Senator Randy Phillips, Chair
Legislative Budget and Audit Committee
State Capitol
Juneau, Alaska 99801

Dear Senator Phillips:

Enclosed is McDowell Group’s Final Report on the Alaska School Operating Cost Study.  We
thank you for the opportunity to contribute to improving the method for Basic Need allocation
of Alaska’s largest and most important investment – public education. The study is a technical
research effort that focuses only on the influence of school size and geographic location on
school operating costs. The study is not intended to address the cost of politically determined
issues such as local contributions, capital projects, allocation of federal aid or special programs.

The final report is organized into three sections.

1. The Supplemental Summary is our summary of results and recommendations. It includes
an explanation of how we arrived at a school size factor for instructional costs, an area
cost differential for administration and non-personal services costs, and an overall
District Cost Factor (DCF) that provides each district with a single number for
simplicity of calculation.

 
2. The Final Report is the main body of the report that explains in detail the research

results and methods underlying the “Statistical Method” that is the basis for our
findings and recommendations.

 
3. The Technical Appendix includes detailed data supporting the main points of

professional inquiry that we pursued in the course of the study.

The major advances of the study are:

• An empirical basis for identifying actual school costs. Prior size and location cost factors
were based largely on professional opinion and on outdated proxies not directly related
to school costs.

• An equitable system for allocating instructional costs (70% of all school costs) for
schools of all sizes, regardless of their current level of funding.

• Provision for recovery of administration and non-personal services costs that are
actually incurred in each district as the result of size, geographic location and other
factors.

• A system easily amenable to regular updating as school costs change over time.

• Definition of costs by student and by school, rather than by Instructional Unit and
Funding Community.



We have these recommendations:

1. We recommend tracking, analyzing and updating school costs by each of the three major
cost categories – instruction, administration and non-personal services – on a regular basis.
The system we developed uses ongoing data bases so updating these cost factors can be
done in an economical and timely fashion. These costs can be expressed as separate factors
or combined as we have done in the District Cost Factor.

 
2. We strongly recommend a transition period as districts adjust to new levels of funding that

may result from changes in size and location factors. The change in the cost allocation
method could have significant impacts on some districts and adjustment time may be
needed.

 
3. We recommend improvement in the quality and definition of non-instructional data bases

on which the statistical approach is based. This will allow for more precise allocation for
administration and non-personal services costs in the future.

In closing, we once again thank you for the professional opportunity to contribute in the
challenging area of school costs analysis.

Sincerely,

Eric McDowell James Calvin David Teal
Senior Partner Managing Partner Project Manager
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Supplemental Summary

Purpose

The purpose of this Supplemental Summary is to explain, briefly and clearly, how
to apply the methods and results of the Alaska School Operating Cost Study.
Readers of the study may have some difficulty in pulling together pieces from
the separate chapters addressing the complex school cost issues, particularly
because pieces have changed in response to client requests since the draft study
was completed on January 31, 1998. This supplement is intended as a user-
friendly guide to seeing “the big picture” that may be hidden in the technical
detail in the study.

The purpose of the Alaska School Operating Cost Study is to determine adjustment
factors that compensate for the impact of school size and geographic location on
school operating costs. It is not intended to determine the cost of basic
educational need – known officially as “Basic Need” – but to allocate an amount
of Basic Need as defined by legislative appropriation.

Although Basic Need is the focus of the study, Basic Need is not generally the
focus of legislative deliberations. The allocation numbers the Department of
Education supplies to the legislature have Basic Need as a starting point, but
they adjust for local contributions, federal impact aid and other factors, so that
the legislature deals with “State Aid” rather than Basic Need.

Per terms of the contract for this study, the study did not address local
contributions, federal impact aid, categorical aid, or other factors that affect the
amount of state aid allocated to each school district. For purposes of this study,
Basic Need is not the amount of money required to meet some qualitative
measure of educational services; it is simply the amount of money the
legislature appropriates to provide basic education to students.

The Current Situation

This Alaska School Operating Cost Study is the first study of real school costs in the
thirty-nine years of Alaska statehood. School operating cost allocations are not
currently based on actual school costs. Instead, the distribution of billions of
dollars in state aid to public education has been based on three unsatisfactory
and outdated proxies in lieu of real school cost data.

Current Area Cost Differentials (ACDs) are based on two proxies. Most funding
(about 80%) is based on the 1985 cost of operating a personal household (not a
school) in various locations in Alaska, and the remaining 20% is based on the
1988 shelf prices of 34 items commonly purchased by schools. However, shelf
price is just one factor that affects the per student cost of operating a school in
different locations.
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Without a method that considers such geographic location factors as climate,
building quality, the quantity of each item purchased and local district policies –
just to name a few – simply comparing shelf prices is meaningless.

The third proxy in the formula is for school size. Current school size factors are
based on past educators’ best subjective opinions on the inefficiency of small
schools compared to larger schools, with no supporting data on actual staffing
levels.

The Communications Problem

Any new method of allocation for school operating costs will certainly result in
changes in allocation among districts. Further, a new method based on actual
school costs is certain to improve accuracy and equity compared to a method not
based on school costs. Yet, for those familiar with the workings of the current
method, changing to another method can be confusing. This Supplemental
Summary intends to bridge the communications gap between our recommended
statistical method and the current method of allocation.

The ÏStatistical MethodÓ

Under the legislative directive to develop a new basis for allocating Basic Need,
the McDowell Group designed a “statistical method” that made three major
advances.

• The “size formula” applies at the school level rather than to groups of
schools known in the current method as “funding communities.” This
assures that each school is treated equitably regardless of its location or past
levels of funding.

• Size adjustments are based on actual staffing levels in schools rather than on
subjective factors.

• Location adjustments are based on actual expenditures rather than on a
combination of outdated household cost-of-living data and subjective
adjustment.

 In addition, the statistical approach bases computation of Basic Need on student
counts rather than converting to instructional units. This is mathematically
identical to the current formula (and it would be easy to convert to “units” if
desired).

 The study identifies three categories of school costs – instruction, non-personal
services and administration – and analyzes them separately because their
responses to size and geographic location vary. Later in the study process, these
costs were placed into two groups – school level costs (instruction) and district
level costs (non-personal services and administration combined) to simplify the
analysis. Still later, a single adjustment factor was computed in the interest of
further simplification. In this summary, we first discuss the two-category
approach, then move on to a discussion of the single adjustment factor.



Alaska School Operating Cost Study  •  March 1998 McDowell Group, Inc.  •  Page 3
Supplemental Summary

 The study relied on FY 1996 data as that was the last year of complete data
available for all districts and for school-specific staffing. The statistical method is
designed so that existing data bases – provided their quality is improved – will
supply increasingly accurate adjustments for school size and geographic
location.

 Our proposal has its faults, primarily due to the obvious limitations of existing
school cost data for administration and non-personal services. However, in our
opinion, the advantages of basing school cost allocations on real school costs,
and of having an unquestionably sound basis for the dominant cost of
instruction, vastly outweigh the temporary deficiencies of the statistical method.

 

 Two Steps to the Bottom Line

 Using the statistical method, Basic Need is simply the sum of each district’s
allocations for the two categories of school costs – school level (instructional)
needs and district level (non-personal services and administration) needs. School
level costs are adjusted for school size and district level costs are adjusted by
each district’s Area Cost Differential (ACD). The following two steps explain the
procedures and provide the allocation results by district.

 Step 1: School Level (instructional) Costs and the Impact of School Size

 First, the school size factor was determined. In this study, the dominant school
operating cost – instructional staffing – is treated on a school by school basis,
depending on school size. School level staffing costs account for 70% to 80% of
total Alaska school operating costs, depending on how administration costs are
defined. The remaining 20% or 30% of operating costs are district level costs
(non-personal services and administration) costs. In the example used in this
Supplemental Summary, a broad definition of administration is used resulting
in an allocation split of 70% school level costs and 30% district level costs. The
priority of the study team was to develop appropriate school level staffing
requirements for schools of all sizes.
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 School Size Distribution

 Table I shows the distribution of Alaska’s schools by size of school.

 Table I.

 Alaska School Size Distribution

 Number of Students Number of Schools

 From To

 _ 20 49

 20 30 35

 30 75 69

 75 150 83

 150 250 53

 250 400 47

 400 750 102

 750 2,500 22

 
 
 Developing a School Size Formula

 The statistical method grouped schools throughout the state into similar size
categories, studied their staffing patterns (regardless of the funding level of the
districts) and developed a staffing model for every size school in Alaska. This
process was complemented by a team of school experts with decades of
experience in both rural and urban areas of the state. They developed a
professionally determined model for school staffing for all sizes of Alaska
schools. The statistical and professional models were strikingly similar, lending
support to the overall study method.

 The result of the school-staff model is a formula that compensates for small
school size by adjusting the student count upward in small schools so that each
student generates more revenue than students in larger schools do. This is
identical (in concept) to the current formula for determining the number of
“instructional units” which help define Basic Need.

 Study results show that school size factors vary from 1.98 for the smallest
schools to 0.84 for the largest schools. The base 1.00 is simply the statewide
average school size factor.

 These school size factors are exhibited in Table II, which reads like an income tax
table. The formula in Table II could replace the “instructional unit computation”
in AS 14.17.041. This table insures that a district is compensated for every
student in every school.

 For example, a small school of 80 students receives an adjusted student count of
the base of 122.85 (for schools in the 75 to 150 size category), plus 1.27 for each
student over 75, or 6.35. The total adjusted student count for this small school of
80 students is then 129.2. The size factor for that school is then 1.62 (the ratio of
80 actual students to 129.2 adjusted students).
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 Table II

 School Size Adjustment Formula
 (for the Conversion of Actual to Adjusted Student Count

 If The Student Count is: The Adjusted Student Count is:

 The Number of
 At Least But Less: Base plus Multiplier Times Students in
 Than Excess of:

 – 20 39.6 + (0 X 0)

 20 30 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 150)

 250 400 326.1 + (0.97 X 250)

 400 750 471.6 + (0.92 X 400)

 750 5,000 793.6 + (0.84 X 750)

 

 

 Computing District School Size Factors

 Once each school is assigned its size factor in the formula in Table II, the school
factors result in a district size factor. In the case of the following example in
Table III – Kenai School District – each of 36 schools gets credit for every student
with size factors ranging just 1.09 for the 594-student Soldotna Middle School to
1.81 for the 35-student Port Graham School. In total, the Kenai School District
has a resulting district size factor of 1.21, meaning that 10,282 actual students
become 12,431 adjusted students. When the legislature determines a basic need
amount for school level (instructional) the Kenai School District receives school
level funding for 12,431 adjusted students as compensation for school size
throughout the district.

 Table III demonstrates that the dominant school operating cost – instructional
staffing – is addressed on a school-by-school basis. The “boost” in adjusted
student counts decreases as school size (and therefore, efficiency) increases.

 Composite district size factors (the result of applying the school size formula to
all schools in a district) range from 1.07 in Anchorage to 2.04 for the Southeast
Island district and are shown in Table IV.

 Readers should recognize that the school – and therefore, the district – size
factor changes when the number of students changes. In most cases the size
factor changes will be slight, but each district will have a different size factor
each year unless enrollment remains exactly the same. The formula adjusts for
year-to-year variation in school enrollment and the most recent enrollment will
be used to determine actual funding each year.
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 Computing School Level (Instructional) Basic Need

 Table IV shows the bottom-line impacts of school size on district allocations for
school level (instructional) Basic Need. Following the columns from left to right
for the Alaska Gateway School District we see that a student count of 552
becomes an adjusted student count of 835 when the district school size factor of
1.51 is applied.

 School level Basic Need is proportional to adjusted student counts. In the Alaska
Gateway example, the district has 0.58% of the statewide adjusted student count
(835 out of 144,819), so has 0.58% of total school level Basic Need. In the example
used for Table IV, the basic need for school level (instructional) costs is assumed
to be $560 million. Alaska Gateway gets 0.58% of that amount, or $3.2 million.

 School Level (Instructional) ACD

 The dominant cost of basic education – school level instructional costs – is dealt
with through the preceding size formula. The question then is “Shouldn’t there
also be an ACD for instructional personnel?” The study does not recommend an
ACD for instructional staffing.

 A surprising finding of this study is that most districts pay instructional
personnel approximately the same (within 5%) as Anchorage pays. Therefore,
the actual per teacher instructional costs of most districts are remarkably similar,
regardless of geographic location. All other 52 districts combined pay an average
salary less than 1% above Anchorage. Further, the districts that do pay
significantly higher or lower appear to be doing so out of local choice (i.e.,
district policy) rather than in direct response to higher or lower household costs
of living.

 The analysis in Chapter III leads to the conclusion that typical instructional costs
are not the result primarily of geographic location but are more strongly
determined by market forces including district choice. At the same time,
household cost of living clearly is higher in some areas than in others. Just as
clearly, districts appear able to staff their schools with little variation in average
cost. Thus, the cost of staffing a school in Alaska is not the cost of operating a
household – a proxy upon which most of the current ACD is based.

 Because the cost of staffing a school does not vary with the cost of operating a
household, the study team recommends compensating districts for instructional
costs only through the school size factor (which can be substantial) but not with
a personnel ACD. By recommending no ACD for instructional staffing, districts
that have been frugal are not penalized and districts that have chosen to pay
more are not rewarded at the expense of others.
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 Step 2: District Level (Non-personal Services and Administration)
Costs and the Impact of Area Cost Differentials

 In contrast to instructional costs by school, district level (non-personal services
costs and administration) costs vary widely depending on geographic location.
However, separating the influence of location and size in the non-instructional
district level cost categories is very difficult and is not attempted in this study.
The ACDs for district level costs compensate for both size and location.

 To illustrate, a remote district with several small schools may pay eight times as
much per student for heating oil as does a large urban district, although the
shelf price of oil is only twice as high in the remote district. Both school size
(small schools cost more per student to heat) and geographic location (high shelf
price, building quality, harsh climate, etc.) combine to increase costs.

 The same blurring of the influence of location and size exists when analyzing
administration costs. Every district, no matter how small, must have some
administrative structure. A small district may be administered as efficiently as
possible, but it will still have high per student administration costs simply
because it has fewer students over which to spread costs. Consolidation of small
districts and/or of administrative functions could result in significant
administration cost savings.

 Study Conclusions Concerning District Level ACDs

 Analysis of administrative and non-personal services costs points to the
following conclusions:

• Administration staffing and cost differences were so variable, even among
similar districts, that no consistent standard could be applied for computing
a relationship between enrollment and administration costs. The long run
solution is more accurate administration data, uniform accounting practices,
a clear definition of administration and a general district staffing standard
for size similar to that for school level instructional staffing. The short run
solution is to compensate districts based on their actual costs.

• Non-personal services costs varied among districts, but not to the extent that
administration costs varied. Many districts have been under-compensated
for non-personal services costs by the current method of allocation. As in
administration costs, better district non-personal services data is essential
before formulating policy.

• Finally, in response to requests for simplicity, the study team recommends a
single blended ACD for district level costs, combining administration and
non-personal services. Districts are then compensated for costs according to
their financial statements. If such statements are inaccurate, then future
allocation refinements should allow for improved data.
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 Our recommendation is to compensate districts for actual costs incurred. This is
an unsatisfactory long run solution, but basing the district level ACD on actual
costs is an improvement over the current method.

 Calculating District ACDs

 The method for calculating the district level ACD, or multiplier, is not complex.
Total actual district-level costs are divided by the total number of actual
students. The result is a per student district level cost. This district level cost is
then compared to the statewide per student cost. This ratio becomes the district
level ACD. Using Alaska Gateway as an example, the district’s per-student
district level (non-personal services and administration) expenditures were
$3,326 and the average for Alaska was $1,056. The district’s ACD then is 3.15
(3,326/1,056).

 Table V shows how the ACD is used. Each district’s actual student count is
multiplied by the ACD to produce an adjusted student count. Again using
Alaska Gateway as an example, 552 actual students (times the ACD of 3.15)
gives an adjusted student count of 1,739 for purposes of allocating district level
costs. When all adjusted student counts are totaled, Alaska Gateway’s
proportion of statewide adjusted student count is 0.91%, so their slice of the
district level cost allocation pie is 0.91%, significantly greater than the district’s
school level cost allocation pie slice of 0.58%.

 The Alaska Gateway School District has significantly higher-than-average
district level costs per student. Consequently, the district receives 0.91% of the
total district level cost allocation of $240 million, or $2.2 million.

 Readers should remember that the district level ACDs apply only to district
level (non-personal services and administration) costs.
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 Summary Computation of Total District Basic Need Allocations

 Table VI identifies each district’s Basic Need allocation. The statistical method
for computing total Basic Need is simply addition. Table VI adds the school level
cost component (from Table IV) and the district level cost component (from
Table V) of Basic Need, resulting in total Basic Need allocation. In the example of
the Alaska Gateway School District, the $3.2 million in school level cost need
plus the $2.2 million in district level cost need total the district’s $5.5 million
Basic Need allocation.

 Discussion of Basic Need

 Definition of Basic Need

 Basic Need is simply an estimate of the amount of money required to educate
students. It is currently set at $61,000 per instructional unit. We recommend not
using the term instructional unit due to common difficulty in understanding the
concept. In its place, we suggest the simple concept of cost per student as
applied in this report. Thus, under the statistical approach developed in the
study, Basic Need would be stated in terms of dollars per student. In the
calculations used in this study, the actual unadjusted per-student Basic Need is
about $5,500, 70% of it for school level (instructional) costs and 30% for district
level (non-personal services and administration) costs. This split reflects
expenditures shown in district financial reports.

 Just as under current law, the requested level of funding will be driven by Basic
Need. Basic Need is set by statute in terms of dollars per (adjusted) student, so
that additional students—or additional appropriations—increase Basic Need.
Just as under current law, state aid is equal to Basic Need less local contributions
and a portion of federal impact aid. Therefore, Basic Need is only the starting
point for determining state aid, it is not the final level of funding.

 Formula for Basic Need

 The current formula for determining Basic Need is:

 Students (adjusted by a formula that adjusts for school size and converts
to “instructional units”)

 x ACD (which is a fixed “multiplier” that is based on differences in the
cost of living and prices of certain school supplies and services)

 x $/Instructional Unit (which is an amount determined by the
legislature).

 = Basic Need
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 The statistical method formula for determining Basic Need is:

 Students (adjusted for School Size) x School Level (i.e., instructional) =
Cost Allocation per adjusted student. This amount is determined by the
legislature.

 +

 Students (adjusted for ACD) x District Level (i.e., non-personal services
and administration) Cost Allocation per adjusted student. This is a
second, separate amount determined by the legislature.
 
 = Basic Need
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 Summary
 In general, the statistical method has these impacts compared to the current
funding formula:

• Most of the shift in allocation dollars from the current method to the
statistical method is due to the recommended change from “funding
community” to “school” as the basic unit for cost, and not to the change in
the method of calculating school size factors and ACDs. The loss of an ACD
for school level personnel costs may be more than offset by higher ACDs for
district level costs.

• Districts currently disadvantaged by having more than one school per
funding community would be on an equal basis with communities with one
school per funding community. School size is a significant determining
factor for cost. For example, when a district with three schools with 200
student each in one community receives funding for only one school of 600,
the community is deprived of compensation for smaller school size. Funding
on a school basis provides equity. Administrative inefficiencies created by
administering a district consisting of several communities are compensated
for in the statistical method by rewarding for actual cost of administration.

• The range of allocations becomes more moderate. The districts with the
highest per student allocations will receive slightly to moderately less and
those with the lowest per student allocations receive slightly to moderately
more.

• The rank order of per-student Basic Need remains nearly the same as under
the current system. In almost all cases, the highest compensated districts
remain highest in rank order and the lowest compensated remain lowest.

• Districts are compensated for actual operating costs, not proxies. If a district
has exceptionally high non-personal services costs and moderate
administration costs, for example, the statistical method compensates for the
reality of both costs.

• A transitional period is strongly recommended by the study team to prevent
any district from receiving less than their current dollar allocation due to
changing the statistical method of computing Basic Need. The amount
needed in the first year would be about $16 million to $20 million, depending
on the total Basic Need allocation determined by the legislature. As the total
allocation pie increases over time, transition compensation will decrease and
be eliminated.
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Computing a Single Adjustment Factor for Location

In response to a request by the Legislative Budget & Audit Committee to further
simplify the application of study results, we computed a single adjustment
factor that could be applied in the same way that Area Cost Differentials (ACDs)
are applied under current law. To avoid confusion with ACDs under current law
and as computed for district level costs in our study, the Committee opted to call
these factors District Cost Factors (DCFs).

We computed DCFs by blending adjustment factors for the two components—
school level costs and district level costs—described above. A listing of
computational steps to obtain the DCFs is followed by a discussion of issues
related to the adjustment process.

Computational Steps to Obtain DCFs

Note: Readers should have Table VII available for reference when reviewing
these steps.

1. Use FY96 District Financial Reports to categorize expenditures as "School
Level” or “District Level.” These categories correspond to the school-level
and district-level portions of Basic Need as described above. There were
three expenditure categories in the January 31 report—Instructional,
Administrative and Nonpersonal Services. We later combined administrative
and nonpersonal services expenditures to form a single “district level”
category in order to simplify the process. Combining the administrative and
nonpersonal services categories does not change the results. The
“instructional,” or “school level” category remained separate. FY96 school-
level and district-level expenditures are shown in columns 1 and 2 of Table
VII.

2. Determine the proportion of each district’s spending in each of the two categories.
This step simply describes school-level and district-level expenditures in
percentage terms. (See columns 3 and 4 of Table VII.)

3. Determine weighted changes in Basic Need for each district. Applying the
existing size formula and ACDs in existing legislation to each district’s
student population produces a level of Basic Need that serves as a basis for
comparison. This step uses the “Combined Impact of Count and Size
Revisions” numbers from Table 2.1 in the body of this report to determine
weighted changes from “current” Basic Need.1 The weighted changes are
obtained by

                                           
1 “ Count revisions” refer to the method of counting students. Current law counts students in “Funding Communities” which are

identical to single schools in some cases but which are groups of schools, rather than single schools, in other cases. The proposed
size formula produces separate student counts for each school. “Size revisions” refer to the specific factors used to adjust the
actual student count to compensate for higher per-student operating costs in smaller schools. Each of these impacts is computed in
the body of this report, as is the combined impact of the two changes to the existing "size conversion” formula.
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• multiplying the proportion of school level costs for each district by the
impact of revised counting method and size factors as shown in column
5 of Table VII,

• multiplying the proportion of district level costs by the impact of any
adjustments to district level costs,2 then

• summing the two parts to obtain a total impact (column 6).

1. Determine revised Basic Need (column 8) by adjusting “current” Basic Need
(column 7) per the number (column 6) determined in the prior step. Current Basic
Need is the amount obtained by applying existing size factors and ACDs
to the schools in the database. Revised Basic Need is obtained by
increasing or reducing current Basic Need as indicated by the weighted
change in column 6.

 

2. Determine the per-student Basic Need for each district (column 9) by
dividing Revised Basic Need (column 8) by the adjusted student count for
each district. The adjusted student counts are obtained by applying the size
formula (Table II of this summary) to the student counts for each school in
each district.

 

3. Determine “multipliers” (column 10) by dividing each district’s per-student
Basic Need (column 9) by the statewide average per-student Basic Need
($6,206, as shown in column 9). Four Southeast communities—Sitka,
Ketchikan, Wrangell and Petersburg—had multipliers slightly lower than the
multiplier for Anchorage. Multipliers for these communities were set equal
to the Anchorage multiplier so that Anchorage could be used as a base in the
normalization process described in the following step.

 

4. Normalize the multipliers to obtain District Cost Factors (column 11).
Normalization refers to the process of dividing each district’s multiplier by
the smallest of the district multipliers so that the smallest District Cost Factor
equals 1.000. The process does not change the results; it simply makes the
DCFs easier to interpret because no DCF is less than 1.000.

                                           
2 The draft report limited expenditures in some districts (as described in the report). Those limitations were omitted from the process of

determining District Cost Factors per instructions from the Senators preparing legislation. The impact of omitting the expenditure
limitations is that districts with relatively high per-student expenditures have higher DCFs than they would have if the limitations were
applied. The expenditure limitations are also omitted from the DCFs described in this summary. Our understanding is that
expenditure limitations may be addressed by other means.
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As an example, 59% of Alaska Gateway’s expenditures in FY96 were in the
school-level category while 41% were in the district-level category (columns 3
and 4). The January 31 report showed that a school-based student count (as
opposed to the existing funding community-based count) and the revised school
size adjustment formula would reduce the district’s adjusted student count
(compared to the count obtained by applying the existing formula) by 16%. A
16% reduction applied to 59% of expenditures is equivalent to a 9% reduction of
total expenditures (column 6). This 9% reduction applied to current Basic Need
(column 7) gives a revised Basic Need level of $6.1 million, or $7,308 per
adjusted student count (columns 8 and 9). This per-student Basic Need is 18%
above the statewide average of $6,206 (column 10). Dividing the 1.178 Alaska
Gateway multiplier by the Anchorage multiplier (.912) produces a District Cost
Factor of 1.291, as shown in column 11.

District Cost Factors are intended to be applied as follows:

1. Apply the size adjustment formula (Table II) to each school to obtain size-
adjusted student counts.

2. Sum the size-adjusted student counts within each district.

3. Multiply the district student counts by the appropriate District Cost Factor to
obtain “size and location” adjusted student counts.

4. Multiply these adjusted student counts by the per-student value for Basic
Need specified in statute to obtain total Basic Need for each district.

Conceptual Issues

The district-level ACDs shown in Table V are generally larger than District Cost
Factors because ACDs apply only to district level costs (that is, district
administration and nonpersonal services expenditures) but not to school level
costs. Use of these ACDs would require separation of state aid into two
components and would produce two different adjustments of student counts
(ADM). DCFs produce a single adjusted student count and eliminate the
requirement to separate state aid into two components. Conversion from
district-level ACDs discussed in the supplement to DCFs clearly simplifies the
adjustment process, and does so without changing computed levels of Basic
Need.

Although the DCFs may be applied in the same manner as existing ACDs, they
are fundamentally different in principle. ACDs is existing law are based only on
unit price differences (e.g., the cost of fuel in dollars per gallon) while DCFs are
much more comprehensive and reflect per-student differences in district
operating costs.

The DCFs reflect not only relative prices of goods in districts, but also the
number of students, dispersion of schools, costs of travel and other factors that
affect district operating costs. Because the DCF reflects factors other than prices
of goods, neighboring districts will not necessarily have similar DCFs. As
described in the body of this report, existing ACDs appear to have
undercompensated several rural districts for administrative and nonpersonal
services costs.
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Haines and Skagway can be used to illustrate the difference in concepts. The two
school districts are close (geographically) and have roughly equivalent access via
highway, air and water. They can be expected to have roughly equivalent prices
and, therefore, similar ACDs. However, Skagway has fewer students over which
to spread district operating costs. This means, for example, that if Skagway
spends $200,000 annually on salaries for district administration while Haines
spends $400,000, the per-student cost of administration in Skagway is roughly
1.7 times the per-student cost in Haines ($200,000/131 students = $1,530, which
is 1.7 times $400,000/430 students = $930). When higher per-student
administrative costs are combined with other district costs, the result is a higher
DCF in Skagway than in Haines.

Another issue is that the computation of Basic Need under any proposed
legislation may differ from the computation in the study. The study was strictly
limited to the impacts of size and location on school operating costs. Any policy
changes that affect the computation of Basic Need are beyond the scope of the
study.

Because DCFs are influenced by the adjusted student counts in districts, policy
changes may raise questions concerning the validity of DCFs presented in this
summary. The DCFs are based on computations that did not anticipate changes
in the computation of Basic Need. While it is certain that the DCFs would differ
if recomputed with policy changes incorporated, it is not clear that the DCFs
should be recomputed. We recommend a transition period to allow districts to
adjust to revised funding levels. We also recommend recomputation of
adjustment factors for district-level costs once funding stabilizes and improved
data become available. We believe that DCFs based on current expenditure
relationships are appropriate during a transition period.
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Introduction to Study Methodology

Introduction

The School Operating Cost Study is the result of a professional services contract
arising from Request for Proposals No. LBA972 by the Legislative Budget and
Audit Committee. A number of parameters were specified in the contract that
would guide the design, methodology and conduct of the study. The key
provisions are listed here so readers can understand the specific nature of the
task and the approach and methodology chosen by the study team.

The initial charge is stated in the purpose. “The study is to determine the
differences in costs of school operation that arise from differences in school size
(student population in a funding community) and geographic location, for the
purpose of providing information necessary to make changes to the public
school funding formula.” In other words, the study will provide the means to
restructure the existing funding mechanism but the actual formula restructuring
is to be done by the legislature, not the consultants.

The central issues of the study are the impacts on school operating costs of
school size and geographic location. Further, the study is confined to operational
costs and is not a study of a number of other school costs – such as pupil
transportation, special education and capital projects – that have special
appropriations outside of the current public school funding formula for basic
educational need.

The contract further states, “For the purposes of this study, the consultant may
not consider the current administrative structure nor any of the current
contractual arrangements held by a school district.” This requirement means
that recommended formula revisions must be broad enough to factor out the
impacts of conscious choices made by individual districts that impact their own
costs when compared to other districts.

The contract also requires that consideration be given to costs that are unique to
large urban districts and small rural districts. This guideline recognizes that a
single, simple formula may not be appropriate for all Alaska’s school districts.
The study design must respond to these unique differences.

The time frame for the study – from contract award November 15, 1997 to
January 31, 1998, with a progress draft due January 15, 1998 – was another key
factor in study design. To some extent the time frame dictated that most of the
study would rely on existing data available from school districts, the Alaska
Department of Education and other sources such as the Alaska Department of
Labor.
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Selection of Methodology

The study team recommended a major concept change at the beginning of the
study. We recommended that the basic units of analysis be schools rather than
existing funding communities. Schools are the basic and objective units of actual
cost occurrence while funding communities were subjectively determined. Using
funding communities to determine staffing requirements would negatively
impact our ability to perform objective research.

The study team first assembled a team of four respected school operations
experts. These experts represented both urban and rural viewpoints as well as a
wide range of school expertise in business management, financial analysis,
instruction, operations and administration. This group guided and advised the
professional study team. Their first task was to determine levels of instructional
staffing appropriate to all sizes of schools represented by Alaska’s nearly 500
individual schools – regardless of existing levels of funding or geographic
location. This model for instructional staffing became the basis for further
research and analysis.

The study team amassed enormous databases on school operations. These data
included instructional staffing for all schools, instructional salaries, instructional
pay scales, district financial reports and statewide databases on non-school
wages throughout Alaska. Other data including recent cost-of-living research
was also collected.

The study team then developed the “statistical approach” that is the framework
for presenting school cost analyses in this study. The statistical approach is new
to school cost research and was designed to meet the terms of the contract and to
overcome some difficulties with the current public school funding formula. It
also allows for objective quantification of costs by school and by student as well
as by district.

Problems inherent in the existing formula include:

• basing most of the area cost differential on the cost of operating residential
households – not school districts;

• basing school (or rather, funding community) size factors only on
professional opinion and not empirical evidence; and

• failing to consider factors other than commodity price differences that
influence costs of operating schools.

 
 The statistical approach has the advantage of establishing an empirical basis for
the largest portion of school costs – instruction. Using various statistical
techniques, staffing for all schools was segregated into groups and an efficiency
curve was developed to determine typical staffing by school size, regardless of
levels of funding by district. This was then correlated with the school size model
developed by the school experts to produce an empirically based formula for
instructional staffing that allows each school an appropriate level of instructional
staffing regardless of location or district size.
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 Next, school operating costs in all districts were analyzed and grouped into
three separate components – instruction, nonpersonnal services and
administration. Statewide, these expenditures are, respectively, 79%, 16% and
5% of school operating costs. Analysis of these components showed that
expenditures per student varied greatly among districts, even among districts of
similar size and location. Because of these wide variations, non-personnel and
administrative costs were forced into a narrower range than occurs in the raw
data. The study team computed multipliers based on relationships of these
adjusted expenditures. Three different analyses of non-personnel data were
conducted. These involved all non-personnel costs, a selected market basket of
non-personnel costs and operations and maintenance costs.
 
 The statistical approach addresses per-student cost levels for both nonpersonal
services and administrative costs in a way that combines the effects of both
geographic location and school size. The study results provide detail for
assigning separate cost factors for non-personnel and administration costs, as
well as for instructional staffing levels.
 
 Finally, substantial research effort was also given to the important issue of
instructional compensation levels and the underlying personnel area cost
differential that plays a large role in the existing funding formula. A number of
methods were employed to address this issue.
 
 The use of the statistical approach results in several improvements in the
measurement and expression of school operating costs. These improvements are
discussed in the Executive Summary.
 
 

 Study Organization
 
 Preceding is a brief discussion entitled Introduction to Study Methodology. This
section describes the purpose and organization of the study and defines the
requirements that determined study methodology. Study methodology is briefly
discussed.
 
 An Introduction to Study Issues defines the critical range of issues that must be
addressed when considering revisions to the public school funding formula.
Awareness of these issues sets the context for understanding study results.
 
 A brief Study Team section identifies the members of the school expert panel so
important to the study effort. To them we give special thanks for their expertise,
judgment and willingness to be part of a new approach to school funding.
 
 An Executive Summary puts forth the six major findings and recommendations
resulting from the statistical approach to public school operating cost funding
allocation.
 
 The Summary of Results presents quantitative impacts on each district of the
recommended statistical approach.
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 Chapter I, Basic Approach, presents a summary discussion of the results and
methodology of the method chosen for the study. The methodology described in
this chapter is the heart of study effort. Included are the multipliers for each
district for each of the three components of the funding formula. The following
three chapters include detailed results of the three major school operating cost
categories.
 
 Chapter II, Instructional Allocations, addresses the size factor analysis in detail
and is the basis for the size multipliers so critical to equitable funding allocation.
 
 Chapter II, Nonpersonal Services Allocations describes the three special analyses
performed to arrive at district-level multipliers for the nonpersonal services
component of the funding formula.
 
 Chapter IV, Administrative Allocations, discusses the method and findings of
providing administrative adjustment factors for all districts.
 
 Chapter V, Additional Considerations, describes alternate methods of altering
allocation results. The study does not quantify these alternative methods.
However, Chapter V provides a discussion of the personnel area cost issue and
the cost-of-living issue that historically supported a personnel compensation
differential. The discussion in this chapter indicates the likely results of one
scenario based on a personnel area cost differential and of altering the relative
shares of total funding allocated to each of the three components of the funding
formula.
 
 A Statistical Appendix is provided under separate cover. Its contents will be
detailed tables and graphs supporting the many forms of analysis employed
during the study period.
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 Introduction to Study Issues
 

 

 Statement of the Situation

 Traditionally, Alaskans have been supportive of education and willing to pay
for it. The State of Alaska’s single greatest investment is the nearly $700 million
it allocates annually to its 53 school districts for public education. Alaska, as a
state with a relatively young population, continues to support education when
the political trends elsewhere have been to reduce spending on education. In
states with relatively older populations where fewer households have school age
children, public education is of lower priority and has been cut substantially. For
example, Arizona, an otherwise fairly well-to-do state, ranks near the bottom in
their investment in public education. Even today, in the face of declining
revenue, Alaska ranks near the top in terms of state dollars per student,
exceeded only by those states with exceptional economic ability.

 Yet in recent years, even Alaska has had to face the prospect of declining real
resources devoted to education. Districts have had to reduce staffing, re-
negotiate contracts and cut costs of all kinds while municipalities, students and
parents try to compensate by raising their own money for everything from
school supplies to travel, computers and building maintenance. While school
enrollment has increased, the real value of appropriations to pay for it has not
kept pace as Alaska’s primary source of revenue – oil – continues a long-range
production decline.

 In this environment, the method to allocate funding among schools and districts
is under intense scrutiny, and a variety of proposals aimed at revising the
method of allocation are before the legislature.

 

 The Need for Equity

 As public resources decline, fairness and equity in the allocation of these much
needed funds become increasingly important. As always, Alaska differs from
other states when it comes to allocation of public resources. The extent of
geographic dispersion (more than 120,000 students spread over 586,000 square
miles) and dramatic differences in community sizes (and the resulting
differences in scale and efficiency of school operations) create immense
differences in school operating costs.

 No simple formula can ensure equity for Anchorage, with nearly 47,000
students, Pelican with 31 students and 51 other districts at all points in between.
No research study can measure the full effects of multiple influences – such as
climate, building quality, transportation costs, local economic conditions, labor
supply, isolation, local school board policies, collective bargaining, and
community demands – on the cost of education. Further, no politician, school
expert, researcher or consultant is going to tell 53 districts and 484 schools how
to run their business while local control remains an underlying principle of
Alaska’s public school system.
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 Nevertheless, there are good reasons for scrutiny of the method to allocate
school aid and the current call for improvements in equity. The current method
of allocating education aid results in a range of $3,400 to $21,000 per student.
Although absolute equity may be impossible to achieve, significant
improvements appear possible. This study makes major advances in the
objective measurement of school costs and offers solutions that result in
progress toward equity.

 Historically, Alaska distributes public school funding using two means of
compensating for differences in school operating costs. These criteria for
compensation are size – adjusted for by an instructional unit computation that
compensates for small school size – and location – adjusted for by the Area Cost
Differential (ACD). The means of calculating these compensation measures have
always been subject to debate and have been changed on a number of occasions
since statehood for both empirical and political reasons.

 

 Compensation for Size

 Most observers would agree that the per student cost of providing basic
education services to 30 students in a remote community is greater than in an
urban community with 1,500 students under one roof. Although the principle of
size compensation has been widely accepted in Alaska, the means of calculating
the size factors has been under scrutiny since the origin of the Alaska
Foundation Formula.

 This weakness in the existing size adjustments is the first major issue addressed
by the Request for Proposals that formed the conceptual basis for this study. In
essence, the RFP requested an objective, quantifiable and defensible basis for
school size adjustment. The McDowell Group study design accomplishes this.
For the first time, size factors have an empirical, statistically defensible basis.

 

 Compensation for Location

 Size compensation is only part of the equity picture. The second factor is the
Area Cost Differential, or ACD. The ACD compensates for cost differences due
to geographic location. Compensation for these inherent geographic cost
differences is also a widely accepted principle. However, as with the size
adjustment, the principle of the adjustments for location is widely accepted but
the means of calculating ACDs has been subject to continued revision and
reexamination.

 Currently, the location differential for each district is a single number based on
price differences among locations. Prices of household market basket items
(food, housing, transportation, etc.) were a proxy for school personnel costs, and
prices of a non-personnel school market basket (insurance, books, fuel, etc.)
represented all non-personnel costs.
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 There are three major weaknesses of the current ACD.

• First, all district aid is subject to a single ACD. Personnel and
nonpersonal services should not rely on the same differential.

• Second, ACDs are based on the household cost of living, not the actual
cost of staffing a school with instructional, administrative and operations
and maintenance personnel. The RFP requested alternatives to this
method of allocation, moving away from what may or not be a relevant
proxy for personnel costs.

• Third, the current ACD does not incorporate adjustments for the
complex range of factors that affect non-personnel school costs – such as
building quality and efficiency, climate, community use and local
availability of goods and services.

 

 A Solution to Instructional Staffing Needs

 The McDowell Group study team – consisting of economists, business analysts,
public policy analysts, wage and salary analysts, school management experts
and school business experts – developed an objective statistical approach for
providing equal basic instructional staffing to schools of all sizes.

 

 Noninstructional Costs

 Current ACDs apply to nonpersonal services costs as well as to salaries. The
methodology used for the existing ACD was to price a fixed market basket of
thirty-four school cost items – such as insurance, books and travel – in each of
the districts and calculate a simple differential. Non-personnel costs account for
about 10% to 40% of a district’s total costs, depending on the district. Price
differences for the full market basket varied from 1.00 in major urban areas to as
high at 1.46 in the most remote regions.

 The primary weakness of the existing approach is its failure to consider the
many factors – other than shelf price – that affect non-personnel costs. The
method developed by the study team places the true cost differential of smaller,
remote districts where it belongs – in the nonpersonal services and
administrative components of the education funding formula.
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 Summary
 
  “Basic Educational Need” can be defined as an amount of money required to
fund the operating costs of a school district. Adjustment for school district size
and location are two of the three elements that determine “basic need” in
Alaska’s current formula for allocating education aid (AS 14.17.021(c)). The third
factor is “unit value,” which reflects total funding level and is not addressed in
this study.
 
 The objective of the research described in this study is to make the foundation
formula more equitable by determining adjustment factors that compensate for
differences in school – and school district – operating costs that arise from the
number of students served and from geographic location.3 This study is not
intended to be a comprehensive review of all the philosophical and equity issues
the legislature might address in considering revisions to the foundation formula.
 
 In short, the purpose of this study was to develop new adjustment factors for
size and location, not to develop a model to allocate education aid to school
districts. Although this study develops allocation amounts and compares them
to current law, the allocations described in this study do not consider all aspects
of education funding. Comparisons with actual allocations should, therefore, be
avoided until more comprehensive calculations are performed by, or in
cooperation with, the Department of Education.
 

 

                                           
 3 “Foundation formula” is the common name for the formula that allocates state operating aid to the 53 school districts that provide

primary and secondary education to Alaskans. Although the formula provides funds for educational services for special needs of
children younger than school age, the focus of the formula is on education from kindergarten through 12th grade, commonly referred
to as K-12.
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 Study Team
 

 
 The McDowell Group study team includes a panel of Alaska education experts
with a mix of urban and rural school district operations experience. These
experts were a critical part of the study team and took an active role in
developing the approach as well as reviewing the research and analysis. The
panel includes the following individuals:

 
 Tom Freeman has nearly 30 years of financial management experience in
Alaska, Washington and Oregon schools, including 18 years with the
Anchorage School District. He was Assistant Superintendent of Business
Management for the Anchorage School District until 1988 and remains
involved in school and community activities.
 
 Jim Paul served 12 years as Superintendent of what is now the Denali
Borough School District. He is also a former teacher, principal and
superintendent of the Craig School District and participated in three prior
efforts to revise the foundation funding formula.
 
 Andy Warwick served four years in the Alaska State Legislature (1971-1974),
all four years as a member of the House Finance Committee. He served two
years as Commissioner of the Department of Administration (1975-1976).
Mr. Warwick was elected to three terms on the Fairbanks School Board
(1988-1996) serving as President of that body and as its Finance Chair. He
was appointed to the Alaska State Board of Education in 1991, serving as
Vice Chair until 1992. Mr. Warwick has been in private practice in Fairbanks
as a Certified Public Accountant since 1978.
 
 Bob Weinstein spent 20 years as a teacher and administrator with the
Southeast Island School District, retiring as superintendent in 1994. He has
considerable experience with small school operations. He is also very
familiar with the existing foundation program and served as a member of
the Foundation Formula Task Force in 1995.
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 Executive Summary
 

 

 

 The basic question addressed in this report is “Do current adjustment factors
provide accurate compensation for differences in school – and school district –
operating costs that are due to size and location?” The short answer is that
statistical analysis indicates current size and location adjustments relatively
undercompensate some districts for differences in school operating costs.
 

 The following executive summary introduces the six major findings and
recommendations of this study. Results of the analysis are provided in the
Summary of Results located prior to Chapter I in this study.

 

 1. Definition of Recommended Funding Formula

 The study team recommends that the education funding formula be divided
into three components – instruction, nonpersonal services and administration.
One component, instruction, is specifically related to schools. The other two
components are district-level allocations. The components are separated because
each has unique adjustment factors for size and location. The separation of
components applies only to the allocation of aid and is not intended to imply
expenditure limits in any component.

• Instructional Allocations. The instructional component includes all school-
specific personnel required to operate schools, including teachers, building
administrators, aides and administrative and building support staff.

•  Nonpersonal Services Allocations. This component includes all non-
personnel costs in school districts, including non-personnel costs associated
with instruction and district administration.

• Administration Allocations. This component includes the personnel costs of
certificated and classified administrative personnel engaged in district-wide
functions that are not specifically related to educational services delivered in
schools.
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 2. Definition of Funding Units

 The study team recommends that schools, rather than funding communities,
be the basic unit for education funding. The school is the fundamental cost
center for delivering instructional services. The basic units of funding under
current law are “funding communities” – which are defined inconsistently and
which would not provide equitable treatment for all schools even if they were
defined consistently. Adopting schools as the basis for funding would result in
more equitable allocation of instructional resources by providing comparable
levels of instructional staffing in all schools regardless of district size and
location.

 

 3. Adjustments for School Size

 The study team recommends that statistically derived adjustment factors be
used to compensate for the higher per-student cost of operating smaller
schools. This study provides an objective, defensible and empirical basis for
instructional staffing in all sizes of schools. The recommended size factors were
developed by a study team of school management and business experts,
blended with analysis of the instructional staffing patterns of Alaska’s schools.

 Study results indicate that school size has enormous influence on operating cost
per student, with the efficiency curve rising rapidly from the smallest schools to
a school size of 500 to 600 students. Beyond that, size instructional efficiencies
increased slowly, with less perceptible gains beyond 1,500 students.

 

 4. Adjustments for Location

 A. Instructional Component

 The study team recommends that area cost differentials (ACDs) in the
instructional component of the formula be eliminated, allowing market forces
and individual district needs and choices to determine compensation levels.
ACDs based on average instructional salaries would result in several rural
districts (with high current ACDs) having lower ACDs than Anchorage.4 This
means that adoption of area cost differentials (based on average teacher salaries)
for the instructional component would reduce aid to several rural school
districts, a result counter to the equity criteria required for this study.

 Analysis of instructional salaries shows little relationship between current ACDs
and actual salaries paid. Categorizing districts by size, location and accessibility
showed that the average instructional salary in Anchorage is only one percent
lower than the average in the other 52 districts. Most districts (35 of 53),
including many with significant ACDs, paid within five percent of the statewide
instructional salary average, with several rural districts having salary schedules
– and average salaries – lower than in Anchorage.5

                                           
 4 Other states that have area cost differentials typically use them to compensate for higher costs in urban schools.

 5 The analysis of average salaries includes housing allowances as indicated in district financial reports. The analysis of salary
schedules excludes housing allowances because we have insufficient information to allow us to allocate the allowance to individuals.
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 Reasons for this salary uniformity are many, but analysis shows that teacher
longevity is the primary reason. Salary schedules in rural districts are somewhat
higher than in Anchorage on average (although several districts with high ACDs
have lower salary schedules than Anchorage). Even in those districts with
higher salary schedules than Anchorage, few have teachers with average years
of experience near the average for Anchorage. The result is that costs associated
with higher salary schedules in rural areas are offset by costs associated with
greater longevity in urban districts. Average salaries in all districts fall in a
surprisingly narrow range.

 Research on private sector salary practices confirms that salaries tend to be
higher in Anchorage than in districts with high ACDs. Location differentials are
rarely paid by private industry, and are nominal if paid. Among private and
public sector policies researched for this study, the sole exception is the State of
Alaska, which pays a location differential based on the estimated cost of a
“market basket” intended to reflect household spending.

 B. Nonpersonal Services and Administrative Components
 The study team recommends that area cost differential “multipliers” be used
to adjust for higher noninstructional costs due to district size and location. The
key technical emphasis of the recommended separation of the formula into three
components is that size and location have different impacts on each component.
This has many implications, but the most important is that the cumulative
effects of all factors affecting noninstructional costs – geography, climate, local
economic conditions, cultural needs, design and condition of buildings,
proximity of schools and similar factors, as well as the number of students and
prices of goods and services purchased by districts – are incorporated in the
noninstructional multipliers.

 One critical finding of this study is that differences in per-student
noninstructional costs far exceed differences in existing ACDs. While the current
ACDs may over-compensate some districts for personnel costs, they under-
compensate some districts for dramatically higher per-student noninstructional
costs.

 Of the three components of the funding formula, administrative costs have the
widest variability from district to district. Though extremely wide variations of
administrative cost per student can be demonstrated, statistical analysis cannot
identify the reasons for the variance. What is known is that administrative cost
efficiency improves rapidly as district size increases, but the largest districts are
not necessarily the most cost efficient. It is clear that no uniform administrative
staffing standards exist from district to district, even among districts of similar
size.
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 5. Data Requirements

 The study team recommends that existing reporting systems be strengthened
and that databases to support school cost analyses be further developed.
Databases needing attention include those containing instructional salary and
staff records, district financial reports and records of student attendance and
participation in special programs. The quality of the databases must be
improved in order to allow continued progress toward equitable allocation of
education funds.

 Data improvements could come through management audits. The purposes of
these management audits would be:

• To generate better information for future computation of multipliers for the
nonpersonal services and administrative components of the funding
formula.

• To explore options for reducing costs through cooperation, consolidation,
centralized business functions and other management methods.

 Once database improvements are made, statistical analysis similar to that which
produced clear results for the instructional component could produce improved
results for the two noninstructional components of education funding.

 

 6. Transitional Implementation

 The study team recommends that negative impacts of the revised size and
location adjustments be mitigated. The proposed adjustment factors narrow the
range of per-student education aid among districts. Nevertheless, any
reallocation of a fixed amount of funds that produces “gainers” also produces
“losers.” A provision to prevent any district from receiving less than its current
level of aid as a result of revised adjustment factors would allow “gainers” to
benefit without the gains coming at the expense of other districts.

 The recommended revisions to the funding formula generate a relatively small
reallocation of funds (about 2.7 percent of the current level of Basic Need). While
a transitional provision would provide less equity than full implementation of
the recommended adjustment factors, it would offer improvement over the
disparity in funding that now exists. This option would, of course, require
appropriation of additional funds. The first-year cost of transitional
implementation is estimated to be between $16 million and $20 million.
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 Summary of Results
 

 

 Approach
 
 The study team used statistical analysis to determine adjustment factors for
differences in student population and location. We divided the education
formula in three components – instruction, nonpersonal services and district
administration – when it became apparent that each component required
different adjustments for size and location.
 
 The basic research methodology – referred to as “the statistical approach” in this
study – is described in Chapter I. Each of the components is further described in
a separate chapter. Alternate allocation issues are discussed in Chapter V. An
overview of the results of the statistical approach is presented below.
 
 The statistical approach uses data on staffing levels in schools, audited
expenditure reports and student enrollment figures to determine size and
location adjustment factors. The statistical approach is based on three premises.
The premises and brief discussions of their impact follow:
 
 Premise 1

 
 Schools of similar size should have similar staffing levels for regular K-12
programs regardless of location of schools or size of district in which the
schools are located.
 
 The statistical approach separates school instructional costs from district
administrative costs and from utilities, travel and other non-personnel costs,
then uses existing instructional staffing patterns to derive factors to
compensate for higher per-student instructional costs in smaller schools. In
general, compensation factors for small schools under the statistical
approach are similar to those under current law, but bringing “staff equity”
at the school level results in significant adjustment of aid to schools that are
not currently compensated for small size because they are part of a larger
community or district.
 

 Premise 2

 School staffing levels should be determined independently of
instructional costs; adjustments for differences in average instructional
salaries should be made after school staffing levels are determined, and
any adjustments should be based on statistical information showing clear
differences in personnel costs.
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 Adjustments for personnel costs under the statistical approach are not based
on differences in household cost-of-living in various areas, but on research
covering a broad range of salaries that more directly relate to the cost of
operating schools. Research on salaries outside the educational system found
no statistical justification for higher salaries in rural areas. In fact, the data
indicate compensation is generally higher in Anchorage than in rural areas,
although teacher salary data showed a slight trend in the opposite direction.
Based on this conflicting information, the statistical approach applies no area
cost differential to instructional costs.
 

 
 Premise 3

 School district expenditures for nonpersonal services and administrative
purposes are generally no higher than necessary (given current district
structure); existing variation in per-student expenditures reflects
differences in costs that are attributable to size and location.

 Statistical analysis identified large variations in noninstructional
expenditures per student. The range of differences caused the study team to
question the premise and to limit per-student expenditures (for purposes of
calculating multipliers) rather than develop multipliers that reflect current
spending. The statistical approach compensates for differences in
noninstructional costs by producing multipliers that are substantially higher
than those in current law. However, the multipliers apply only to
noninstructional expenditures, which average 20 percent (and range from 14
percent to 60 percent) of total district expenditures.

 
 

 Interpreting Study Results
 
 Several concepts are critical to interpreting the results of the study.
 
 1. Before reviewing results of the analysis, it is important for readers to

understand that the analysis addresses only the relative allocation of school
operating aid; it does not address the following issues:

 • capital requirements of schools

 • school debt reimbursement

 • pupil transportation costs

 • special appropriations to school districts

 • the total amount of aid allocated by the formula

 • sources of funds, including local contributions and federal impact aid

 • district or school consolidation issues

 • vocational education, bilingual and other funding that is not classified as
“regular education”

 • labor issues, organization of local government or other issues that are
related to school funding but that are not directly accounted for by the
size and location factors of the foundation formula.
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 2. Because the study addresses allocation of aid rather than the amount of aid to
be allocated, it may appear that the statistical approach concludes that some
districts are currently receiving too much education aid. Readers should
understand that the results do not imply that a particular school district is
over-funded (or under-funded) in and of itself, but rather that a district
may be relatively over- (or under-) funded when compared to other
districts. All comparisons in this study are based on relative adjustments;
i.e., they are simply shares of an amount of aid that is determined by
political forces.

 
 3. Readers should also understand that dollar values in the tables and charts

cannot be compared with actual aid received by districts because the total
amount allocated in the tables ($800 million) is an arbitrary amount that is
not equal to the actual amount of state aid allocated in any year.6 While
additional calculations would be required to determine actual changes to aid
received by each district under the revised adjustment factors, it should be
noted that proportions of Basic Need allocated to each district would not be
affected by the total amount of money available. In addition,

 
 • State education aid is reduced by local tax contributions and by a portion

of federal impact aid, and increased by special appropriations to
Regional Education Attendance Areas (REAAs) and to “single site”
districts. These reductions and increases are not reflected in the analysis
of aid under current law or under the statistical approach because the
focus of this analysis is on developing adjustment factors for size and
location.

 
 • The statistical approach does not specifically address funding for

vocational education, bilingual and other special programs that are
addressed by the current formula. This treatment is not a
recommendation to eliminate funding for these special programs; it
simply reflects a lack of detailed data required to include special
programs in our analysis.7 In order to make meaningful comparisons
between allocations under current law and the statistical approach,
special program funding must be treated the same under both
approaches. In this analysis, that means excluding them from both
allocation systems.

                                           
 6 The $800 million figure is approximately equal to the FY99 budget for Basic Need. Basic Need is reduced by required local

contributions and by a portion of federal impact aid. These reduce state aid to about $635 million.

 7 The statistical approach bases allocation of aid directly on student population in each school rather than on “instructional units” within
each “funding community”. (Both these terms are discussed later in this report.) Implementing this direct approach would require
redetermination of funding policy for special programs. That policy decision can be made only by the legislature. Faced with a choice
between analysis which 1) explores a more direct link between students in each school and funding levels or 2) retains the existing
funding system for special programs, the Legislative Budget and Audit Committee chose to explore the more direct funding link
(December 3, 1997 Progress Report). That decision was based on a desire to simplify the formula and does not indicate a decision to
change the funding approach for special programs. Although conversion of the direct student count to the instructional unit approach
is a simple mathematical exercise, special program funding could not be included in the statistical approach because school level
information on special program participation is not available. Several states have developed cost multipliers for special program
participants. These factors could be adapted to Alaska at the school level if the legislature chooses to replace the instructional unit
concept with a direct count of students.
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 • The information in the student-school database does not sum to district
totals reported by the Department of Education.8 Although this has a
negligible effect on comparisons of current law and the statistical
approach – because allocations under both systems are determined from
the same data – it does mean that comparisons with actual aid are not
valid.

 
 4. For comparative purposes, the study team applied the current formula to the

same student database used to determine funding levels under the statistical
approach. Although this methodology means that data in the charts and
tables is not comparable to aid currently received by districts, it isolates the
effect of changes to the size and location adjustment factors. Assuming no
changes are made to parts of the funding system other than the size and
location adjustments, comparisons of information labeled “current law”
and “statistical approach” are reasonably accurate indications of what
would happen under a revised formula, since local contribution
requirements and special funding would affect both allocation formulas in a
similar manner.9

 
 In short, the purpose of this study was to develop new adjustment factors for
size and location, not to develop a model to allocate education aid to school
districts. Although this study develops allocation amounts and compares them
to current law, the allocations described in this study do not consider all
aspects of education funding. Comparisons with actual allocations should,
therefore, be avoided until more comprehensive calculations are performed
by, or in cooperation with, the Department of Education.
 
 Further, results obtained by applying the statistical approach and current
adjustment factors to a database are approximations of allocations. When
comparing the proposed formula with current law, the reader should focus on
relative changes shown in the tables rather than on dollar comparisons with
actual aid allocations.  The actual amount of aid allocated to each district will
change as both the number of students and the total amount of aid allocated
change, and as special program funding, local contributions and other aspects of
the full funding formula are considered.
 

 Summary of Results
 
 Figure 1 shows that implementing the adjustment factors generated by the
statistical approach would allocate additional aid to more than 20 school
districts. The implication of this result is that, relative to other districts, some
districts appear to be underfunded under current law. Table 1 shows that the
level of underfunding in all districts is about 2.7 percent of the amount of
funding allocated ($21 million of $800 million allocated).

                                           
 8 The student-school database is a blend of files obtained from the Department of Education (DOE). DOE provided files on student

counts and number of staff in each school, which we combined. The actual student count and the database count differ by about 40
students statewide.

 9 Gains or losses shown in the tables will not result in equivalent changes in the amount of funding that is actually received by some
districts. For example, three districts are affected by a “35 percent of basic need” alternative minimum required local contribution.
Gains (or losses) by these districts would be reduced by 35 percent, resulting in a small redistribution of aid. Districts that are
affected by the 23 percent restriction on “excess local contributions” would be able to contribute an additional 23 percent of additional
aid received. Similarly, their local contributions would be further restricted if the amount of state aid were reduced.



Figure 1--Percentage Increase in Funding for Education (Relative to Current 
Adjustment Factors) Under a Transitional Scenario
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 A practical interpretation of this result is that the addition of about 2.7 percent
to the total amount allocated by the foundation formula could allow relatively
underfunded districts to be funded at a more equitable level while no district
would lose funding.10 Figures 1 and 2 show two of many possible scenarios.
The first – referred to as the “transitional” scenario – shows the impact on school
districts if educational aid were increased to allow relatively underfunded
districts to receive their full adjusted allocations while no district receives less
than its current allocation. Note that if the total funding level were simply
increased by 2.7 percent, all districts would share the additional funding, thus
preventing districts that receive reduced aid under the statistical approach from
being “held harmless.”
 
 The second scenario – referred to as the “no additional funding” scenario in
Table 2 and Figure 2 – assumes that no additional educational aid is
appropriated. In this scenario, the adjustment factors under the statistical
approach would reallocate available funds. By its nature, reallocation of a fixed
amount means that aid gained by some districts must be offset by losses in other
districts.
 
 Figure 2 and Table 2 show the results of applying the statistical approach in a
“no additional funding” scenario. As noted in the preceding text, the reader
should focus on the direction of change rather than the precise amount of
change. The figures in the table are approximations only and should not be
compared to current aid allocations.
 
 The statistical approach indicates that districts with many schools in few
funding communities tend to be relatively underfunded by the present
allocation system.11 Districts in which each school is considered a funding
community tend to receive relatively less aid under the statistical approach.
 
 Table 3 shows that the total adjusted student count under the current law
(133,673, in column 4) is less than the total adjusted student count under the
statistical approach (148,561, in column 9).12 Under the “no additional funding”
scenario, higher adjusted student counts have the same effect as slicing a pie
into more pieces in order to serve more people. When the adjusted student
count increases (due to size and location multipliers) the per-student allocation
declines (each piece of the pie is smaller). If existing educational aid is simply
reallocated, districts with less-than-average gains in student count would receive
less money than under the existing system. As noted earlier, only adding money
(making the pie bigger) will prevent some districts from getting less than they
receive under current law. This fact applies to every reallocation mechanism in
which some participants gain and the total amount allocated is unchanged.

                                           
 10 A more precise estimate of this amount would require consideration of local contributions, federal impact aid and special funding.

After adjusting for the effects of local contributions and federal impact aid, the first-year cost of transitional implementation is
estimated to be between $16 million and $20 million.

 11 The “funding community” concept is addressed in Chapter II of this study.

 12 “Adjusted Student Count” is a term that describes actual student counts after applying adjustment factors.
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Figure 2--Percentage Change in Basic Need (Relative to Current Adjustment 
Factors) Under a "No Additional Funding" Scenario
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 For example, the Denali district – a district in which each school is a funding
community – gains by the size adjustments under the statistical approach. The
district’s 378 students (column 1) are adjusted to 524 by current size factors
(column 2) and to 535 by the statistical approach size factors (column 7).
However, the district receives a lower allocation under the statistical approach
because other districts gain even more under the revised size adjustments.
 
 
 Equity Under the Statistical Approach
 
 Figures 3 and 4 compare allocation of educational aid under the “transitional”
and “no additional funding” scenarios, respectively, with allocation of aid under
current law. Results are presented on a per-student basis so that comparison of
information for districts of various sizes is meaningful. Figure 4 corresponds to
the information presented in columns 6 and 11 of Table 3. Note that the plots of
the statistical approach are both flatter and smoother than the plot of current aid.
Both trends indicate reduced funding disparity.
 
 Table 4 shows proportionate shares of both students and aid in each district
under both current law and the statistical approach (columns 1, 2 and 4). The
two “proportion” columns that apply to current law (columns 1 and 2) are used
to compute a “size and location multiplier” that demonstrates existing funding
disparity between districts. Dividing the proportion of aid the current formula
allocates to each district (column 2) by the proportion of students in each district
(column 1) produces ratios as shown in column 3.
 
 A ratio less than one indicates that a district receives a disproportionately small
share of total funding, while higher ratios indicate disproportionately larger
shares of total funding. For example, Anchorage serves nearly 38 percent of
students in the state (column 1), and receives just over 30 percent of regular
education aid (column 2). Dividing column 2 by column 1 gives Anchorage a
“size and location multiplier” of .81 (column 5). This number means that
Anchorage receives $81 per student for each $100 per-student that is allocated by
the formula. Similarly, the Aleutian Region receives over $300 per student for
each $100 per-student that is allocated by the formula.
 
 Disparity in per-student allocations is intended to compensate for differences in
the cost of operating schools – and school districts – of various size and locations
in Alaska, thus making the formula more equitable than one which allocates
money in precise proportion to the number of students. It is important to
understand that variation in the amount of aid received per student does not
necessarily imply inequity. Size and location adjustments are included in the
formula specifically to create disparity in order to compensate for relative
differences in school operating costs.
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 Table 4 shows “size and location multipliers” under the statistical approach
(column 5) as well as under current law (column 3). In general, disparity
decreases under the statistical approach. That is, districts with small existing
“size and location multipliers” typically gain funding (relative to other districts
with high current multipliers) under the statistical approach.
 
 Under the “transitional” scenario, disparity would be reduced as districts with
low multipliers gain aid relative to other districts. Under the “no additional
funding” scenario, a portion of the aid currently received by districts with high
existing multipliers tends to be reallocated to districts with low existing
multipliers.
 
 Note, however, that while disparity is further reduced under the “no additional
funding” scenario, the “gainers” continue to have low funding per student
relative to those who do not gain. Similarly, districts that lose a relatively high
amount of funding continue to have high per-student funding levels. Table 5
sorts the information in Table 4 in order of aid per student to more clearly
demonstrate this reduction in disparity.
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 Chapter I. Basic Approach
 
 

 

 The Statistical Approach
 
 The statistical approach separates education funding into the following three
components:

• Instructional Allocation

• Nonpersonal Services Allocation

• Administrative Allocation.

 This chapter provides a brief introduction to each component; detailed
discussion of the components appears in separate chapters. The components
were separated because they are subject to substantially different size and
location adjustment factors.

 The separation into components is not intended to suggest expenditure
limitations; separation applies only to the method by which aid is allocated,
not to how the aid may be spent. Although it would be possible for the
legislature to limit expenditures in the categories described, the research
performed for this study is insufficient to determine what those limits should be.

 Under the statistical approach, each of the three components has size and
location adjustment factors unique to the component. Nonpersonal services and
administrative multipliers could be consolidated into a single multiplier for each
district if desired; they are presented separately in order to provide maximum
flexibility to the legislature.13

 The concept of adjustments in the foundation formula is not new; current law
adjusts for differences in both student population (generally referred to as “size”
adjustments in this report) and location.

 Although the current size adjustment formula (AS 14.17.041) may appear
complex, it translates loosely to class size of:

• 5 students for funding communities with 11 to 20 students,

• 8 students for funding communities with 21 to 60 students,

• 12 students for funding communities with 61 to 120 students, and

• 15 students for funding communities with more than 120 students.14

                                           
 13 The size multiplier for the instructional component is determined at the school level and cannot be combined with other multipliers.

Other multipliers, including any potential area cost differential for the instructional component, are computed at the district level and
can be consolidated.

 14 This report is intended for a broad audience and does not necessarily follow strict technical definitions. The law refers to “instructional
units,” not to “class size.” Both terms refer to a rough approximation of all school staff – not just classroom teachers – per student.
The law also refers to “ADM” rather than to students. “ADM” means average daily membership and refers to average enrollment
during a specific period. We use the term “students” because it is better suited to the intended audience. The term “funding
community” is critical to this analysis and is discussed in Chapter II.
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 Clearly, the current formula compensates for diseconomies of scale – that is,
higher per-student costs due to small size – in small schools by providing
additional funding for small schools.

 Current law contains a single number for each district to compensate for costs
associated with location (AS 14.17.051). This number is often referred to as the
area cost differential, or ACD. The ACD ranges from 1.00 to 1.46. An ACD of
1.00 means that no additional aid is granted because of location. An ACD of 1.46
means the amount of aid a district receives (after adjusting for school size) is
increased by 46 percent. The ACD multiplier applies to all operating costs,
including instructional costs as well as administrative costs and utilities, travel
and other nonpersonal services costs.

 In this study, we take a slightly different perspective on adjustment factors for
location. We believe the analysis is simplified by applying ACDs to the student
count rather than to the amount of aid received. That is, an ACD of 1.46 would
increase a district’s student count by 46 percent. Aid is then allocated based on
the adjusted student count, with each “adjusted student” generating an identical
amount of aid. Mathematically, both methods produce identical results.
 
 
 Instructional Allocation
 
 As defined in this study, the instructional component of the funding formula
includes all teachers, specialists, building administrators, aids, and other district
staff except those whose function is district administration. The statistical
approach treats the instructional component of the formula in the same way
current law treats overall allocation. There is a size adjustment that compensates
small schools for their relatively high operating costs and an ACD that may
compensate districts for salary differentials due to location.15 There are,
however, two noteworthy differences in the statistical approach:

• Funding is based directly on student counts rather than on conversion of
students to "instructional units" and

• The basis for student counts is the school rather than the funding
community.16

 
 The latter change has a significant impact on the allocation of aid.
 
 
 Nonpersonal Services Allocation
 
 Utilities, travel and most other nonpersonal services expenses are typically paid
at the district level rather than the school level. In addition, relative instructional
costs between districts (primarily salaries) may differ from relative costs of
purchasing nonpersonal services. For these reasons, the multipliers that may
adjust instructional costs do not apply to nonpersonal services costs.

                                           
 15 No ACD is applied to instructional costs under the statistical approach because there was no clear statistical basis for adjustment.

Chapter V discusses the impact of applying various ACDs to instructional costs.

 16 Both “instructional unit” and “funding community” are discussed in Chapter II.
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 Under the statistical approach, adjustment factors consider the combined
impacts of size and location on nonpersonal services costs. The blended
multipliers are substantially higher than under current law, but they apply
only to the nonpersonal services portion of expenditures. Under the statistical
approach, nonpersonal services allocations are limited in districts with
extraordinarily high or low per-student expenditures. The study team concluded
that some limitation was necessary to prevent the multipliers from being a pure
reflection of “what is” rather than “what should be.”

 

 District Administration Allocation
 
 Similar to nonpersonal services costs, the statistical approach develops
multipliers that apply specifically to district administrative personnel costs. The
allocations apply only to district office administration; school administrative
costs are included in the instructional allocation. Similarly, the nonpersonal
services portion of district administration is part of the nonpersonal services
analysis and has been excluded from the district administration component.
 
 Some administrative multipliers are even higher than for nonpersonal services
costs, indicating high disparity in administrative costs (per student) between
districts. Under the statistical approach, allocations for administration are
limited in districts with extraordinarily high or low per-student expenditures.
The study team concluded that some limitation was necessary to prevent the
multipliers from being a pure reflection of “what is” rather than “what should
be.”

 

 Applying Results
 
 Chapters 2, 3 and 4 provide detailed discussion of the methodology used to
develop the size and location adjustment factors under the statistical approach.
Allocations of educational aid are based on the adjusted student counts for each
district and the amount the legislature appropriates to each component.
 
 Table 1.1 shows the formula for adjusting for school size; it converts actual
student counts in each school to adjusted student counts, which are then
summed within each district.17 This count may be further adjusted by an
instructional ACD. Under the statistical approach, the instructional ACD is 1.000
for all districts, which means there is no further adjustment. Dividing the
amount of money available for instructional purposes by the statewide adjusted
student count gives the average allocation per “adjusted” student. This amount
times the adjusted student count in each district gives the district allocation.
 

                                           
 17 An explanation of the table is in Chapter II.
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 The process is similar for the noninstructional components. Student counts are
adjusted by applying multipliers for the nonpersonal services and
administrative components of the formula. The amounts available in each
component divided by the statewide adjusted student count for each component
gives an average per-adjusted-student allocation for each component.
Multiplying the statewide average per-student allocation by the adjusted
student count in a district gives the amount of aid allocated to the district.
 
 Columns 1 and 2 of Table 1.2 show the effect of size and location multipliers for
the instructional component of the funding formula. The factors shown are
ratios of adjusted students to actual students, they are not the multipliers
computed under the statistical approach. The ratios simply show the impact of
the multipliers in 1996. The numbers would change annually as student counts
change in each district.
 
 Multipliers for nonpersonal services and administrative components are shown
in columns 3 and 4, respectively. Multipliers for the combined noninstructional
components are shown in column 5. No consolidated multiplier for all
components is displayed; the school size multiplier cannot be combined with
other multipliers because they are determined at the school level rather than the
district level.
 
 Under the statistical approach adopted by the study team, the legislature must
determine the amount of aid to be allocated by each of the three components of
the formula. For each component of the funding formula, separate funding
mechanisms are for allocation purposes only and do not limit district
expenditures by category of aid.
 
 Because the multipliers differ for each component of the education formula,
the money appropriated to each component will be allocated in different
ways. A relatively narrow range of multipliers, such as for the instructional
component, means that funds will be distributed more evenly than would occur
when the range  of multipliers is wide.
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 Chapter II. Instructional Allocations
 
 

 
 The instructional allocation is the largest of the three components of the formula
for funding basic aid for education. Instructional costs include the cost of all
teachers, specialists, building administrators, aides, and other district staff
except those whose function is district administration.
 
 Instructional costs account for nearly 80 percent of total school district
expenditures, but districts vary widely in how they spend money in each of the
three components. Expenditures on instruction range from 86 percent of total
expenditures to less than half of total expenditures, with most districts spending
between 65 percent and 75 percent of their total expenditures on instruction.
 
 This chapter, as well as Chapters 3 and 4, discusses development of multipliers.
There is no discussion of implementation scenarios in these chapters because
multiplier development requires that numbers  interrelate in an unrestricted
way. Implementation scenarios are alternate ways in which to apply multipliers
after they are developed.
 
 The following major topics are addressed in this chapter:

• Adjusting instructional costs to compensate for the influence of school
size and

• Adjusting instructional costs to compensate for the influence of location.
 
 Under the heading of “Adjustments for School Size,” we discuss:

• Funding communities versus schools as the units for school funding.
Current law counts students in “funding communities” while the
statistical approach counts students in each school. The discussion
focuses on the study team’s reasons for adopting schools as the units for
funding and on the impact of that decision.

• The process of converting actual student counts to “adjusted student
counts.” Adjusted student counts are the basis for allocating aid under
existing law and the statistical approach. Adjusted student counts are
determined by multiplying actual student counts by adjustment factors
(for size or location). Both current law and the statistical approach
provide more funding per student to small schools than to larger schools
in order to compensate for the higher per-student cost of operating small
schools.
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 Under the heading of “Adjustments for School Location,” we examine
 

• Issues related to compensation for instructional salary differences
among districts. The statistical analysis found no clear basis for
instructional salary differentials based upon location.

Adjustments for School Size

The study team took a “model school” approach to determining adjustments for
school size. The premise of the approach is that instructional staffing
requirements are affected primarily by the number of students in individual
schools, not by the location of the schools or by the number of students in the
district.18 That is, schools with any given number students should have similar
instructional staffing requirements for regular K-12 education regardless of the
districts in which the schools are located. If justified, location adjustments can be
applied to compensate for differences in salaries. These adjustments are separate
from the size adjustment process and are discussed later in this chapter.

ÏFunding CommunityÓ versus ÏSchoolÓ as the Basis for Funding

The concept that instructional size factors apply to individual schools is
fundamental to the statistical approach and produces allocation results that
differ substantially from allocations under current law. Foundation aid is
generated at the “funding community” level under current law. Each funding
community generates an independent count of students, and these counts are
summed to produce a district count. However, because each student in small
funding communities generates more education aid than does a student in
larger funding communities, the concept of a “funding community” is critical to
a discussion of education aid.

The term “funding community” is intended to describe a school system that
serves students within a unique geographic location. Under the current formula,
students in small schools typically generate more aid than do students in large
schools. “Extra funding” for small schools may encourage districts to build and
operate schools that are smaller than considerations of efficiency would dictate.
The “funding community” approach attempts to eliminate this incentive by
applying size adjustment factors to an entire community rather than to each
school within the community.

                                           
18 “Instructional staffing” refers all staff at the school level, including teachers, specialists, administrators and classified staff. Teachers

include classroom teachers as well as music, physical education and other teachers that do not typically have a single class.
Specialists include psychologists, counselors and others who are not typically assigned to classrooms. Administrators include
principals and others whose jobs focus on school operations and whose jobs require a teaching or administrative certificate.
“Classified staff” refers to instructional aides, special education or other aides, administrative and maintenance staff and others who
hold jobs for which a teaching certificate is not required. Classified staff are typically from the local labor market while the labor market
for certificated staff is statewide or even national.
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In addition to its potential effect on school size, the funding community concept
offers a measure of dispersion of schools within a school district. To the extent
that schools spread over a large area are more expensive to operate than schools
in proximity, the concept adds an important element to the current allocation
system. The study team considers dispersion of schools to be an important
determinant of administrative and nonpersonal services costs, but concluded
that dispersion has a negligible effect on instructional costs. The statistical
approach adjusts for dispersion of schools in the nonpersonal services and
administrative components of the formula.

The funding community concept clearly has merit. However, the advantages
of the concept may be more theoretical than real. The study team concluded
that differences in instructional requirements due to the number of students
served are best measured at the school level. Analysis based on existing
funding communities would not be appropriate because the mixture of single-
and multi-school funding communities would mask “staff requirements at size”
trends. That is, a funding community containing three schools of 200 students
each would receive staffing allocations appropriate to a school of 600 students. A
funding community containing a single school of 200 students would have a
higher size adjustment factor and would receive more money per student than
would the multi-site community. The study team concluded that such funding
differentials were inappropriate and that adopting schools as the units of
funding would greatly reduce such funding inequities.

Further, funding communities are not the only safeguard against inefficiently
sized schools. The Department of Education exercises some control over school
construction, and some level of local fiscal responsibility should be assumed.
Also, if adjustment factors are accurate reflections of the increased costs of
operating small schools, there is little incentive to operate smaller-than-
necessary schools because additional aid allocations would merely offset
increased costs.

Lack of a consistent definition of “funding community” was also a factor in the
decision to adopt schools as revenue-generating units. Some districts contain
funding communities that do not meet the principles of the concept.19 The study
team concluded that revenue generation units must be defined consistently if
the formula is to address issues of simplicity and equity.20 Although there are
some inconsistencies in the school database, definitional problems are far less
severe than with funding communities.

                                           
19 The Mat-Su district is perhaps best known for having “extra” funding communities, but is not alone in this regard.
20 Adopting schools as revenue-generating units would not necessarily resolve issues of consistency. Just as with funding communities,

there would be incentive for districts to establish artificial distinctions in order to restart the student count and increase State aid
allocations. School-based counting offers improvements over funding community counts only if the Department of Education
establishes and enforces consistent and equitable rules for defining schools as revenue-generating units.
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Impact of Using Schools as the Basis for Funding

To illustrate the importance of the “funding community versus school” debate,
consider that nearly half of some districts’ formula aid is the result of starting a
new count for each funding community instead of having a single count for the
district. In rural districts, schools and funding communities tend to be
synonymous; urban districts typically have more schools in each funding
community.

The implication of adopting schools as the basis for student counts is that
districts with multiple schools in funding communities will have higher
adjusted student counts than they do now, while the count in districts with
single-school funding communities will be unchanged. Given a fixed amount
of aid to allocate, districts with multiple schools in few funding communities
will tend to gain at the expense of districts in which every school is a funding
community.

Table 2.1 demonstrates the impact of adopting a school-based student count.
Column 4 shows the proportion of students in each district after applying
current size adjustment factors at the funding community level. Column 6 shows
the proportion of students in each district after applying current size adjustment
factors at the school level. Column 7 is derived by dividing column 6 by column
4, and indicates the impact of adopting a school-based count. A number less
than one indicates a relative loss of student count, which translates directly to a
reduction of State aid (given a fixed amount of aid to allocate).

Note that rural districts tend to have ratios less than one, and that many – those
in which every school is a funding community – have ratios of .89 despite
having the same adjusted count under both approaches (columns 3 and 5). This
means that adoption of school-based student counts could reduce aid to some
districts by up to 11 percent (given a fixed amount of aid to allocate). Districts
that gain most under the school-based approach are concentrated in Southeast
Alaska. Southeast communities tend to have multiple schools in a single funding
community.

Adjustments for Primary versus Secondary Schools

The study team’s decision to abandon differential funding for primary and
secondary students is a minor departure from current practice. There is no
reason to believe the mix of students varies greatly from district to district. Since
districts don’t have to spend money in the school in which it is earned,
accounting for higher costs in upper grades is not a significant issue.

For example, if high school students are funded at a student/staff ratio of 13
while primary schools are funded at a ratio of 17 and there are equal numbers in
each type of school, a formula that funds all schools at a student/staff ratio of 15
would generate an identical amount of aid. A district can allocate more money
per student to the high schools if it wishes to do so. Addressing the issue would
add needless complication to the formula.
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Developing Multipliers for School Size

After determining that school-based counts offer greater consistency and equity
than a funding community approach, the study team turned to the development
of adjustment factors to compensate for school size. The approach focused on
“class size” and produced a series of points at which the study team determined
additional staff would be required. In this analysis, “class size” is not the
number of students in a classroom, but rather a measure of all staff required to
serve the needs of students in a school. Because staff includes specialists,
administrators and others who are not assigned to individual classes, “class
size” measures school staff per student rather than teachers per student.

The proposed formula for allocating the instructional portion of school
foundation aid is based on the “adjusted student count” of each school rather
than actual student counts. The proposed formula contains adjustment factors –
referred to as “multipliers” – that compensate small schools and/or schools in
high-cost areas for high operating costs relative to other schools.

For each school, the amount of instructional aid is determined by the following
formula:

Instructional Aid  =
$/Student x (Students x Size Factor x Area Cost Differential)

The amount of instructional funding the legislature makes available can be
divided by the statewide total of adjusted student counts to produce the
“$/student” figure used in the formula above. The “student” element in the
formula refers to actual student counts. These counts are adjusted by the size
and location multipliers to determine adjusted student counts.

In this portion of the analysis, the focus is on the “size multiplier” in the
formula. The objective of the analysis was to generate a table that can be used
to produce adjusted student counts that compensate for higher staffing
requirements in small schools. Discussion of the fourth element in the formula
– multipliers for location, or ACDs, for instructional costs–appears later in this
chapter.

A Formula for Size Multipliers

Table 2.2 shows the results of the analysis. Figure 2.1 and Table 2.3 translate (the
beginning portion of) the formula into concrete examples of how the formula
works. Under the formula, every school begins with a base adjusted student
count of 39.6 (line 1, column C of Table 2.2). 21 This constant value for adjusted
student count corresponds to the horizontal portion of the line in Figure 2.1.
Column 3 of Table 2.3 also shows the adjusted student count is 39.6 for schools
with 20 or fewer students.

                                           
21 The student-staff database includes several schools with fewer than ten students and many with fewer than 20. Minimum enrollment

requirements (to qualify for funding) have been proposed, but we did not address the issue in our research. Savings attributable to
closing very small schools would be an insignificant portion of total funding.
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Line 2 of Table 2.2 indicates that each student from 20 to 30 is counted as 1.62
students. The 1.62 contribution to the adjusted student count is shown in
column 2 of Table 2.3, with the adjusted student count (column 3) increasing by
1.62 students for each student enrolled (up to 30 students). Each successive line
in Table 2.2 can be translated in similar fashion. Each change in the adjustment
factor is marked by a kink in the line shown in Figure 2.1.

The remainder of this section provides a step-by-step description of the process
used to produce Table 2.2.

Steps to Developing Size Multipliers

The statistical approach to calculating size multipliers included the following
steps:

1. Determining student-staff ratios by graphing students per staff at each
school,

2. Identifying ranges of school size that are staffed at similar levels, then

3. Determining adjustment factors for each size category (identified in step 2)
that, when multiplied by actual student counts, would compensate small
schools for higher per-student operating costs due to higher staffing
requirements.

4. Smoothing the transition from one school size category to the next so that
additional students always generate additional aid.

Step 1 - Determine Student-Staff Ratios

The Department of Education provided electronic files on staffing within each
school district. We used data for school year 95-96 because it is the most recent
data available. Both our panel of advisors and Department staff noted that
school staffing patterns change slowly and in small increments, so the age of the
data–and the use of data for only a single year–is not expected to bias the
results.
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Counting Students

The study team used a direct student count rather than the “instructional unit”
concept included in current law. The concept of “instructional unit” is similar to
“class size” in that an instructional unit is (roughly defined as) the number of
students assigned to a single teacher. The implication of a “unit” designation is
that there are discrete steps between units and that a teacher is added for each
full unit of students.

Current law uses fractional instructional units. That is, the units are not treated
as increments equivalent to a classroom. Using fractional instructional units is
the mathematical equivalent of using student counts, so that a switch to student
counts does not affect funding allocations, and certainly does not affect the cost
of delivering education services.

Although converting from instructional units to direct student counts may affect
the State’s ability to meet federal standards of equity and may affect the
treatment of federal impact aid, these are not issues directly related to the cost of
delivering education service in various communities.  From the study team’s
perspective, the lack of impact on cost of school operations makes the issue of
instructional units outside the scope of this study. We use a direct student count
because the concept is perceived by many as less complicated than the
conversion to instructional units. 22

Counting Staff

The file provided by DOE lists 9,000+ certificated employees by job category,
and gives district and school codes, education, experience and salary for each
individual. Staff were sorted and subtotaled by school code. District office
administrative staff were removed from the file.

Some building administrators, teachers and specialists were identified as central
office employees. These staff were generally allocated to each school in the
district in proportion to the number of students in the schools. This is not a
significant issue – there are few central office staff relative to school staff – but
the allocation was necessary because some districts appear to assign all staff to
schools while other districts show some teachers, counselors and other
specialists as central office staff. Allocating these central office staff to schools
allows more meaningful comparisons of district staffing data.

Classified staff posed a dilemma. Classified staffing level is a local option that
depends less upon school size than upon available funding. The study team was
concerned that including classified staff in the analysis would simply reflect
“what is” rather than “what should be.” The study team’s concentration on
“what should be” was disturbed by concern that excluding classified staff might
leave the analysis open to criticism on the grounds that an important part of
school operations had been ignored.

                                           
22 Once adjusted student counts are determined (by multiplying size factors by actual student counts), they can be converted to

instructional units simply by dividing by an appropriate constant. Because funding is allocated according to fractional instructional
units, the choice of a unit size is irrelevant. That is, any unit size would produce allocations identical to any other unit size, assuming
that funding per unit is determined by dividing the total amount available for allocation by the number of instructional units.
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The study team concluded that focusing on certificated staff provides a better
measure of required staffing in schools, while including classified staff provides a
better measure of existing staffing levels. The former approach was judged more
appropriate, based on the specifications of the Legislative Budget and Audit
Committee.

It is important to understand that excluding classified staff from the analysis
does not ignore their importance or leave them unfunded. Exclusion implies
that classified staff for regular instruction should follow approximately the same
pattern as certificated staff.23

Table 2.4 shows the number of students per classified staff (in several categories)
for each school district. It also shows the ratio of classified staff to certificated
staff (column 5). In general, districts with relatively high levels of classified staff
(indicated by relatively low student-to-staff ratios in column 5) are districts that
are identified by the statistical approach as being relatively overcompensated
under current law.

Table 2.4 is not essential to the analysis; it is included only because it may be of
interest to readers. The table provides a partial answer to the question “If
districts with high ACDs do not have significantly more teachers per student (at
any given school size) and do not pay teachers significantly higher salaries, how
do they spend the money that they receive  due to a high ACD?” The answer
appears to be that many districts with high ACDs have relatively high levels of
classified staff.

Data on certificated staffing levels was merged with data on the number of
students in each school. This process required some manipulation of data to
ensure consistent treatment of correspondence studies and other irregularities.
For example, the career centers in Anchorage and Fairbanks have staff, but no
students were shown in the files (because students are counted in their “home”
schools and cannot be double counted). Staff in the career centers were allocated
to high schools in proportion to the number of students in each high school.

The merged files that became the foundation for statistical analysis are nearly,
but not absolutely, accurate. There are some small errors in district subtotals,
and the total student count differs from the Department of Education’s figure by
about 40 students. These differences have no significant impact on the analysis.
Although every practical effort was made to make the data as reliable as
possible, it is important to understand that small data errors have a negligible
impact on the analysis because allocation of aid under current law and the
statistical approach are based on applying formulas to the same database. This is
one reason comparisons of various alternatives can be made with the data
presented in this report, but comparisons between the allocations under the
statistical approach and actual aid received by districts are invalid.

                                           
23 Vocational, bilingual and other special programs are not addressed in this analysis. Classified staff for special programs should not

be expected to follow the pattern for regular education.
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Graphing Results

Figure 2.2 shows students per staff for all schools in the student-staff database.
The “trumpet” shape of the plot in Figure 2.2 is normal; we expect greater
variation in student/staff ratios in small schools because the addition of one
teacher produces a large change in the student/staff ratio. An additional teacher
in a large school has a much smaller effect on the ratio of students to staff.

Two trendlines are shown in Figure 2.2. These are simply computer-generated,
“best-fit” lines through the data points. Trendline A is the “best-fit” straight line
through the points while the logarithmic method (Trendline B) allows the line to
bend in order to fit the data better. The upward slope of the trendlines indicates
that larger schools have larger class sizes (more students per staff). This may
indicate economies of scale, but it may also indicate that the funding community
approach in the current formula is biased toward smaller communities and
districts with multiple funding communities, and thereby  “forced” larger class
sizes in large schools by restricting funding.

Step 2 - Determine School Size Categories

Identifying ranges of school size over which per-student staffing levels are
reasonably constant is a somewhat arbitrary exercise. Smaller groupings of
schools (by number of students) will show less variation in staffing levels from
school to school than will groupings of schools that encompass a greater range
of students. Thus, smaller groups make the adjustment for size more precise.
However, the desire for precision conflicts with the desire for simplicity.24 The
size categories we selected are the result of several rounds of graphing rather
than sophisticated statistical analysis. In order to keep the formula as simple as
possible, we wanted round numbers at the break points and no more than ten
school size categories.

Figure 2.3 is a sample of the size category analysis. It shows schools with
between 10 and 50 students and indicates that class size in those schools varies
from four students to 20 students. Similar figures for other school sizes appear
in the technical appendix.

The tests used to determine a “good” grouping of schools were:

• the trendlines through the points should be horizontal (indicating a constant
average class size throughout the range), and

• The logarithmic trendline should coincide closely with the linear trendline
(indicating that the group is small enough to “take the curve out” of the
curved trendline in Figure 2.2).25

                                           
24 Although a logarithmic function would adjust more smoothly than can be done by grouping data points, the study team decided that

logarithms fail the simplicity test. Even for those who grasp the concept of logarithms, we believe the conversion of ADM to adjusted
ADM should be possible without using a calculator or table of logarithms. The degree of accuracy gained by using logarithms is not
significant.

 25 The purpose of the analysis is to find linear relationships between students and staff. The curved (logarithmic) trendline in Figure 2.2
clearly fits the data points better than the straight trendline. A curve can be broken into a number of small pieces that are nearly
straight lines–as the pieces of the curve get smaller, the segments become more linear. Little difference between the linear trendline
and the logarithmic trendline indicates the group is small enough to demonstrate a fairly constant relationship throughout the size
category.
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 While the technique may appear unsophisticated, a more statistical approach
would lend an appearance of precision that simply does not exist. In addition,
the importance of category breakpoints diminishes if the adjustment formula is
designed so that it produces a kinked line rather than a series of steps (See Step
4, “Smooth the Curve,” below).
 
 Step 3 - Determine Adjustment Factors
 
 Subtotals of staff and students in each school size category are used to determine
student to staff ratios (i.e. average ”class sizes”) as shown in Figure 2.4. The
adjustment factors are multipliers required to make the “adjusted student to
staff ratio” identical for each school-size category. (In picture terms, the
multipliers, when applied to the steps in Figure 2.4, move each step up or down
until, together, they form a straight line at the statewide average class size).
Multipliers are computed by dividing the student-staff ratio for each size
category by the statewide average student-staff ratio.
 
 For example, the statewide average “class size” is 14. The smallest school-size
category (fewer than 50 students) has a class size of seven. This size category
requires a multiplier of 2.0 (14/7) to produce an “adjusted” class size equal to
the statewide average of 14. The multiplier means that each student in a school
of fewer than 50 students is counted as two students. Similarly, the student
count in a large school (with an average class size of 16) would be multiplied by
.88 (14/16) to produce an adjusted student count that also produces and
adjusted class size of 14.
 
 Step 4 - Smooth the Curve
 
 The “step function” shown in Figure 2.4 can be used to produce a formula
similar to that contained in SSHB148 and a number of other bills before the
legislature. The formula would be easy to understand but has an inherent
weakness the study team finds unacceptable. As shown in Figure 2.5, the size
factors in SSHB148 produce a series of discontinuities. That is, moving from one
school-size category to a higher category causes a decline in the adjusted student
count (and in aid received). For example, a school of 400 students has a
multiplier of 1.40 and an adjusted student count of 560. The addition of one
student would put the school in a size category with a multiplier of 1.10. This
multiplier produces an adjusted student count of 441.
 
 The solution to this problem is to define a conversion formula that connects the
midpoints of the treads of the steps, as shown in Figure 2.6. Such a formula
produces a line with a kink at each change in school size category rather than
the discontinuities produced by a formula of the type in SSHB148. Both current
law and the size formula in Table 2.2 smooth out the changes between categories
by producing a kinked line.
 
 Figures 2.7 and 2.8 show the formulas for converting actual student counts to
adjusted student counts under current law, SSHB148, and our statistical
approach. Figure 2.8 shows only schools of 500 students in order to show detail.
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 Interpreting the meaning of the relative positions of the plots can be tricky. For
example, the plot of the formula in SSHB148 is above both the statistical
approach formula and the current formula for most of its length. This does not
imply higher funding levels for schools of any particular size or for all schools; it
simply means that the formula under SSHB148 produces higher adjusted
student counts than the other formulas do. Given a fixed amount of funds to
allocate, higher student counts translate to lower per-student allocations. How
schools of a particular size are affected by the conversion formula depends not
only upon the relative position of the curves, but also upon the number of
schools at each point along the curve. The only accurate method to compare
formulas is to apply them to a common set of school enrollment. This is the
method used by the statistical approach.
 
 
 Summary of Size Adjustments
 
 The statistical approach formula shown in Table 2.2 and in Figures 2.7 and 2.8
adjusts the number of students in each school in a way that
 
• reflects existing staffing patterns, yet
• equalizes staffing in all schools regardless of location.
 
 The adjusted student counts for each school can be summed within each district
to produce a district-wide adjusted student count that compensates for higher
operating costs (due to lower student-to-staff ratios) in small schools. When each
district’s adjusted student count is multiplied by the statewide average per-
student allocation for instruction and by the district’s area cost differential, the
result is the instructional allocation for each district. Determination of
appropriate area cost differentials for the instructional component is the topic of
the following section.
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 Adjustments for School Location

 The purpose of area cost differentials (ACDs) is to equalize the real value of
education aid in order to remove inequities caused by regional differences in the
cost of school operations. The study team performed a statistical audit of
expenditures for both administration and nonpersonal services (NPS). The audit
produced adjustments that are discussed in Chapters 3 and 4 of this study. The
discussion in this chapter applies only to the adjustment of instructional
allocations. As defined in this study, an ACD for the instructional component of
the funding formula is roughly equivalent to a teacher salary differential.

 For noninstructional costs, the measurement and adjustment processes are fairly
straightforward because costs are assumed to be market driven. That is, unit
costs (for a gallon of oil or kwh of electricity, for example) are not directly
controllable by the school districts. In addition, one can assume that districts do
not purchase more fuel, electricity and other goods and services than they need.
Under these assumptions, noninstructional expenditures by districts (on a per
student basis) reflect cost differences attributable to size and geographic location
of schools. This means we should find little difference between noninstructional
expenditures on a “what is” basis and a “what should be” basis.

 
 Determining What to Measure and How to Measure It

 Determination of appropriate salary differentials is much more complicated.
One major issue is whether area cost differentials (ACDs) should account for
differences in the cost of living or in the cost of delivering education services. As
noted by Chambers, “Accurately measuring geographic cost differences has
been one of the preeminent challenges in education.”26 Alaska’s current
adjustment factors are based on (10-year-old) costs of purchasing comparable
household goods and services.

 The study team did not attempt to establish and compare living costs via the
“market basket” approach. As noted by McMahon, “Measures of unit-cost
differences covering all small local areas within states do not exist because of the
enormous cost associated with collecting price data in each locality and
repeating the correlation process periodically to keep this data updated.”27

Moreover, the cost-of-living approach does not reflect factors that may be
important to area cost differentials. These factors include:

• supply and demand for various types of staff;

• the value of nonmonetary factors (literature on the subject mentions
adjustments for climate, crime, proximity to amenities and several other
nonmonetary factors); and

• differences in levels of training, experience or education of staff.

                                           
 26 Chambers, Jay G., Public School Teacher Cost Differences Across the United States: Introduction to a Teacher Cost Index,

Developments in School Finance, 1995, National Center for Educational Statistics, July 1996.

 27 McMahon, Walter M, Intrastate Cost Adjustments, Developments in School Finance, 1994, National Center for Educational
Statistics, July 1996.
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In short, the cost-of-living approach has been criticized as insufficient and
impractical. However, attempting to measure differences in quality of life is
more complicated and more subjective than attempting to measure cost-of-living
differences.

Salary Comparisons

The study team concluded that neither teachers’ cost of living nor quality of
life was the central issue in developing salary differentials. If we consider
education a business in which employees are one of many elements required by
the production process, we can apply broadly accepted economic theory to the
issue. According to theory, staff are “inputs” in the business of producing
education and prevailing wages are the best measure of the appropriate cost of
these inputs. Prevailing wages reflect many factors – including cost of living –
that can be described as “market conditions.” At least one state (Ohio) uses
general wage differentials as the basis for area cost differentials for education
funding.

While the study team analyzed existing teacher salary schedules and average
salaries, we determined that this information alone was insufficient for making
allocation decisions. Some consider salaries of school employees to be
determined more by past allocations of aid than by current market forces. To the
extent this statement is accurate, we must go outside the education system to
determine appropriate area cost differentials for education.

Salaries Outside the Education System

The Alaska Department of Labor provided data on wage levels in general (in
local government and the trade, service and finance industries) and for specific
occupations throughout Alaska. The general wage data indicated a pattern of
higher wages in urban areas, but the information was insufficiently specific for
this analysis.

Wage and salary information from the Occupational Data Base was far more
specific and more conclusive.28 The conclusion of our salary analysis is that
there is no statistical basis for a salary differential favoring rural areas. To the
contrary, the results indicate that average salaries for most jobs tend to be
higher in Anchorage than in other districts.

The analysis of occupational records included information on about 230,000
workers who had earnings during the second quarters of 1995 and 1996. The
second quarter was chosen as the period of analysis because it has the lowest
proportion of part-time workers, making it best for comparative purposes.
Twenty-five occupations were selected as representative of salary differentials
throughout the economy. The occupations were selected because they exist in
most districts, thereby allowing statewide comparison of salaries.

                                           
28 Alaska is unique in that it collects occupational information through its unemployment insurance reporting system. The Department of

Labor’s Occupational Data Base contains information on individuals, including earnings, place of work, occupation and industry.
Information on specific individuals is confidential, but aggregated data can be released. We received much-appreciated cooperation
from the staff of the Research & Analysis section of the Department of Labor in compiling data for this analysis. In addition, Caldwell
Economic Information Services performed the statistical testing described in the text. A more complete reporting of the statistical
analysis is included in the technical appendix.
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After identifying comparable occupations in each census area, the top and
bottom 20 percent of earners were removed from the database. The purpose of
this action was to remove extremely low and high wage earners, thus
eliminating the effect of part-time workers and compensating for differences in
business size and level of responsibility. Focusing on the middle 60 percent of
the database produces “typical salaries” rather than strict averages.

Average salaries – after removing records as described above – were computed
for each occupation in each area. Each average was then compared with the
corresponding average salary in Anchorage. Anchorage was chosen as the base
for comparison because it is the largest school district and is a logical candidate
for an ACD of 1.00.

Complete results of statistical tests are included in the technical appendix to this
study. In summary, average salaries in Anchorage were higher than in other
districts in 73 percent of all cases. At the 95 percent confidence level, 55 percent
of all cases showed higher salaries in Anchorage while 16 percent were lower
and 29 percent showed no statistically significant difference.29 At the 99 percent
confidence level, 49 percent of all cases showed higher salaries in Anchorage
while 13 percent were lower and 37 percent showed no statistically significant
difference. These findings could be used to justify a set of area cost differentials
that favor Anchorage.30

The data indicate that only the Aleutians West Census Area (Aleutian School
District) and the North Slope Borough typically have average salaries that are
(statistically significantly) above those in Anchorage.

Teacher Salaries

The study team also examined salaries within the educational system. We
applied regression analysis to data supplied by the Department of Education
with the following results.31 The average salary of full-time teachers was $49,121
in 1996, and the standard error of the estimate increased by roughly $175 ($4,911
to $5,086) when ACD was deleted from a stepwise regression. In English, the
conclusions were that salaries are generally related to the ACD of districts, but
experience and educational attainment have far more power to explain
variations in teacher salaries than do existing ACDs.

                                           
29 A confidence level is a measure of the statistical validity of comparisons. It tests to ensure that differences are large enough to

indicate reliable conclusions. The test results indicate a clear, statistically significant trend of higher salaries in Anchorage.
30 Computing a set of differentials from the occupational data would be difficult. Confidentiality restrictions on the data preclude

computation of weighted averages, which would be necessary to adjust for differences in the number of people in each occupation.
31 Regression analysis is a common statistical technique to determine the influence of one variable on another. Full regression results

are included in the technical appendix to this study. The technical appendix  also describes identification  and treatment of selected
records.
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ACDs have a variable impact up to $4,300, or less than 10 percent of the average
salary (five percent in each direction). There is no clear pattern in the results;
many districts with high ACDs have lower average pay than districts with
ACDs of 1.00. Readers unfamiliar with regression analysis need to understand
that, while it is a powerful tool, it is purely a “what is” analysis; there is no way
to determine whether higher salaries are paid because they are necessary to
attract teachers to high-cost communities or because a high ACD makes more
money available for teachers’ pay.

Because it is average pay – not the salary schedule itself – that determines each
district’s instructional costs, the analysis of teacher pay indicates that some
salary differentials may be justified. The basis for this conclusion is that the
purpose of the formula is to pay school operating costs and that the existing
salary is a part of that cost.

The study team gave serious consideration to this “what is” argument, however,
the Legislative Budget & Audit Committee’s guidelines for this study included
clear direction to consider “what should be.” The study team was concerned that
average teacher salaries reflect differences in collective bargaining power, district
choices regarding pay level, and past allocations of aid more than they reflect
“what should be.”

The study team determined that salary research on non-educational jobs is a
better indicator of “what should be” than is the teacher salary comparison and
concluded that the statistical approach should not contain an area cost
differential for instructional costs. Alternate adjustment factors – and the
strengths and weaknesses of the factors – are discussed in Chapter V of this
study.

Implications of Omitting ACDs for Instructional Costs

The study team’s decision to exclude area cost differentials from the
instructional component of the statistical approach does not imply that salary
schedules are expected to be identical in all districts. The following discussion
demonstrates this point.

An ACD of 1.00 for every district – which means there is no adjustment for
location – can be interpreted as allocating the statewide average pay to meet
staffing requirements as determined by adjusted student counts. Even with no
salary adjustment, districts can offer higher starting salaries than Anchorage.
For example, Table 2.5 shows that the starting salary in the Yupiit district is 15
percent above the starting salary in Anchorage (column 2), but the average
salaries in both districts are nearly identical (column 7).
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The conclusion is that higher salary schedules in districts outside Anchorage
are partially offset by greater longevity and/or higher teacher qualifications in
Anchorage, so that average teacher salaries statewide are much closer than is
indicated by simple comparison of schedules. As shown in Table 2.5, this
example is not unusual; 32 districts offer starting pay at least five percent higher
than Anchorage (column 3) and 40 offer at least five percent more pay to
teachers holding a Masters degree (column 6). However, column 9 shows that
average pay in only 11 districts is at least five percent higher than in Anchorage.

In summary, analysis of salaries outside the education system provides no
statistical support for existing salary differentials. Analysis of teacher salaries
indicates no clear relationship between salary levels and existing ACDs, but
shows that some districts do have average costs significantly higher than
average. Salary differentials based on average salaries would tend to favor City
and Borough districts rather than Regional Education Attendance Areas.
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Chapter III.
Nonpersonal Services (NPS) Allocations

A statistical analysis of audited expenditure reports from all 53 school districts
produced the NPS multipliers shown in Table 3.1. The multipliers apply only to
nonpersonal services expenditures by districts, which are approximately 16.5
percent of the total amount of education aid allocated to school districts. The
multipliers are intended to be applied as follows:

1. Multiply the actual student count in each district by the district’s NPS
multiplier (as shown in Table 3.1) to obtain an adjusted student count.
 

2. Add the adjusted student counts for each district to obtain a statewide total.
 

3. Divide the (legislatively determined) available amount of NPS aid by the
statewide adjusted student count to obtain the statewide NPS allocation for
each student.
 

4. Multiply each district’s adjusted student count by the statewide per-student
allocation to obtain the amount of NPS aid allocated to each district.
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Method of Analysis

The study team obtained audited financial reports for all 53 school districts from
the Alaska Department of Education. Expenditures from each district’s 1996
operating fund were entered into a database, then several categories of NPS
expenditures were chosen for analysis.32 As with the instructional component of
the formula, we used 1996 data because 1996 is the most recent year for which
we were able to obtain data required for all areas of analysis.

The statistical approach differs from the method used to compute NPS
differentials in the 1988 McDowell Group report, Alaska School District Profiles
and Differential Study. In that study, the McDowell Group used a statewide
survey to obtain detailed price information about items normally purchased by
school districts.

While the 1988 study provided more reliable data than the household-cost-of-
living information that was used in earlier NPS differential computations, the
price survey was not duplicated in this study for two reasons:

• From a practical standpoint, there was not enough time during the study
period to allow for a broad price survey, so that a survey was not included in
the study proposal.

• More importantly, another approach was called for on the grounds that unit
cost alone is not an appropriate way to measure cost differentials.

 
 Because the funding formula allocates aid based on the number of students,
area cost differentials must be measured in terms of cost per student rather
than cost per gallon, cost per kwh, or other unit common to market prices. An
example regarding heating oil will demonstrate the importance of this point.
 
 If heating oil costs $1/gallon in District A and $1.50/gallon in District B, the
price differential analysis would conclude that District B deserves 1.5 times as
much funding for fuel as does District A ($1.50/$1 = 1.5). If District A uses 500
gallons of fuel per month to heat a building housing 100 students, the cost of
fuel per student for District A is ($1/gallon X 500 gallons)/100 students, or $5
per student. If District B uses 300 gallons of fuel per month to heat a building
housing 50 students, the cost of fuel per student for District B is ($1.50/gallon X
100 gallons)/50 students or $15 per student. District B needs 3.00 ($15/$5) times
as much funding per student for fuel as District A in order to compensate for
true differences in fuel cost per student.

                                           
32 Major operating accounts in the financial statements are, for the most part, identical. They consist of instruction accounts (regular

instruction, vocational education, correspondence, special education, gifted and talented, and bilingual/bicultural); other student-
oriented accounts (pupil support (including library and guidance)), school administration, pupil activities and district administration
(including school board) accounts; and the operations & maintenance account. Some districts presented slightly more or less
aggregated accounts than others. During the data entry process, we occasionally combined categories to make them as parallel as
possible. Except for the operations & maintenance account, which we entered in somewhat more detail than others, we placed all
expenditures for each of the major accounts under one of the following headings: salaries, benefits, professional services,
communications, travel, other purchased services, supplies, equipment, and other.



Alaska School Operating Cost Study  •  March 1998 McDowell Group, Inc.  •  Page 92

 The point of the example is to demonstrate that price differences do not tell
the full story of NPS expenditure differentials; size, price and other location
factors combine to amplify differences in school district operating costs. A
price survey may have allowed us to separate the effects of size and location
from price effects, but there is no practical reason to do so. The study team
computed ACDs that incorporate size, price and other effects of location.

 

 Assumptions

 The multipliers shown in Table 3.1 are based on the following assumptions:

• Accounting practices are at least moderately consistent from district to
district. This seems reasonable because the figures we used were taken from
independently audited financial statements and because the Department of
Education has a policy of standardized financial reporting in all school
districts.

• NPS expenditures are typical for each district. We departed from this
assumption when we looked at Operations and Maintenance, since utility
and repair costs may not be evenly distributed from year to year. In the case
of Operations and Maintenance we used an average of 1996 and 1997
figures.

Key Issues

The analysis is district-based rather than school- or funding community-
based. Analysis was performed at the district level because that is the level at
which expenditure decisions are made and tracked. While expenditures by
individual schools would likely provide interesting data for a management
audit, they are neither available in comparable form nor necessary for the type
of analysis we performed.

The analysis is expenditure-based rather than price-based and incorporates
size differences as well as price differences. The fundamental advantage of
using statistical analysis based on actual expenditures is that actual
expenditures, by definition, capture or represent all the factors and
considerations influencing those expenditures, as illustrated by the heating oil
example.

The analysis inarguably reflects “what is” rather than “what should be.” An
obvious limitation of the statistical method is that current expenditure levels
reflect current funding levels rather than “theoretically optimal” expenditure
levels. Funding levels are inescapably one of the factors that determine
expenditures. We have attempted to minimize the impact of funding levels on
our analysis by limiting per-student expenditures for those districts with
extraordinarily high or low per-student expenditures.

A statistical approach can point out anomalies, but it cannot fully explain
them. In the absence of detailed management audits of school districts, we
simply do not have enough information about how districts function to explain
large parts of the variation in NPS expenditure levels.
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It is possible that the data we analyzed is not entirely representative of “typical”
expenditure levels for every district. In addition, accounting methods and
classifications, while governed by law and district policies, are not totally
consistent from district to district. Moreover, there are countless local
considerations underlying expenditure decisions that may result in very
different spending rationales from one district to another.

The Statistical Approach
Our initial hypothesis regarding nonpersonal services expenditures was that no
school district could either afford to overspend significantly on NPS or would
have incentive to do so. Therefore, existing expenditure levels should reflect
actual need for most districts.

We began our analysis of NPS costs by measuring each district’s NPS costs per-
student. We found an extremely broad range of values, from $599 per student in
Anchorage to over $14,000 per student in the Aleutians Region. 33

In order to eliminate any unknown or unrecognized factors that might be
contributing to the broadness of this range of values, we repeated our analysis
using a “market basket” of expenditure accounts that we believed were most
likely to be comparable across districts in terms of how they were treated for
accounting purposes. We eliminated from our analysis those elements of NPS
that are mainly surrogate salary items–“professional services” and “purchased
services” (primarily repairs).34 Finally, we did not look at NPS categories where
expenditures seemed likely to vary widely from year to year and where
expenditures per district were mostly small – including equipment and oil and
gas for vehicles. The “market basket” of 1996 NPS audited expenditure
categories for chosen for this second level of analysis was:

1. Travel (all travel)

2. Supplies (teaching supplies and maintenance supplies)

3. Utilities (electricity, fuel, water/sewer, garbage, “other.”)

4. Insurance (liability and property)

5. Communication (phone and postage)

Initial Results of the Market Basket Analysis
Although focusing on a market basket of NPS expenditures reduced the
variability in our sample, we again found a broader range than seemed
explainable by differences in size, location and physical composition of school
districts. Column 7 of Table 3.2 shows per-student expenditures on our NPS
market basket, with individual categories shown in columns 2 through 6.

                                           
33 The Aleutian Region contracts for administrative services. This contract adds over $6,000 per student to NPS costs. We transferred

the contract to the administrative component during further analysis, and omitted all data for the district in developing multipliers, so
that the high per-student cost in this small district did not influence the calculation of multipliers for other districts.

34 Some inconsistency was unavoidable. For example, it seems likely that garbage collection was recorded as a “purchased service” in
some districts and a “utility” in others.
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While large, urban districts spent between $400 and $600 (total) per student in
the five expenditure categories, several rural districts spent more than $4,000 per
student on the same items. The Aleutian Region spent the most per student,
nearly 14 times more than Anchorage.

While these results support the supposition that it is more expensive to operate
small remote districts than large urban ones, the broad range of expenditures in
districts of similar size caused us to question the hypothesis that districts spend
no more than is necessary on nonpersonal services. The panel of superintendent-
advisors pointed out that variations in accounting practices and methods of
operation could affect results. For example, some districts own and operate their
own airplanes or have other unusual expenditures. Management audits are the
only way to gain full explanation of cost differentials.

Secondary Analysis - Operations and Maintenance

As a result of concern about the high variability of NPS costs per student, we
repeated our analysis using a more restrictive proxy for NPS expenditures.
Operations and Maintenance (O&M) expenditures were chosen because these
expenditures are essentially non-discretionary and treated similarly for
accounting purposes.

In using O&M expenditures as a proxy for NPS, we included all O&M, not
simply the NPS portion. We did this because we felt there is no clear line
between Personnel, Professional Services and Other Purchased Services in the
O&M category. Districts may hire staff or contract for various O&M needs
depending upon local considerations, with the result that similar needs may be
met by expenditures in each of the three “quasi-personnel” categories. To be
consistent, we included all three accounts.

Finally, although our analysis of the Occupational Data Base indicates that there
is no meaningful geographic differential for salaries, it is nevertheless true that
O&M staffing will reflect the physical composition of the district and its
structures. We believe this influence over-rides neutral geographic salary
differentials and calls for inclusion of O&M personnel expenditures in our NPS
proxy analysis.

Results of the O&M/NPS Analysis

Using O&M expenditures as a proxy for NPS yields a narrower range of
expenditures per student. Table 3.3 shows a range from $616 per student in
Sitka to $5,411 in the North Slope (column 3). Table 3.3 shows that nonpersonal
services costs in the North Slope district are about nine times higher than in
Sitka, which is a district of similar size. No data on comparative costs (from
region to region of Alaska) support differentials this large. Even consideration of
the lesson demonstrated in the “heating oil” example seemed unable to account
for differentials of this magnitude. This puzzling result is cause for a brief
discussion of the limits of statistical analysis.
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Limitations of Statistical Analysis

Statistical analysis can identify anomalies but does not provide explanations for
real-world events. Unfortunately, based on the data available to us, we are
unable to offer a complete explanation of the broad range of differences in
observed NPS expenditures. Raw NPS expenditures per student vary from
school district to school district by a factor of nearly 25. Limiting the analysis to
expenditures that are more consistent between districts reduces the range of
variation, as expected, but the range remains very broad.

The study team again examined the hypothesis that districts spend no more
than is necessary on nonpersonal services. Does the broad range of expenditures
indicate that some districts spend too much on NPS? Does the broad range
reflect differences in local priorities, cultural needs, design and condition of
buildings and equipment, use of different kinds of fuels in different areas,
climate, geography, and other important influences on expenditure decisions?
Without detailed information about how individual districts are structured,
staffed and managed, we can offer only a statistical answer.

The essence of that answer is that in any distribution of observed values–such as
per-student NPS expenditures – some variation in values is expected. Applying
regression analysis to NPS expenditures per student would provide a formula
describing what expenditure levels “should be” and identifying variations from
the formula.35 Unfortunately, there is no way to determine whether these
variations are due to unnecessary expenditures or to the effects of location and
other valid reasons for the variation. That is, it would be impossible to
determine “errors” from what we are trying to measure.

Summary and Conclusions

The study team concluded that the most reasonable approach to determining
NPS multipliers was to use the subset of expenditures identified above, but to
impose limits on per-student expenditures. The conclusion was based on the
following considerations:

1. Although there are strong theoretical arguments for using O&M costs to
determine the allocation of NPS aid, multipliers based on O&M expenditures
would result in significant reallocation of funds from small districts to large
districts. The study team could not support this reallocation without access
to more detailed information about district operations that would be
available only from management audits.
 

                                           
35 Regression analysis is a statistical tool for determining the relationship of one variable with other variables.
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2. There are also strong arguments for using a broader measure of
expenditures than those included in the O&M accounts. District size and
location, while important, cannot fully explain the range of per-student NPS
expenditures. The study team found the arguments for a broad measure
more compelling than those for using only O&M expenditures. The broader
measure reflects differences in local priorities, cultural needs, climate,
geography, travel costs and other important influences on expenditures.
Other factors that influence NPS expenditure levels include

• the number of schools in a district, how far they are from each other
and from the district office, and whether there are roads connecting
them,

• the type and condition of buildings and large equipment,

• the management methods of individual administrators,

• the educational expectations of local parents and other citizens and
the degree to which those constituencies have direct influence over
school and district administrators.

3. Basing multipliers on current expenditure data would simply mirror “what
is.” The study team concluded that we had no basis for forcing all districts to
fit a formula that placed all districts in a very narrow range, but that the
broad range of current expenditures warrants some limitation of unusually
high expenditures. Although any limit is arbitrary, the argument that the
overwhelming majority of districts manage to operate at lower expenditure
levels is compelling.
 

4. Districts with abnormally low per-student expenditures should receive
additional aid to bring them closer to the average. This method of
adjustment – cutting off the peaks while filling in a portion of the valleys –
arguably overcompensates districts that have low per-student expenditures
due to relatively low costs. However, failing to “fill in the valleys” would
penalize districts with relatively low expenditures due to low past funding
levels or to efficient operations.

The study team’s solution to the question of how much to reward districts with
abnormally low expenditures per student was to bring all districts up to
Anchorage’s per-student expenditure level. This minimum applied only to
Juneau, and raised the district’s NPS allocation by about $5 dollars per student,
or $24,000 total.

Table 3.4 shows how a two-standard-deviation cap affects the NPS market
basket. District expenditures affected by the cap are shown in bold type. Full
spreadsheets showing the determination of multipliers are included in the
technical appendix to this report. A summary of steps in the process follows:
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1. Determine the average per-student expenditure in each category. (The
Aleutian Region and Pelican were dropped from this computation because
their small size causes them to have per-student expenditures that cannot be
compared reasonably with expenditures of other districts.)36

2. maximum per-student expenditure level in each category. The limit for each
category is the category average plus two standard deviations.37

3. Adjust expenditures so they equal the amount of funding available. This
adjustment is necessary because the expenditures we use in the analysis are
a sample rather than a full representation of expenditures.

4. Apply the expenditure cap to each category of NPS expenditures.

5. Use actual expenditure data to determine instructional and noninstructional
components of aid for each district.

6. Divide the adjusted allocations in each district by the number of students in
respective districts to determine per-student allocations.

7. Apply a minimum per-student allocation level equal to the amount of per-
student NPS aid received by Anchorage.

8. Calculate multipliers by dividing each district’s per-student allocation by the
statewide average per-student expenditure level.

9. Normalize the multipliers by dividing each district’s multiplier by the
minimum multiplier. This process ensures that no multiplier is less than 1.0.

For NPS expenditures, Anchorage and Juneau have multipliers of 1.0. The
Aleutian Region has the largest multiplier (11.610) and several rural districts
have multipliers larger than 5.0.

                                           
36 These small districts were brought in at the end of the analysis. Effectively, they were not subject to the expenditure limits, so that

multipliers for them reflect current per-student expenditure levels.
37 Standard deviation is a common statistical measure of dispersion, or variation, in a set of observations. Typically, two-thirds of all

observations are within one standard deviation of the mean (average) and 95 percent of observations are within two standard
deviations. This means that about 2.5 percent of observations will be less than two standard deviations from the mean and 2.5
percent will be more than two standard deviations above the average. We applied a two-standard-deviation limit because we believe it
reflects the natural differences between school districts while making modest adjustments to the most abnormal expenditure levels.
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Chapter IV. Administrative Allocations

Administrative costs as defined in this study include only the personnel costs
listed in the “District Administration” accounts of each school district. School
administrative costs are included in the instructional allocations described in
Chapter II and non-personnel costs are included in the NPS allocations
described in Chapter III.

Steps to obtain the administrative multipliers are identical to those described for
the NPS multipliers in the previous chapter. Details of the multiplier
computation are in the technical appendix to this study.

A statistical analysis of audited expenditure reports from all 53 school districts
produced the administrative multipliers shown in Table 4.1. Several  districts
have multipliers of 1.0, while several rural districts have multipliers greater than
5.0. The multipliers apply only to administrative expenditures, which are
approximately 4.5 percent of the total amount of education aid allocated to
school districts. The multipliers are intended to be applied as follows:

1. Multiply the student count in each district by the district’s administrative
multiplier (as shown in Table 4.1) to obtain an adjusted student count.
 

2. Add the adjusted student count for each district to obtain a statewide total.
 

3. Divide the (legislatively determined) available amount of administrative aid
by the statewide adjusted student count to obtain the statewide per-student
allocation.
 

4. Multiply each district’s adjusted student count by the statewide per-student
allocation to obtain the amount of administrative aid allocated to each
district.

Summary and Conclusions

Table 4.2 shows administrative costs (personnel costs only) for each district.
Column 2 shows actual administrative expenditures for 1996, column 3 shows
administrative expenditures per student, and column 4 shows the impact of
imposing a “two standard deviation cap” on per-student administrative
expenditures. (Districts affected by the cap have bold type in column 4.)
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Variation in administrative expenditures among districts is larger than for NPS
expenditures, particularly for small districts. This result was unexpected; the
study team anticipated that administrative costs would depend primarily on
district size while NPS costs would be affected by location as well as size, and
therefore  have a wider range.

It is possible that administrative staffing levels are less dependent on the
number of students served than we anticipated, but it appears that the impact of
small size simply overwhelms all other impacts, causing per-student
administrative costs to be much higher in small districts than in larger
districts. For example, a $50,000 administrative salary spread among
Anchorage’s nearly 50,000 students costs $1 per student while a $50,000
administrative salary spread among a district with 200 students costs $250 per
student. This aspect of administrative cost variation makes a strong case for
consolidated or centralized administrative services.

Figure 4.1 shows administrative costs per student (with large  districts and the
Aleutian Region omitted for scaling reasons) for each district. The figure shows
that several small districts are able to operate with per-student administrative
costs of less than $400, while other districts of similar size spend twice that
amount. This conflicts with the notion that districts of small size must have
relatively high per-student administrative costs because the costs are spread
over few students.

Figure 4.2 explores administrative costs further. The figure shows the (1996)
administration share of total expenditures for each district. After adjusting
administrative multipliers by the proportion of administrative spending in each
district, Kenai, Fairbanks and the Southeast communities of Ketchikan,
Petersburg, Wrangell, Craig and Sitka have an administrative multiplier of 1.0.
This prevents districts that have low costs due to exceptionally efficient
management and/or relatively low current formula allocations) from being
penalized for current efficient practices.

Key Issues

The study team is concerned that administrative multipliers reflect ”what should
be” to a lesser degree than we were striving for. However, none of the panel
members was confident that reasons for variation in per-student administrative
costs could be identified without thorough reviews on a district-by-district basis.

For example, Sitka and the North Slope are districts of similar size (1,800
students). Sitka spends $400,000 ($220 per student) on administrative salaries
while the North Slope spends $3.4 million ($1,860 per student). Only thorough
investigation of district administrative practices could determine whether Sitka
has discovered a magic formula for administration, has chosen to spend less on
curriculum development or other areas that will eventually be reflected in the
relative quality of education delivered, is located in an area in which costs are
substantially lower, or spends less on administration because there is relatively
less money available to spend.
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While it is possible to manipulate existing data in more and more extensive
ways in order to find “explanations” for expenditure variations, this is neither
an efficient nor reliable method. The shortcomings of this study with respect to
administrative differentials could be addressed by a series of management
audits to ascertain the following:

• The effects of any differences in accounting practices on the current results.

• Other unidentified sources of inaccuracy in the existing data or analysis.

• Patterns of management practice, school or district structure and/or local
factors and influences that may contribute to the large current differences
from one district to another in expenditures per student.

• The potential for cost savings as a result of consolidation of districts,
cooperative or centralized administrative structures or other system
efficiencies. For example, audits might consider:

 – How insurance levels and carriers are determined.
 – Whether plant and equipment investments could reduce overall

costs.
 – Whether use of technology could alter spending patterns,

particularly for travel and communications.
 
 Insights from these investigations would add significantly to the interpretation
of the statistical analysis. Additional insight into expenditure patterns might be
gained by tracking historical data over time to try to better quantify effects of
year-to-year funding levels on expenditures. It may be worthwhile to repeat the
analysis periodically using a rolling average of three or more years’ financial
reports.
 
 In conclusion, the study team is comfortable with the statistical approach for
allocation of funding for district administration, but with certain limits.

• First, the revised multipliers may force some districts to operate more cost-
efficiently, but the real issue appears to be inefficiently sized districts
rather than inefficient administrators. Limits imposed on per-student
administrative expenditures for purposes of developing multipliers were not
stringent. The limits – a two-standard-deviation cap for districts with
exceptionally high administrative expenditures and a floor equal to per-
student administrative expenditures in Anchorage – narrows the range of
multipliers, but the range remains broad. Perhaps the best way to reduce
administrative costs is to explore cooperation among districts and
centralization and consolidation of administrative functions.

• Second, we recommend management audits to further learn the causes of
exceptionally high and low administrative expenditures. Decision-making
can be improved once this knowledge is gained.

• Third, until further research is done and better quality databases are
available to decision makers, the study team recommends all districts be
protected from losses by means of transitional implementation of the
adjustment factors so that no district loses aid without sufficient time to
plan.
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 Chapter V. Additional Considerations   
 
 

 This chapter provides additional discussion of relevant issues that were not
treated as fully as desired in other sections of the report. While the topics vary,
the purpose of Chapter V is to amplify discussion of key issues in school cost
research.

 A brief discussion of the “size of the pie” makes the point that the statistical
approach offers an improved, but more complex, education funding formula.
Shifts in legislative allocation among the three components of the formula can
change allocations to districts.

 The second section of Chapter V deals with methods for altering the
implementation of the statistical approach. There are innumerable options
possible; we discuss only two. Although this chapter presents little quantitative
analysis, it does indicate the probable effect of applying the alternatives.

 Third, we present background discussion relevant to the recommendation to
eliminate the area cost differential (ACD) for the instructional component. While
some of the ACD discussion duplicates points made earlier in the study, it is
presented in more detail here.

 

 The Size of the Pie(s)
 
 The statistical approach does not establish any fixed level of school
expenditures. It is a vehicle for equitable distribution of the “educational
funding pie” on the basis of student enrollment adjusted for school size and
location – regardless of the size of the pie. The size of the pie is determined by
the combination of available State revenue and the political process. Each
district, under the statistical method, is allocated a proportion of the pie, not a
specific level of funding.

 Perhaps the most important point in this discussion is that there are three pies
– instruction, nonpersonal services and administration – and that each pie is
divided differently. The instructional pie is divided most evenly among
districts because the instructional component has the lowest multipliers. Both
noninstructional components have higher multipliers than does the instructional
component. High multipliers in a district mean that adjusted student counts –
and so allocations of aid – are disproportionately high. The implication of the
higher range of multipliers in the noninstructional components is that shifting
money from the instructional pie to the noninstructional pies will shift the
distribution of aid to districts with high noninstructional multipliers.

 The funding level in each component does not affect the calculation of
multipliers, but it does affect the aid allocated as a result of those multipliers. We
did not test the sensitivity of allocations to the size of the pies.
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 Additional Allocation Considerations
 
 The statistical approach that is the basis for this study would make public school
funding more equitable. Essentially, the statistical method found that the current
funding formula undercompensates some districts – generally those with high
area cost differentials (ACDs) – for nonpersonal services costs and at the same
time overcompensates many of these same districts, and some others as well, for
personnel costs.  The approach makes no judgments about proper or improper
expenditures in any district. It simply identifies and quantifies the extent of
differences in nonpersonal services and administrative expenditures. The
reasons for those differences and any decisions about their propriety are beyond
the scope of this study effort.

 The major areas in which alternate scenarios might be considered are
 
• area cost differentials for the instructional component,
 
• schools instead of funding communities as the basic units for funding (which

is addressed adequately in Chapter II and is not discussed in this chapter),
and

 
• other limits on nonpersonal services and administrative costs.
 
 

 Equity in Instructional Allocation
 
 Research of instructional salaries and pay scales, and of private sector
compensation practices in Alaska indicate that area cost differentials for
personnel based on the household cost of living are rarely paid and that districts
do not have to pay high geographic differentials to attract personnel. In fact,
average salaries in major urban school districts and smaller remote districts are
often about the same because higher starting salaries in rural areas are offset by
greater longevity in urban districts.

 The study team’s recommendation to provide no ACD for the instructional
component would provide the same level of funding support per teacher for all
districts. Any alternative to this recommendation is fraught with potential for
aggravating inequities among districts.

 
 

 ACDs Based on Differences in Average Salaries
 
 ACDs based on average instructional salaries are by far the most supportable,
because average salaries are an accurate measure of costs incurred by school
districts. However, this alternative would reward districts that have chosen to
pay more than average for instructional personnel and penalize districts that
historically have chosen to pay less than the state average. Districts have chosen
to compensate instructional personnel at different levels for many reasons.
These may include attracting superior personnel, lack (or surplus) of funds
under current law, poor or excellent collective bargaining skills and high non-
personnel costs, for example.
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 In addition, average salaries are highly dependent upon average teacher
experience, which can change from year to year. Multipliers are expected to
reflect less variable factors and would not respond to changes in average salaries
once the multipliers are implemented. One solution to this problem is to add a
“longevity factor” to the adjustment process. Several states provide additional
funding to districts with average longevity greater than the statewide average.

 The impact of an ACD based on average instructional salaries would be mixed.
Anchorage’s average is very close to the statewide average salary, so that nearly
half of all districts – including several with high current ACDs – would receive
relatively less aid if ACDs were based on average salaries. A longevity
adjustment would tend to shift aid from rural districts to urban districts.
 
 

 Allocation based on cost-of-living differentials
 
 Another alternative could be to continue the current (and – in light of the study
findings – irrelevant) practice of allocating funds to districts based on household
cost-of-living differentials. Disadvantages of this alternative are:

• High pay differentials are not necessary to attract personnel, judging from
the actual practices of districts with both high and low current ACDs.

 
• Cost-of-living differentials do not compensate for costs associated with

greater job longevity in urban areas with low ACDs.
 
• The household cost of living is not directly related to the actual cost of

staffing a school.

ACDs based on prices of household goods would favor rural districts.

Equity in Nonpersonal Services and Administration Allocations

Due to data limitations and the exceptionally wide variations in actual district
expenditures, approaching equity in these allocation categories is more difficult.
The statistical method limits (for purposes of developing multipliers) only
extreme per-student expenditures. A cap of two standard deviations above the
mean and a floor equal to Anchorage’s per-student expenditures cut off the
most extreme peaks and fill in the lowest valleys in per-student spending. The
method has the advantages of not penalizing the lowest spending districts nor
rewarding the highest spending ones by continuing past funding practices.

However, until data become available to understand the reasons for these
variations, the study team is reluctant to recommend more than modest
adjustments. As a result, sound alternatives for further adjusting the
nonpersonal services and administration allocations appear very limited at this
point.
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One might consider a more rigid dollars-per-student allocation based on the size
factor derived from the instructional size analysis. However, this eliminates
consideration of the many factors affecting cost that are not related to size alone
and would result in significant undercompensation for districts in high cost
areas. The research, even with its limitations, is conclusive in that each of the
three cost categories responds to very different factors and should have unique
area cost adjustment factors.

Discussion of The Personnel Area Cost Differential Issue

The personnel cost component (which constitutes from 60 percent to 90 percent
of a district’s total costs, depending on the district) has been based on the
household cost of living in each of the 53 districts.

The underlying principle has been salary equity for school district personnel,
which may or may not mean equity for students. The thinking goes, “If it costs
30 percent more than in Anchorage to operate a household in a particular
district, that district needs 30 percent more personnel funding (for classified as
well as certified personnel) as equity compensation.”

The obvious weakness in this argument is that the cost of operating a household
is not the cost of operating and staffing a school. Further, compensation for
household cost of living assumes that school district employees need significant
differential incentives to take local school jobs. Analysis of both instructional
salaries and other occupational data concludes this is not the case.

Still, most of the current ACD granted for location equity is based on the cost of
operating a household, not staffing a school. While household cost of living is
the single most important factor in the ACD, it fails to address the most
important issue of school funding. That issue is “What does it cost to staff a
school so it can deliver an appropriate level of education to Alaska children,
regardless of geographic location?” That issue cannot be addressed by
determining the price of bread in local grocery stores.

There are two apparent historical reasons for using household costs instead of
school costs. The first reason has been lack of school cost data. Household cost-
of living-data has existed in some form ever since statehood, while little data has
been developed on the differences in operating and staffing schools. The
McDowell Group’s Alaska Geographic Differential Study of 1985 is the single study
since statehood that measured geographic differences in the complete range of
household expenditures. With some adjustments for political considerations,
this study is the basis for the personnel side of the current ACDs paid to school
districts. Other studies have been largely confined to either food or housing and
did not address transportation, medical, recreation and other significant
household costs.
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The second reason for using household cost of living as a measure of most of the
cost of operating a school was the thinking by some that salary equity –
regardless of other factors such as market demand and supply, lifestyle
preference, local economic conditions, presence or absence of amenities, and
cultural consideration – was a bottom line for school district personnel. Under
the terms of the RFP, this study is required to address and offer alternatives to
“existing practices.”

Study Results of Salary Differential Research

In an effort to identify actual school costs, several research tasks were
undertaken by the McDowell Group. These included an analysis of actual
instructional salaries paid by districts and schools of all sizes, an analysis of
district pay scales at all levels of experience and education, an Occupational
Data Base research effort comparing salaries of 25 different occupations in all
areas of Alaska, research on pay practices by private sector firms with multiple
locations, and review of recent cost-of-living research in Alaska.

Two conclusions were obvious. First, the research found that school districts do
not typically pay salary differentials as high as the district Area Cost
Differentials, and some districts with high differentials pay less than the
statewide average. Some districts do have higher starting salaries, but their
scales and actual pay practices do not generally reflect the personnel differential
incorporated into the district ACD.

Further, most other entities – both private sector and government – do not
provide a differential. Only the State of Alaska has a formal pay differential
based on the estimated household cost of living. The federal government pays
no differential within Alaska (though it pays 25 percent more than in the “Lower
48”). More conclusive are private sector practices. If anything, the private sector
pays a reverse differential with wages lower in rural areas than in Anchorage for
a wide range of 25 occupations ranging from bartender to engineer. The
exception was one statewide company that paid differentials in two remote
locations (out of over 100) for housing. The amount of the differential was about
half that of the State of Alaska differential in these two locations.

Household Cost of Living Research

The second conclusion of this study’s personnel cost research was that true
differences in cost of living still exist and have probably not declined since the
1985 McDowell Group study, the Alaska Geographic Differential Study. The most
reliable indicator since statehood has been the University of Alaska Cooperative
Extension Service’s Cost of Food at Home Index, which shows little change over
the past twelve years.

Alaska’s economic maturity following the trans-Alaska pipeline construction
brought modern merchandising to urban Alaska and actually accentuated the
price differences between urban and remote Alaska when compared to pre-
pipeline days. A review of sound cost-of-living research shows little change in
these price differences from the early 1980’s to the present day.
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We are left with the paradox that groceries and many other household items
continue to cost more in outlying (no road access) areas but – apart from state
government – little differential compensation is paid in Alaska, including in
school districts. Clearly, the predominant private and public policy is to pay
what is necessary to attract and retain employees but not to compensate
specifically for household cost of living differences.

In other states, living costs are generally lower in rural areas and cost differential
policies in most states compensate urban personnel for higher living costs. In
Alaska, some costs in road-accessible rural areas are lower. Historically, housing
in many districts (even in a number of remote districts) has been less expensive
than in Anchorage. However, retail prices are obviously lower in Anchorage
than in rural areas of the state.

Generally, urban costs throughout Alaska are similar to those in Anchorage. In
smaller urban communities that benefit from road, air and rail access to urban
centers, costs appear to be the same or a bit higher than Anchorage. In the truly
remote areas of Alaska, virtually all costs are higher, except housing in some
cases.

Compensation Choices Made by School Districts

The salary levels of instructional personnel are a far more complex issue than
simply stating that most districts that receive additional aid due to an ACD do
not typically pass the money on to instructional personnel. One reason for urban
districts paying as much or more than districts with higher ACDs may be a
desire to recruit and retain superior instructional personnel. Districts are clearly
free to make these choices. A district can choose either a generous or budget-
minded negotiating policy. Districts can also offer higher pay scales under the
assumption that higher pay would help attract high quality personnel.

Thus, the issue is not that smaller districts are paying too little or urban districts
paying too much. Neither is the case. Instead they simply are paying what they
have chosen to pay.

In summary, it is clear that market forces and district policy choices, not
household cost of living, already determine the cost of instructional staffing. It is
also clear that this cost is only slightly related to the cost of operating a
household. Our study recommendation is to fund a level of staffing adjusted for
school size as calculated in the body of this report. Granting similar dollar
allocations for similar staffing levels appears to be a step toward equity.
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Technical Appendix

A. Graphs of School Size Categories

B. Occupational Data Base (ODB) Statistical Tests

C. Certificated Staff Regression Results

D. Size Adjustment Impact (School List)

E. Size Adjustment by Funding Community (School List)

F. Administrative and Nonpersonal Services Costs



A. Graphs of School Size Categories

These graphs were used to determine groupings of schools with similar levels of staffing per
student.  In turn, size adjustment factors were computed for each grouping of schools.  The
graphs supplement the information displayed in Figures 2.2 and 2.3.

















B. Size Adjustment Impact (School List)

This list of schools shows the results of applying the size adjustment factors presented in Table
2.2.  The adjusted student count for each school will change as enrollment changes, so the
information cannot be used to predict future computations of Basic Need.  Nevertheless, the
information is useful because it offers quick calculation of formula results and aids comparison
of staffing levels in various districts and schools.



















C. Size Adjustment by Funding Community (School List)

This list shows the results of applying the size adjustment factors in existing law to funding
communities. The information was used to produce column 2 of Table 3.













D. Occupational Data Base (ODB) Statistical Tests

These statistical tests support the conclusion that salaries outside the educational system tend to
be higher in Anchorage than other districts.  They supplement information presented in Chapter
II.















E. Certification Staff Regression Results

This analysis was performed in order to determine how experience, educational attainment and
cost-of-living affect teacher salaries.  Conclusions are summarized in the cover letter from
Caldwell Economic Information Services.





















F. Administrative and Nonpersonal Services Costs

This information summarizes administrative and nonpersonal services expenditures as reported
in School District Financial Reports for 1996.  The information is the basis for the analysis
presented in Chapters III an IV.
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