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n education adequacy costing-out study determines the amount of money actually needed to

make available all of the educational services required to provide every child an opportunity to
meet the applicable state education standards. A variety of approaches for undertaking such studies
have been used in recent years in many states, including lllinois, Kentucky, Ohio, Oregon, Maryland,
New Hampshire, Wisconsin, and Wyoming BB in some cases as part of the development of a new
funding system ordered by a state court. This policy brief describes briefly the concept of costing out
and offers an overview of the three methodologies commonly used for this purpose.

Historical Background

Historically, most state education finance systems have purported to establish, as their basic building
block, a Afoundation amount( that presumably would guarantee sufficient funding for each child to
obtain an adequate education. In its first incarnation, state aid to local schools took the form of a flat
state grant for each school child. But, because of the inequity of providing the same amount of
funding for students in both poor and wealthy districts, during the 1920s many states began adopting
Afoundation@ programs. These required local school districts to levy taxes at a rate aimed at
generating enough revenue to fund a basic education, with the state supplementing the amount
actuallly raised by poor districts when their tax base did not yield the predetermined Afoundation
level.@

From the beginning, however, no real methodology was used to determine what the foundation
amount should be. Instead legislatures tended to establish the foundation based on the amount of
funding they were willing to allocate for educational services with little regard for actual needs.
Moreover, the foundation amounts that were established eroded dramatically over time because of
budget pressures, competing political priorities, and inflation. For example, in New York State the
current foundation amount is about $4,000 per-pupil, even though the average expenditure is
$11,040 per-pupil and districts 10% from the bottom are spending approximately $8,940 per-pupil.?

Costing Out Methods

The significance of the costing-out approach is that it determines a true foundation amount by
identifying the specific resources and conditions necessary to provide all children a reasonable
educational opportunity and then systematically calculates the amounts necessary to fund each of
these prerequisites. Although a variety of specific methodologies have been devised in the dozen or
so states that have already pursued a cost-based analysis, these approaches tend to fall into three
main categories: successful schools; professional judgment; and effective strategies.®

The Successful Schools Method. The successful schools approach, also known as the empirical
approach, seeks to identify those schools or school districts that have actually achieved a specified
level of student performance, such as meeting state standards. The average actual level of




expenditures in these schools or districts is then used to estimate the level of expenditure that would
be required to achieve a similar level of student performance in other districts throughout the state.
Typically, differences in cost of living and in the numbers of students with extraordinary needs are
also taken into account in these calculations.

The successful schools approach is best illustrated by a system devised by a panel in Ohio in
response to the initial trial court order in DeRolph v. State.” In its first iteration, the Ohio methodology
chose its sample of successful school districts by reference to six specific measures of student
achievement, and eight input measures such as pupil teacher ratio and average class size.’Another
example of the empirical methodology is the approach used in a report prepared for the New
Hampshire Adequate Education Costs and Municipal Grant Distribution Commission. It offered four
alternative ways of identifying well-performing districts based on various combinations of input and
output factors. One of these alternatives uses Aefficiency factorsf that eliminate from the pool of
model school districts those which provide services beyond a specified maximum level.® An inverse
variation is the model proposed by the Council of Great City School Districts that bases the adequacy
amount on the total per-pupil expenditures of the 10% highest achieving districts in the state.’

The Professional Judgment Method. The professional judgment approach accepts as its premise
that the determination of an adequate cost basis will involve a large number of judgments; it seeks to
establish a process that will comprehensively review the range of judgmental factors involved and
ensure that those judgments are made openly, fairly, and independently. Typically this is done by
assembling panels of educators to identify the specific instructional components deemed necessary
to meet state standards and then having economists determine the price of each of the identified
components.

The professional judgment approach was first developed by Jay Chambers and Thomas Parrish for
the states of lllinois and Alaska in the early >80s in order to develop cost-based adjustments to the
education funding allocations school districts received from the state.® Its most well known recent
application was the model utilized by James Guthrie and Richard Rothstein in Wyoming, in response
to the court order in Campbell v. State.’ The Wyoming model involved extensive meetings of groups
of local Wyoming educators and, then, of educators from surrounding states who were asked to
identify all of the specific components of an instructional system that could deliver an adequate
education. Once the expert panels had identified such Aa basket of education goods and services,
economists determined the cost of obtaining those good and services for Wyoming school districts
through a series of market pricing analyses.*

Professional judgment was also the methodology used by the Oregon Council on the Oregon Quality
Education Model (QEM) in constructing its funding model. There, the Council, a 23-person body of
legislators, educators, business leaders, advocates, and other community representatives, appointed
an expert staff and four separate subject-area work groups who devised prototype elementary,
middle, and high schools. For each prototype the Council set forth a detailed list of Aprogram
elements,f such as core staff, program staff, additional instructional time for students to achieve
standards, and district administrative overhead. ATangible assumptions( having a direct relation to
cost, such as class size, age of building, and numbers of computers per pupil were then determined
and specific cost assumptions for each prototype school calculated.™

In Maryland, costing-out studies were performed using both the successful schools and professional
judgment methodologies. The empirical study relied on costs in 59 successful schools identified by
the statess department of education and the professional judgment studies used panels of
experienced educators. The Maryland Commission on Education Finance, Equity, and Excellence
(AThornton Commission() reviewed these studies and included results from both methodologies in
formulating its recommendations to the legislature to restructure the state:s school finance system



and increase annual state funding by $1.1 billion.*? Despite difficult economic times, the legislature
acceded to the Commission:=s proposals in April 2002, and the funding increases are scheduled to be
phased in over six years.

The Effective Strategies Method. The effective school-wide strategies approach, also known as
the expert judgment approach, draws on the latest educational research to identify a set of specific
educational programs and strategies deemed effective. It is important in this approach to ensure
that each school design includes all necessary program elements, such as strategies for struggling
students and sufficient professional development, and that the level of service for each element is
standardized across the selected designs. Experts perform these steps, determine the necessary
components to support the strategies, such as staffing needs, and calculate the price of each
component. This approach intends to provide sufficient funding to enable each school to choose
from among a number of effective strategies or programs.

The effective strategies method used recently in Kentucky relied on research results to identify high
guality preschool and full-day kindergarten as pivotal programs for low-income students and to
designate certain school and class sizes, Ainstructional facilitators, and professional development as
some of the strategies that should be funded for each school.
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