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. ‘ \.///
An historical ,analysis of state subventions for local school dis-
tricts reveals dlmost»universal support for current operating erpenses

but a gegféct or non-sharing stance with respect to capital outlay and

Lﬂﬂgbtedness expenditures. The most persistent rationale for the

\ exclusion.of capital outlay ard indebtedness expenditures from state
;upport progfams hag been that such expenditures fluctuate in accord- ’ E
ance with local preferenceé,ana demards; therefore, the argument con-
t{inues, the gtate should not use Zts tax dollars to support locally -
’ preferred expensive buildings end ecuipment. Capital outlay expendi-

tures, except perhaps for replacexnents, has been and continues to be

ignored in the state sugport form:lae of many states to date.

- I&his.doubtful whether the exclLé?Sé’of cag};el outlay from sﬁ;te
L:;\\ﬁkkpaj?ﬂfjubventions to locai school districts could stand'thgrcdﬁétitutional oi
SR statutory Cest.;ﬁ state courts. Under a rigorbus test of equal educa-

. '
~—;E tionaluopportunity and/or fiscal neu*rality; states without provisions
. & for supporting capital outlay expend‘turés likely would be foufid in

violatIon, particularly stoce there are alternative approaches for
T a—

Creating'tvpttn& outlgy expenditu*es whichﬁwill satisfy the legal
h\\ J
(op) queifTEﬁT“REcegaigigE‘:E?t argumen
o~ . = |
A @& capital outlay are archaic, and that recent legal\pri\n\cibles also may TN
L 7 t ’ T
I\ - .
-ég *A paper prepared for and under the auspices of the Institute for
\\ Educational Finauce, Gainesville, Fldrida. 1
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apply to capital outlay, have prompted a number of ctétes to make}]_

proviaions for capttal outlay 1n their aid prograna in recent year:. '%
vrﬁ.»-—-m- . — _avq.p TR

|
1f states pay more than token attention ta the problem,lequa11Qy

_of educational opportunity requires that they provide each child equal

«

access to an educational program designed to meet,the‘child 8 needs.

Special and vocational education programs are not exceptions to this

principle. That these two particular types of educational programs

<

happen to require more capital investment thag most'regu%ar educatiég
programs, does not imnly that the state ignore such’cosEs. It is
assumed in this paper that there is a certain ;egmenf of th; K-12 student
population which needs and can profit f;om vocationai'prog;ams, and
therefore, such programs’are necessary in the ﬁublic'schgols.

This paper is a discussjon of aiterrative state approaches to

aiding and costing capital ouzlsv programs, patticula}ly equipment

«

purchases for vcocational prog.ias, ¢35 the share equipment costs is
of total costs tends to be hijhes o1 vceetional programs, The paper
will include a discussion of cuch tonics as the magnitude of capital

outlay expenditnres, curreat state practices, theoretical and practical -

- : v

aspects of alternative state fundir- approaches, and in particular, a

discussion of the effects of ircl..i7g equipment depreciation costs in

-

program cost differentials.

-

3 ) The Magnitude of Capital Outlay ' .
and Equipren:t Zxpeuvditures

. HEAN
Capital outlay expenditures in the public schools vary consider-

ably among school districts and states. School Management reported ‘
A l

that capital outlay'expenditures in its 1973-74 survey of & sample }

<
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of school distrlcts averaged $46.53 per pupilyin average dalily

1
B attendancewor_appzoximately_awiﬁ_genggn;nﬁzgeLe;gL;eggigLeg"ditures

\ )

It ha?Ibeen esttmated that, approximately 10-15 percent of capital

-

.fr,-‘__r.;;_»_x\gfijﬁ:os_&gflgi% ﬂ"fép??ﬁﬁ_’)‘}_@;ihﬁ balance.going for the pur-— .

.

chase of. transportation vehicles (2 percent), facilities (68-78 per-
cent), and land (10-15 percent), with the variation depending on the

level of education, type of program and lacal prices., Approximately

4.9 billion dollars was spent for capital outlay programs in the pub-

“ ‘ 1ic schools in 1973- 74 up 12 percent overel972- 73 The/Brprem )
‘ with these data is that 1nconsistent reporting and non-standardized
accounting: procedures may result in inaccuracies, depending on how

. capital outlay is defined. Are exrendirtures for new buildings,

\\\“ .renovat*é ne, remode‘ing, ner equipnent, équipment replacemente and

repair included in the calculafron of capital outlay? Not likely,

yet all of the above result i- zici.ions.to or alterations in the

L

fixed assets of‘a school distict
" Another aepect of identii)ing capiéal outlay costs is related
to the fact that many school districts cﬁoose to finance thelir
capital acquisitions over the loeg term while others purchase fixed
assets with current revende As trese two approached reauLtj1n~
differe;t expenditure repor/fgg and aecOunting procedures, it tends
to blur the capital outlay burden c-cture. Still another diffi-
culty is that program accounting is virtqally non-existent in most
* school districts, therefore, stan.z.:d .acc‘:"éu,ntipg procedures f"o@
facility and equipment expenditures by pdggram needs to be insti5§ted
before_a more aceurate plcture og such cdqts can be‘obtained; A
- ‘ . | : CoA
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. 'reﬁort of the study of South Dakota's financing arrangements said

1 .
N {
};’ 31 £ s,AJj“; T~ - T T T e et T - e T

% tion are collected systematically on a program by program

= = Basis, it will be aiFficult to provide—adquate funding = == ===

for special educational programs which will ‘meet the
- . varying needs of pupils who attend the public schools.

McClure and Pence, in their study of early childhood and b//ic
olemcntaty and secondary education, shed some light on Capital out-
'lay costs, They estimated the annual depreciation costs (assuming
a 35 year expected life) for fixed assets at $140/pup11/year at
1969 prices, which was 16.4 percent of aVerage current expenditures
in grades 1-12: . . McClure and Pence found that the average percen;-
age of total currené\expenditures allocated to wocational-technical
programs was 1.7 percent Eng\:ities, 1.1 perceht for, suburbs and 2.0
to 3.6 percent for independent districts.s/

. Keene assumed a ten year dep?e;iation schedule for all occupa-
tional equipment used inrilorida’community junior;colleges,'which
added .17.6 percent to the cost of occupatinnal pr?kramg compared to
a general liberal arts}curriculum.6 Fowler foun& the additional
expenne for post-sitpénary oecupational programs vatieg substng;ielly
among schools and programs when equipment amortiza;iod:;chedule%'=
‘were applied.7JrNursing program costs ranged from 2 to 9 percent
above regular proéram operating costs; electronic pregrama from 8

. to 19 pereent above; data processing from 6 to 22 percént adove; and

auto mechanics from 5 to 20 percent above regular operating ¢ sts®

g 5
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property. Another vagary vhich caused fluctuations gn'the additional -

.

costs of data processing programs was whether data proéessidg equip-

-

‘ment was used for teaching and record kéeping. ..
Bkt a e s A s e ¥t b p 2 e o 1 e e 2 o AL #R N e o e W b ’ ! v )
brovielons For State SHATIRg TA ~— ~= v T FEI e
Capital "Outlay Expenditures ‘ ; o
The approaches used by states to share in the capital outlay. ~

costs of school districts are as varied as the number of states 1

“which share in such costs. California includes capital outlay costs

-
!

for vocational programsSin its determination of btaté gupéort.7
Colorado includes the costs of purchasing, leasiﬁg or rental of in-
structional equipment (including vocation;l equipment), and repairs
and mainténance of 1nsttuctionaf eqdipmént 1n.1ts state &upport pro-
gram.9 Illinois provides f&r the excess cost of'consttuction and

, equipment, including vocamional education prog}dha.lo Michigan

A « . '
i{ncludes maintenance, .repair "and initial purchase costs of vocational .

11
instructional equlpment in its state- support program. Ohio's

support plan includes provisions for coébs on equipment (vocational

and laboratory). Vocational and laboratoryiequipm;::-::>\amortized
G L
S over a .specified period of time 59 as not t¢, reflect an unusually

7 . E N
* ,high expenditure for a’pggticuld#:grogram.lz‘ Tennesgee 1nc{g§es the
a .
costs of minor equipment in caled *ating total vocational .education

13 . )
costs. ) a : g : .
‘ kY * \] °

Texas allows costs up to 10. percent of the replacement value ’ )

of equipnent and 7 petcent of the replacement value of facilities
s Utah {ncludes total,exggnﬂitures for both new and reelacemeut equip-

ment in its state support pi-ogram.'15 g;rylahd 1nitiate§ fgll state
3
? 2

6
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- funding of capital outlay expenditufes in L971.16 Action taken

by the Wisconsin FEegislaturé in 1973‘3116ws, for the first time in

= & — ——

that state's history, up to $100 per pupilsin average. daily membership

> At s e o e

I Tiaggg_gggpgnp_qgg&gg}agggxgg_qqé;indghtgdneﬁg expeaditur9§f§é55% included

o 2.
in 1ts cost sharing program with local school districts.17

A study in"1968-69 reported that' 25 of 50 states gliocafed funds

' ¢
for either construction and/or debt service, 3 of 25 states shared in.

capital outlay expenditures in excess of the 50 percent level, while

: 1
9 of the 25 supported such programs at less than the 25 percent level. 8

~
e

. - Vocational Education Prcgram Cost Differentials
o
. Cost differential studies of vocaticnal education-programs have
™ ™ t ’
resulted in reporis of varying ezcess costs which méy be attributed

[

to vocational.programs as comrared o regular education programs.

Secondgry vochticral program co.t differentials reported in a Florida
. ?

-

" izgdy ranged from 1.52 for, distibutive edupaticﬁ programs to 2.91 for
. . -~ v
- -7

technical education programs,

-

.Cost_differeutigls for secondary g&
vocational programtgkangéd from 1.3% ?or_business educafién programs

- 21 . L
to 2.13 for agricultural prbgrams in Kentucky. ! The following

ranges of‘reasorable cost, differentials for selected vocational educa-
4

P— i

ti;%\grograms have been reported:2‘ .
3
Grades 3 - 8 - 1.00 -
? Busindss Education - .1.40 - 1.80
' Distributive Education ¥ 1.40 - 1.50
_ 4?Tradés.and Iadustries 1.50 - 2,90 : —; : e
< .~ Health Occupations - Co 1.40 - 2,70 > . ;'%
Agriculture Lo 1.60 - 2.60 f T
) ‘Home Economics . 1.40 - 1.70 .o 'L :
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A recent study of cost differentfals for Florida vocational *

outlay; debt service, food aervicee and transportation'but includ-

et o ming,rentat—and replacement"of eduipment)L“3~;Sincgwinadeqm‘te account-

ing records for fixed assets in Florida prectuded treatment ‘of capital
; ) . outlay depreciation and since there are separate provisions for capital

outlay financing in Florida, these costs were excluded from cost

-

differentials. The study sampled 24 counties and over 400 vocational-

: . tecﬁnical courses. " The unweighted means approach resulted in a ransev

of cost differentials from 1,09 for Category VI- vocat‘one1 education

? B
coursea to 1.97 ior Category I courses. : N

It has been assumed until recent studies that unless there is’
- evidence to the contrary,xmany costs (mostly indirect costs) may be»
~ applied equally to all programs regardless ‘of the unique character-
. istics of special programs. NEFP‘Special'Study No. Two on Bxeeptional'
Children programs ted generalreapital outlay‘andxdebt‘service as
_ a constant over all prygram, thud;.such costs wqu,the'same for
re;ular and special eduthion programs.za Hovener, the atudy‘did
\\ v aite-pt t? allocate speciql\:quipment and special donstruction%cost..
to specific programs, The proPIem was that . school diatrictc aid.
' not keep adequate records on séecial equipment costs aud tended not
; 5 to report them. This procedure llkely overestimated the bnih; oct
C of regular education programs and underestimated cettain sgpcial edu-
*::;' cation program cbsts tth tended to be facility nnd equiguent inten-

4

i
. ‘-ivL i.e., programs for the deaf. Bentley ‘found that}bne’qf the

&22
~ factors that contributed most significantly to co;t dﬁfferentials

.
. N B
E’I s . i .
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] N Co. .
. Y




' -
\ 1
1

of special education programg-was expeniitures ?or fnstructional' supplies
- \ S

.

_and équipment.

. 0 .
— T __27- - "‘i '_ - - “
Reagons for Non-Support / "
. ‘ and Arguments Favoring \ . - ’
o mmmo o wene mer | oo ool ~’j-~~;_—:,:.&t.aﬁcvt\_:supnor_t_;pf_..capiial—;.QusjAy;; ch e e e

An {deal educational program structure would be' one that !eflects
discrete program delivery systems, yet not so detailed as to be

costly and pdvanageable. There is little @ouSt that .the quality ‘ ////f

of fgcilitiés and equipment available to support education affects

. the quality of education offered to the child. The absence or lack
N . LY -

of sppropriate instructional equipment in vocationsl programs,. for

*

example, may actuslly have pernicious effects ;nd be a negative wost

. 4

to society which might not exist % the vocational program were non-

‘

ekistent. Retraining bg unlearning of :indppropriate skills may be )

ncec!:nry 1f the student has been inculcated with outdated sklll‘%yr
trained on inadequate squipsent. r’/—
0 ‘ .

) Wattenbarger suggested that sound characteristics for g steeng

seceo\aud local partnership wil tnclude.adequate provisions for

¢

%
eapltal outlay and local .access to borrowlng funds for caplcal outloy.Z‘

The ftllauln; have bcon suggested as reasons for the s‘&rslty of

: capitel outlay'ex?enditurc data on specific cducacionnl programs. Do
1. MNethods of acquiriag equipment for i{mstructiomsl ~
. purposes is varied and accounted for ia differeat
* : wvays, Rquipment may be rented or lessed which
’ is generally reported as a current expense. Os
the other hand, purchasedsequipment is treated as
capital outlay and may or may not be included {n the
. - calculstion of the cost differential. Varied . #
v L practices such as the aboye tend to distort the .
cost differentfal, therefgre, the tendency is to " . , ' '////’
% . ignore such msts or spread equipment cests over .

. all programs, which ha% the effect of .understating
the cost dlifctonfj:l’L‘ e

o
- B ' ’ ‘
. . L T
.
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. profit-and loss accounting in public s‘hools, nor [

is~%here—any—tax—accountfng—ﬂeceesary—ds—fn—ehe

_private sector. ' = . : \

e i i St ok A B

3. Fixed asset accounting for the purpose o eatablishing
insurance values does hot result in the same asset
values needed in depreciation schedules, therefore,
most records of this nature are inappropr‘ate for
assigning capital asset costs to programs.

4, The inability to establish a value on used equipment,
donated equipment or equipment purchased asg surplus
has dis¢ouraged school districts- from making an effort
to establish yearly Qgpreciation\costs \ .

5. There is" disagreement among experts as to apﬂropriate
depreciation schedules for imstructional equipment.

™ Establishing depreciation schedules for ea¢h program

‘ -and each piece of equipment is an expensive and time
consuming task.

Apportioning indirect and direct costs fela?ed

A t¢ equipment acquisitions has not been necessary

heretofore, as the emphasis on program costs, )
cost-benefit analysis, and cost-effectiveness -
studies did not" exist. . . @

[, TN

. " r<‘i
Arguments for 'the proper accounting of capital are extended /

here to reveai more recent thinking op the subject. Those proponegnts

. ¢ i . e
of the state support of éapital outlay costs and accotnting for
such costs by prograﬁgiwould propose the following:

1. Unless capital outlay }rogram costs are treated
. separately in state support programs, it is necy
essary to include such costs in educational pro-
gram cost g+ ferentials as a part of general
state subyepitions. Otherwise, local school dis-
tricts mugt assume.the entire burden of capiéal
outlay costs and support of facflity and equipment
\ " {ovestments becomes a. function of local preferences = ¢
and local ability to pay, which violates the -
'principle of fiscal neutrality..
2. Research in cost-benefit and cosﬁ ~effectiveness
* necessitates the establistifdnt of true cozﬁa\fot
each program., Program cost accounting wh
cludes the appropriate assignment of

4

.
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by program is critical to the dttainment of accur- v

ate benefit and effectiveness ratios. _ s

Lo

-3. Local school district programs are often supported 3 -

. by private and governmental grants. Fixed asset <
--— -=-accounting is necessary for allocating direct and

~ . 1ndirect costs to programs and for computing over- .
head rates for grants. Furthermore, failure to
consider some form of depreciation or capital out-
lay costs as part of a service rendered will pro-

\ duce an underestimated figure in comparison to the
costs of similar services provided by the private
sector under contractual arrangements. )

4. The argument that equipment depreciation schedules
cannot readily be established for educational equip-
ment {s ignoriug the fact that private busipess has
done {t with some success.

i'. L)

The physical environment'and learning conditions in

education are most Important next to qualified per-

sonnel. Failure to consider adequate facilities and
equipment in state support plangs and failure to
account for these costs leaves these conditions to
the vagaries of local demand and local ability to pay.

Learning environments cannot be left entirely to

inconsistent local preferences

.

Alternative Qtate Support Provisions
Por Local Equipment Expenditutes*

¥

v

The purpose here 1s to discuss“alternative arrangements by
which states can support local enditures for capital‘outlay.
Although’the discussion will cejsgr\on equipment assets, Emuch of the
discussion may be applied to facility improvements or a ouisiqions.

Whether a atate has full state funding, power, equalizing grants,

. - e

Pt

equalization,grauts (weighted or umveighted), or. a/guiranteed

.»//

valuation® support program, it must ult tely decide on the basis ° .
14 - R
by which it will support capizal/out;aim:r equipment costs. Even *

? state assumption of local education costs implies accounting

far equipment expenditures--perhaps with depreviation schedules
@

P . 1 ‘.
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“'Funding"Approved‘Programs~_~—~—--—-——~—-—AW - e - .

The—sttte*funding—of—approved—programa—would—seem—to—have—the—d——e

fullowing {mplications--and- conacquencel.::f;__ —

Ty 1. Establishment and approval of local programs suggests .
that a working partnership and agreement exists between .
the state and local districts.
. )
2. Approval of programs and program costs requires that a
specified state authority or agency must take judgments
regarding: . i e

//' - a. The establishment of a program, _; ) v
b. Appropriate staff-pupil ratios (a range), space needs,
equipment needs, and pupil-contact hours.
T Basing state support on approved progr,bms implies that the , %
local district must: a s n}

. - , . -
a, Establish ithe need for 'the program. i «
, b. Fbrmulate and present a plan for meeting facility ] ..
’ and equipment needs. '

’ c. Glarantee and justify the ability of the local unit Foa
o to conduct the program. = -~ ., ' "

v to 'study the best programs in’ the state, using the results
as a basis for establishing state program standards. Such | t
a procedure would suggest'

’ ’ M H

s ~a. The need for a panel of experts to identify superior
L . J

, . L& ’ 1

«, *4, "One protedure a designated state authority can.use is ) - }
|

programs’ o : Tl 1

t

b. An intensive research™Sgfort to tdentify the appro- °;
- priate mix of resources tor each program, i.e., space, —— .
f_staffing, equipment, -objectives, contact hours, etc. e

‘o ::_ . *  from. year to year) would not be advisable, as staffing, - !
o\ X facilimy, and: ‘equipment ‘prices fluctuate. among and within ’

e RS é%atea. “In addition, some states (including Florida)
Voot ~+~7  build regiongl price variations, 1nto the cost differen- \

P " ., tials of aid formnlae. ' SN

Mo’ . 4"A

o T ¢ .. ' ~6h Using the approved program approach ‘would erode local ' )

.. . yf decision making and might discourage innovative or unusual /- o,

. . ' . .
[N w3 . f N . M P - ,.
/, , .o . O o , . N
) .. Toea LIRS . ‘ve 12 C . )
v . . N .. ‘ . - . _— '
v, . , - < - i .

" . * . N e * © : -
o . ! s .

. v~

i
“ 20 5. The identification of a standard -cost per program (stable.“': %
1
i
Y
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~

programs, unless exceptions are speciffcally provided for’
in state legislation and/or policies. Provisions for -
local add-ons should be allowéd on the basis of local
proposals that relate need and jusﬁ}iftcation.

7. The approved program system should provide for both

emergency and long-range needs. ,

8. The approved program concept 13 likely to be more complex,
require additional bureaucracy, and require higher state
administrative costs than the open-ended program approach.

. Op the other hand, the approved program concept should

mean a more uniform system of local programs, less waste and
inefficiency, a more viable means of evaluating and assess-
ing local programs and a more uniform system of- generating
and gathering loc¢al cost data. Whether «the benefits
derived are greater than the assumed costs of this system

:+ was not assessed empirically for this'discussion. A cost-

_« benefit study of the approved program concept should help

"~ ansver this question.

.

5
The apptoacb for funﬁing open-ended locai programs suggésts

that local districts would be permitted to offer and finance any

program deemed necessary and report costs to the 'state. Punding

open3fnded programs might have the following characterfstics and.

©, consequences.

1, Local preferences and decisions (local control) would bee
¢ deemed more.desirable than state instituted program °*
standards and guidelines from a purely local perspective.

" 2. State support of local programs might be ﬁasting dollars
on a duplication of programs and facilities, finefficient
programs, or excessive local prefereqces.:

3. This support sysegm.gpuld not need the research or studies
required to set program standards and would avoid the .
adminigstrative costs necessary to assess and approve local
programs. o

4. The ability of "local units to make loug-range program -
and budget plans would seem to be euggpced if there is
an absence of state enforced standard¥ and guidelines.

A T A

"'*L//J
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A\ S. Punding open-ended local programs could cause!some .
N S distortions in educational programs which might be “x
N 7 inconsistent with personnel needs in.the state’. For >
N , + exacple, the continued training of auto mechanics may. Todr
be contrary to the state or local need for this skill,

X 4
g

6. This approach is likely to be less complex, require
less state personnel and less state administrative
costs than the approved program system.

’

. thding Yearly or Depreciated
Equipment Costs

’
v

There are advantages and disadvantages of the two primary

v
A]

SURN alternatives for accounting for and};eportgsg equipment costs: the

fiscal year, ome-time charge for equipment costs and the depreciatibn

s_chedule approach for spreading_ equipment costs over several yi

* - ~-Yearly Charge Approach - )
~ . 7 ’
' Following are a few of the characteristics and consequénces of
implementing the yearly charge approach to accounting for and report-

"ing local equipment costs. P

) . _ ) ey

1Y Initial equipment expenditures for new programs will )
- be high and may ‘be overly burdensome if local dis-

tricts must finance a large share of'thes( expenditures.

1
-

2. State's share of equipment and program-costs should
-bé moderately stable except for inflation and/or unusual T -
local demand for Mgw programs as & result of unantici- .
o pated needs, i.e., new technology, expanding 1ndustria1 . . 7
' - -base. The assumption is that unusual local demdnd and ' N

. need will be randomly distributed over the years and ‘—- . | “

. : will not affect the tétal state share of costs {over the :
YOU Y long term) whether the yearly charge or depreciation

N D T = schedule approach is used.

~ 3. The one-time costtag appzoach 'will avoid the myriad ; S
v problems associatgd with keeping extensive records on .

e equipment, {. é., depreciation schedules, purchase costs,

repairg- and maintenance to equtpment; eatimating service i

. ) life of equipment anq,judgments on obsolescence and ' .

' )alvage valge. . e F ' s
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4, Local school distriéts may opt for the putchaac of new
equipment more often t essary with the knovledge -
=~ - that :hc state will® gshare fully or substantially in ‘ .
such“casts. This assumes the absence of state:enforced
standards regarding equipment purchases and reblacement
schedules, i

=3
P

577 1f cost differeatials for local programs are based on <
studieg of a disproportionate number of new programs, ,
the effect will be to overestimate the cost differential o ~
besause of high initial equipmeant costs. On the other

hand, studies of a disproportionate number of established | ‘
prograns, which already have incurred substaatial equip-- .
ment costs, will tend to underestimate.cost differentiala |
if depreciation schedules for equipnent are not. usied
(assuming a cross sectional study based on expenditures
for a single fiscal year).

Depreciation Séaedule Approach ),

Depreciation is generally defined 'as a loss in the value or

- ‘ ‘ hal .
service.life of a fixed asset because 'of wear and tear through use,

elapse of tine,'inadequacy'6r“6bsplescence. .Proponenés suggest that
educational ;nstiihtions oughélee,be using depreciation schedules to

properly charge-equiﬁltﬁt expenditures to programs in order to hptain

v

4 i&;,‘. .
~‘ {ng methods in m03t school districts include equipment expenditures

3
i
|
|
1
|

. - / . .

the true cost of educationaf programs and services. Present account- 2 J
|
i

gf '/ ia the broad budget category of capital outlay, which fs considered 1

an indirect cost- chaL is normally spread over -all programs. Pro-

e

ponents of deprecm*ion schedules argue that the*e .are Fany indi% N

costs, 1nc1uding eal:pmont cpsts, which feasibly can be added diréstly’ .

/

to the costs of identifiable educational programs (incldﬁing'vocattonal

]

:

i

i

i

. . j
, -programs). . T :
:
]
1
1
1
1
1
]
:
1
;
l

-

.. The General Instithte of Certified Bublic Accountants, in its

1974 publicazion ’Audito of uocal and State Governmental Units{t

.

took actipn to suggest, that school systems include depreciation as

- *
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- a formal bart’of their accounting structure. This need arises fa

‘particular as a result of depreciation being a part of fndirect

costs for computing overhéad-charges for federal, state and private

contracts.27 An Ernst and Ernst report of a study of special éduca-

- tion programs in Illinois sugéﬁsted that depreciation be recorded
& . .

on a mgmgrandum baéis,sepérate from the general fund accouhting,
bﬁé.that whom calculating and reporting actual program costs, yeailf
depreciation costs for equipment should be added directly éo the

-
costs of programh in. which the equipment is used.z8 Cohn also sug-
gested that depreciation charges be added to currént educational
expenditures to rgxeai the' true costs of programs.29

Federal Handbook II-Revised on accounting for state and local

school system expenditures suggested that the operating cost or the

‘ total cost, including direct costs, indirect costs and the use

cost of buildings and equipment for all programs or activities, be .
maintained, not in the regular accounts, but in memoranduqﬁpgcount-
1qg.30 Memordndum accounting is i method by which auxiliary costs

are accounted for, not in the general fund ledger accounts,. but

in separate records which show, for example, replacement value of

buildings, yearly ‘depreciation charges for fixed asseéq and pur-
chase price. This procedure can provide a method by which the cost
of using buildings and equipment m;y be allocated to the operakipq
of the local districts' ‘activities. and prdéramf. The Handbook‘

suggests that if depreciation costs are ‘to be calculated, a_ schedule

' should be established for depreciating each buil&ing and each piece

or sinildr pieces of equipment. The Handbook's recommend#ition is

e !
4

v
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that school districts use a straight-line basis of depreciation

over'the’expected 1ife of a fixed asset. There are additional

suggestions regarding the calculation of new costs associated with
"equipmerit exchange,' a formula fo; extending the life of equipment

due to improvements and a sample form that can be used for recording.

d

capital assets and depreciation schedules.31

-

Following is an enumeration of the possible effects. and con-
sequences of usinglgbg depreciation schedule approacﬂ for deterﬁiﬁ-

ing equipment costs 'of lo¢al programs:l
v 1. If depré&ciation schedules are established, according
to vigid business and accounting standards, it
will require that extensive local records be kept
on each piece or similar pieces of equipment, includ-

ing: ~

e

a. Estiméted 1life lnyyears and years remaining

AU i b.

~¢. Depreciation for previous years

Original cost c , . , N

d. Balancg of remaining depreciation

e, Depreciation charges for curry year.

o

Y
.

2. The time and expense necessary for locml districts to
keep adequate depreciation schedules should be com- T .
pared to the benefits that accrue to lo districts
from the state ptogram ;hat reguires such records., ‘ . “%
Again, the results of a cost-benefit study would be
helpful in answering this question. “

Y ‘
*

3. Amortizing fixed assets or efuipment costs ‘over several
years does not reduce the costs but spreads thg costs
attributable to a program more evenly and accukly
over the useful life of the equipment. The valuWof

- - depreciation schedules is in avoiding the vacillation
in program costs (assuming equipment-costs are allocated
directly to programs on a yearly basis) assigned to
high or low capital expenditure years (e.g., in years
when initial equipment costs of new programs are high). v e
It is necessary to use depreciation schedules to set
more accurately the prices of programs and services

<
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rendered and the cost differentials assigned to o
these programs. - ] TN
The establishment of equipment depreciakion schedules '
and cost differentials implies spreading state support

of local progams -and equipment expenditures over several
years rather thkan supporting a one-time Expeuditure
_School districts mist pay for equipment vﬁen purchased,
:finance through a lease-purchase arrangement, pay

rental  charges or borrow money to purchase equipment.

The use- of depreciation schedules with cost indices

does not ' provide local districts with the necessary

cash to make new program purchases the year money is
needed. An alternativé arrangement would be to establish
a local reserve fund in which state funds would accumulate
to finance equipment purchases as_ needed. This approach
would imply the following: '

a. Special state legislation to establish a reserve
fund and to assure that the fund is protected and
earmarked for equipment purchases. :

b. A determtnation of the amount to be set aside 1n

the reserve fund. \\ . RN

c¢. If the reserve fund were éstablished through a
separate state funding program, it would not be
necessary to calculate equipment depreciation
costs as a part of cost differentials.

d. The decreased purchasing vaiue of the reserve fund
"due to inflation over time would have to be taken .
into eonsideration

1f the State prefera to avoid extinsive local record keep-

ing with respect to equipment depgeciation schedules and
- apportiomment of expenditures, yet retain the concept of
depreciating equipment ¢osts, theq it must establish

the necessary equipment depreciatfon schedule standards
for each program. This implies tHe existence of the
following: ' .

a. Standard depreciation echedul 8 for each pliece or
similar pieces of equipment.

AR
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' Such a system would notfreqﬁire setting standard costs.

. in industry. However, since school districts, unlike the

‘The«deﬁreciation schedulg”approach implies the-use of

- expense, whereas, purchased equipment is treated as

o | 19
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Prices of equipment and sglvage value may not be .
determinable because of the effects of inflation and '
regional price variations. Once the purchase has been

made and the price known, the depreciation schedul

would be operationalized. v oA

The rate at which assets wear out and the amount of decline
in value that occurs in any one period is debatable, even -

private sector, are neither accounting for ‘profits and
losses nor filing income tax reports, the straight-line
method of depreclation, which spreads the cost of equip- -
ment over its useful 1life, is the simplest and most

adequate method of depreciating equipment costs. The
formula for annual depregiation charges using the straight A

line method 1is: @ }
Initial Salvage X, i
. Cost - minus Cost .,
Annual Depreciation = Estimated
Usefil

ﬁf{e

current prices and costd of .equipment and the frequent

adjustment of cost diffePeatials related to fluctmating

annual costs and prices; otherwise, cost differengials

do not reflect current pricingegfatterns, and some pro-

grams may have underestimated cost differentials due

to the inflation factor. p . \
§ g,; . -8

Depreciation schedules are\noc maintained fn a govern-

mental unit's general fund accg:nt for the .current

operation of the school system.“ Annual depreciation

charges are not recorded as an expenditure ‘but as -

program-cost in the form of memorandum accounting. If g
depreciation costs are reported as a current expend}fure,
the result is a form of double counting of equipmqu
purchase expenditures (capital outlay accShnts) and".
annusl depteciation costs.

schedule system, school districts must account for
leased rented, purchased, donated or .surplus equip-

. ment, It is important to note that accounting for
+ rented, leased, and purchased equipment varies from

district to.district. 1In certain instances rented or .
leased equipment is treated as a current operating i -

capital outlay and is not usually counted as a cur-

. . i
i{th either the yearly charge system or deprgciiiigp. . RN 4
i

j

rent operating expense. If cost differentials are, j
:




" be incprrect. 1f such-is the case, the writer will accede to;gpé
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based only on current operating expenses, then it

weights heavily on the side of programs where dis- /
* . tricts rent or lease d disproportionately large

share of equipment. I school distriggs know they

can inflate the cost differgntial by renting or

léasing equipment as oppUse€d to purchasing equipment,

‘they may opt for -the former. ’

N

10. Procedures must exist for treating districts which
receive other sources of support for equipméent.
Other monetary support of equipment must be deducted
from the state subvention so the state is 'not pay-
ing twice for the same equipment. Also, the price
of equipment putdhased from surplus needs to be known
go the state is not reimbursing a district for a cost
it did not incur. ¥

11, If the depreciation aﬁproach'is used, comsideration
needs to be given to the prior effort of local dis-
tricts whi*h already have established programs. Dis-
tricts should not be penalized for theit efforts in
previous years to institute programs which required

.. high tax burdens. . _ .o

Conclusions and Recommehdationa

Conclusions and recdmmendatiéns emgnating ffom.this paper should

be tempered with the reality that they are not based .on an emptrical
investigation but the product of an analysis of existing literature
aod thg’wriier's judgment&';egarding a problem and its alternative

solutions. Ongoing otafnture reseatch may prove these judgments to

»

prevalent wisdom o§3eméffical research. - ' &

The reasons:fér non-sﬁppétt and fhe argumeﬁt;‘favoring state
support of cagiﬁgl outlay wé;e disc;sped. Perhaps this 1s'th; A
least diéffeulé choice‘to make, as there appears to be sob; agreement

and justifiqhiibn for the inclusion of capital outlay provisionms in

gtate prog:émé based on legal, financial anﬂﬂequfty principles.

' The magnitude of the ‘support for local capital outlay expeﬁ?ltuies

20 ., U
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2 appear, however, dffficulé to meet the legal tests and satisfy equity

principles with much less:than full state fupding or some form of
N o . .
percentage equalizing or power equalizing type of grant.

. The paper ‘then proceeded to a discussion of the altetnatives

' [

o&fbasins state~supp0tt on approved local ptogtams or allowing an
- - open-ended program approach at the local level The conaequences

. ~ and benefits of these approaches are less lucid than other choices.

. ) . e I d

Balance between the two approaches would seem to be a desirable

A objective..ﬁaanplete state control and.dictation of .local program

standards is assuming the state has full khowledge regatdfng local

;"

program needs and modes of opet;tion.~ State fiﬁancing of open~ended
local ptogtans likely vouidlinvite more duplication of servlces and

inefficient progtams than might be toletable. At the tisk of Creat-

s

ing more state agencies,'iq @g»suggesged,that a limited number og' .

staiddards must be'fktiblished-and approved ﬁ§/; combination of {ocal

.~ and state officials. The less state adminisbrative costs and cbn-

sumption of local- officinls time in 0petationalizing a funding pto-

gram, while concuttently settins and maintainins s teasonable set

¥

h Vet of program standards, the bettet. . ~

stolvinh the ptoblam of whether’ to bagse gtate support of

.
Wt

equiﬁment expenditutbs on one-time charge or yearly depteciation.
]

~cbatgea is even more difffcult. The atguments against forcing
’ v /

local :di¢stricts to record, gafcu}ate and account for depteci&tion .

of equiﬁment would seem to be paramo&pﬁ;” ﬁowevei, the “necessity of .
‘ aécuratgly‘costing programs ind‘feporting overhead charges would

R . éseed to necessitate the eiﬁlblisﬁmentypf ﬁémé form of depreciation
% . b4 . S, l. »

{
‘E Q ' . Caw g e,
%VEMC'. y '” e T 22—1 .

s

»
. »

. (including equibméht)wis something each state must decide,” It would .
i R "\"2. . 1 \- .




‘ charges will not be as great as the costs -and time involved.

~21e . e

schedule. From the' perspective' of the local school district, ode

2

must look hE)thé benefits that will accrue as a result of any state "

_ support system. It 1sj2h£a writer's opinion and 1 thid& a percep-

tion that most local authorities have, that the.bénefits derived

from a state program which requires local accougﬁing of depreciation

[

The Alternatives - Rank Ordered
' ’ ¥ . < N
1. The full or nearly full state funding of state approved
equipment s«expenditures is supported in this paper. "The -
. ryhdom distribution of new programs s&nd initial equip- :
Q%E; costs over the years should not cause the total
state dollars necessary to support this program to vary
substantially from year to year, except for inflation,
unplanned obsolescence, or new technology. The state
' financing of local equipment expenditures as needed
and approved by the state would seem to solve the local
finance problem of high equipment cogt years and meet |
local vocational program needs at the same time. State oo
administrative structures .and costs shouid be no more
prohibitive than any of the other alternatives sug- e T
gested, except for a completely open-ended system of '
local program establishmept, The Maryland experience
should provide states with at least one model of how
this program wtuld gperate. :

2. Assuming a separate state program of fqn&ing local
capital outlay and equipment’ costs is ‘not preferred
- nor politically or economically feasible, then the
. second ranked altephative i5 a separate state program
based on state egstablished depreciation schedules for
~ aequipment. This approach would charge eﬁuipment
* depreciation costs against specific programs or.
// categories of vocational programs based on statewide
. studies of vocational programs. Reseatch udﬁdvas a
! basis of establishing cost differentials for equipment
should be comprehensive statewide analyses of pro-
. grams and longitudinal records.of equipment costs,
. purchases, and life expectancies. The rationale for
. a separate cost differential or cost index for _
equipment is based on the necessity of establishing a b
separate local fund supported by state and local dol-.-
lars and used exclusively for approved equipment )
expenditures. 'If the state does not ‘support single-
year expenditures for equipment, thea it must allow

-

/
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- state aid dollars for capite\\\htlay to accumulate

- ' and be used as needed, otherwise, ‘the local district

. . ~ may have a fluctuating local tax burden, associated
. with the fluctuation in eqtipment expenditdtes. : :

~

»

3. The third alternative 13 only a slight.variaticn £roa\
the preceding proposal. The same reséarch procedures .
would be used to establish- equipment cost.differentials, ™~ _
"'+’ but instead of creating a-separate aid program, the
cost differentials for equipment or vocational programs-
‘- . would be included in the general state support program
! and treated like all other local programg. State dollars .
for the support of equipment would be lost in the mix of
. . ' general state support dollars ‘and local districts would
not be required to establish a separate reserve fund
used _exclusively for equipment purchases. . _ -\:

o

" Y The fourth alternative soggested for aiding local equip- .
‘ | ment expenditures is one that was argued against earlier; = o -
! the establishment of local depreciation schedules based’
. on state guidelfhes. The state could either finance
v _ Yyearly depreciation charges through separate program-
' ming or incOtporate the depreciation charges into the
‘cost differentials of general support programs. .. o~

~
’ t. - h
.

The ianking of these alternatives 15 open to‘debate ‘among

, ,school finance scholars. There are obvigusly_permutations of the
* . .
above which were not discusseéd in detail, but it is believed the

A

m;jor alternatives vere presented.A Oﬁe of -the primary purposes

of state support programs is the identification of variable pro-

gram and student needs at the local level aud then assuring,

. -

* / 4

through some feym of gtate subvention, that these needs f&e met,
withpét>caﬁsihg high tax burdens that result fron local wealth

. disparities. The alternative éupported in this paper of a

separate state program for the full funding of approved equié-

’

»3

ment expenditures would ‘seem to meet the above criteria. The

€

-use of cost differentials and spreading state reimbursement for

&
« A

equipment costs over sevetaf years will meet local needs, but not.
{

as well. Stgll, with the. known problems of cost diff rentials;

23
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their use is much preferrea and obviously an advantage over a

*

e, )
total disregard of differential needs and costs of local programs.
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