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The Office of the Auditor

The missions of the Office of the Auditor are assigned by the Hawaii State Constitution
{Article VI, Section 10). The primary mission is to conduct post audits of the transactions, *~
accounts, programs, and performance of public agencies. A supplemental mission is to
conduct such other investigations and prepare such additional reports as may be directed
by the Legislature. )

Under its assigned missions, the office conducts the following types of examinations:

1. Financial audits attest to the fairness of the financial statements of agencies. They
examine the adequacy of the financial records and accounting and internal controls,
and they deterimine the legality and propriety of expenditures.

2. Management audits, which are also referred to as performance audits, examine the
effectiveness of pregrams or the efficiency of agencies or both. These audits are also
called program audits, when they focus on whether programs are attaining the
objectives and results expected of them, and operations audits, when they examine
how well agencies are organized and managed and how efficiently they acquire and
utilize resources.

3. Sunset evaluations evaluate new professional and occupational {icensing programs to
determine whether the programs should be terminated, continued, or modified.
These evaluations are conducted in accordance with criteria established by statute,

4. Sunrise analyses are similar to sunset evaluations, but they apply to proposed rather
than existing regulatory programs. Befare a new professional and occupational
licensing program can be enacted, the statutes require that the measure be analyzed
by the Office of the Auditor as to its probable effects. .

5. Health insurance analyses examine bills that propose to mandate certain health
insurance henefits. Such bills cannot be enacted unless they are referred to the
Office of the Auditor for an assessment of the social and financial impact of the
proposed measure.

8. Analyses of proposed special funds and existing trust and revolving funds determine
if proposals to establish these funds and existing funds meet legislative criteria.

7. Procurement compliance audits and other procurement-related monitoring assist the
Legislature in overseeing government procurement practices,

8. Fiscal accountability reports analyze expenditures by the state Department of
Education in various argas.

9.  Special studies respond to requests from both houses of the Legislature. The studies
usually address specific problems for which the Legislature is seeking solutions.

Hawaii's laws provide the Auditor with broad powers to examine all books, records, files,
papers, and documents and all financial affairs of every agency. The Auditor also has the
authority to summan persons to produce records and to question persons under oath.
However, the Office of the Auditor exercises no control function, and its authority is limited to
reviewing, evaluating, and reporting on its findings and recommendations to the Legislature
and the Governor.
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Fiscal Accountability Audit of the Department of
Education: The Public and the Schools Need to Know
the True Costs of Education

Summary

This is the fourth annual fiscal accountability report of the Department of Education
required by Section 302A-1004, Hawaii Revised Statutes (HRS). Through these
andits, we stress the value of adhering to the fundamental fiscal accountability
standard of collecting, storing, and disseminating accurate expenditure information.

InSite - The Finance Analysis Model for Education™ (In$ite) is a computer
program designed to report educational expenditures by location, fumction, and
program. Inthis report, we assess [ndite and review annual reporting requirements
stipulated in Section 302A-1004, HRS.

We found Infite to be an inexpensive, easy-to-use computer program that reports
education expenditures by location, function, and program. It generates useful
information. Its clear and useful reports clarify how educational dollars are spent,
and it can help increase fiscal accountability as well as facilitate the process of
school-based decision making. We also found that the department’s expenditure
reports are not as useful as those generated by /nite. None of the department’s
reports that we reviewed display expenditures by location, function, and program.

Finally, we found that Section 302 A-1004(b), Hawaii Revised Statutes, needstobe
revised to clarify responsibilities of the Department of Education. This section
requires the Auditor fo report Department of Education expenditures to the
Legislature. By requiring the Auditor to perform this task for the Department of
Education, the statute absolves the department of responsibility for reporting its
owWIL expendltu:re information to the Legislature,

Section 302A-1 004 requires an expendlture report with respect to six fanctional
areas. Amending the statute to require the department to submit reports along the
five major functions specified in Jn$ite would result inmore useful expenditure data
for legislative review. :

Recommendations
and Response

The Legislature should recommend that the Department of Education use Infife to
produce expenditure reports by location and function. We also recommend that the
Board of Education require the department to nse n$ite; present Infite expenditure
reports to the board on a regular basis; and make Ingite reports widely available to
departmental and school staff and members of the public. We also recommend that
the Legislature amend Section 302A-1004(b) to specifically require the department
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to provide an expenditure report by location and function to the Legislature prior
to each legislative session.

The Board of Education indicated that it is currently reviewing Indite and wilt
consider its implementation. The department indicated that it would implement the
programifrequiredto do so. However, the department questions Whether InBitewill
provide useful information to DOE personnel.

We stand by our assessment. Our review plus the successful implementation of
In$ite in other jurisdictions shows that [nfite reports can help DOE personnel make
better decisions about programs and operations. Collecting and reporting this
information is not simply a compliance or monitoring issue. Accurate and relevant
expenditure information enables decision makers to examine the purpose of their
expenditures and determine new priorities when necessary,

The department also asserts that [n8ife does not compare allotments to expenditures.
In fact, Infife can report allotment as well as actual expenditure information.
Although the program has the capability of analyzing allotments and expenditures,
we chose fo concentrate our review on the program’s ability to analyze and report
costs.

The department has misinterpreted our discussions with department staff and our
review of Infite’s ability to report expenditures by program. An analysis of
program cost data would be meaningfuil to the department. To take full advantage
of In$ite’s capabilities of analyzing and reporting costs by program, the department
would need to revise its method of collecting and categorizing program costs. This
would include a possible modification of account codes.

The department also states that its implementation of the program may result in
different financial information from what we provided in Appendix D. Although
the mapping and allocation schemes that we developed are not intended to be
prescriptive, they were developed after careful review of the department’s expenditure
data and consultation with department staff. Should the department implement
Ingite, the expenditure data should not be significantly different from what we have
presented.

The department asserts that in addition to the initial cost of the program, the
department will require a full-time position. The department already possesses the
program. With regard to the need for additional personnel, we reiterate that the
program is easy to install, easy to implement, and relatively simple to update.

The department also felt that Section 302A~1004(b) should be amended to require
other state agencies to submit to the department information on the costs those
agencies incur on behalf of the DOE or its students. Our office had no difficulty
securing such information from other state agencies. Additional amendments to

- accommodate departmental concerns are not needed. -

Marion M. Higa Office of the Auditor

State Auditor 465 South King Street, Room 500
State of Hawaii ) Honolulu, Hawaii 96813

(808) 587-0800
FAX (808) 587-0830
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Foreword

This is our fourth annual fiscal accountability report of the Department of
Education required by Section 302A-1004, Hawaii Revised Statutes
(HRS). Through these audits, we stress the value of adhering to the
fundamental fiscal accountability standard of collecting, storing, and
disseminating accurate expenditure information. n$ife - The Finance
Analysis Model for Education™ (In$ite) is a computer program designed
to report educational expenditures by location, fimction, and program.
Developers of In$ite claim that it is easy to use and that it can provide
accurate and useful information. In this report, we assess Infite’s ability
to deliver on this promise. We also review annual reporting requirements
stipulated in Section 302A-1004, Hawaii Revised Statutes.

We wish to express our appreciation for the cooperation and assistance
extended to us by the officials and staff of the Department of Education
during the course of this audit,

Marion M. Higa
State Auditor
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Chapter 1 '

Introductic_m

This is the fourth annual fiscal accountability report of the Department of
Education required by Section 302A-1004, Hawaii Revised Statutes
(HRS). Our prior studies stressed the value of clear and accurate
expenditure reports. At the same time, we found the department had
failed to comply with the findamental fiscal accountability standard of
collecting, stormg, and disseminating accurate expenditure information.

Indite - The Finance Analysis Model for Education™ (Inite) is a
computer program designed to report educational expenditures by
location, function, and program. Developers of [nfite claim that it is easy
to use and that it can provide accurate and useful information. In this
report, we assess Indite’s ability to deliver on this promise. The State of
Hawaii expended over $1.1 billion for public education during the
1995-96 fiscal year. We analyzed these costs using /n$ite and generated
reports that display expenditures by school (or location) and by purpose.

Background

School fmance issues are carefully examined by state legislatures across
the nation. ‘With the movement toward school-based management in
public education, legislatures closely scrutinize fiscal resources and
student performance at the school level. In the past several years, the
Hawaii State Legislature has required more school-based information
such as reports of school-by-school achievement and accounts of school

spending patterns. '

This scrutiny from legislatures and interested community members has
revealed a disturbing fact--the vast majority of school districts do not
know how much money is actually getting to the classroom. The cause is
simple—school accounting systems are often antiquated.

Historically, public education accounting systems have been designed to
assure that public moneys have been legally and appropriately spent
rather than to assist school-site personnel in making better decisions.
Now the call is to use accounting systems to enable principals and staff to
make more efficient and effective use of the resources available to them.

. In addition, the information from accounting systems has been shared with

legislatures and federal agencies but rarely with principals, teachers,
parents, and community members.
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National trends in education have been directed at answering basic
questions an how educational dollars are being spent. According to Dr.
Bruce Cooper, a professor at Fordham University’s School of Education
and one of the developers of In$ite, only 52 percent of every school doflar
actually is used for classroom instruction in a typical large school district
m the United States. Individual school systems need to generate such
mnformation easily and in a way that the public can understand.

Prior fiscal With the help of Dr. Cooper, our 1994 study, The Feasibility of Applying

accountability reports the Micro-Financial Analysis Model to Expenditures for Public
Education in Hawaii: What Reaches the Classroom?, Report No. 94-6,
demonstrated that it was possible to track Hawaii’s public school
expenditures on a state, district, and school-by-school basis, as well as
categorize expenditures by certain administrative and instructional
functions. We used Dr. Cooper’s carlier framework for school
expenditure reporting—the Micro-Financial Analysis or “Cascade”
model—in much the same way that we used Jn$ite for this current report.
We tested the model and assessed its potential for providing better
financial information and analysis.

Our 1995 report, Status Report on Monitoring Fiscal Responsibility of
the Department of Education, Report No. 95-5, found that the
department’s reports of expenditures by function did not reliably identify
how educational dollars were being spent. Furthermore, because of a lack
of management controls, we could not verify the accuracy of state and
district office costs attributed to the schools.

‘We used a case study approach in our report, Status Report on
Monitoring Fiscal Accountability of the Department of Education: Case
Study - Royal Elementary School, Report No. 95-23, to determine if state
and district costs could be verified. After examining all costs attributed to
one elementary school, we noted that the department lacked adequate
state, district, and other support agency expenditure information to
determine the operational costs of specific schools and programs.

In Financial Audit of the Public School System, Report No. 96-8, one of
our findings was that the department had resisted legislative mandates to
report expenditures at the school level. We also found that the
department’s financial reports were not always usefil or understood by
users.

Finally, in our most recent fiscal accountability report, Fiscal
Accountability in the Department of Education: How Accurate Are
Textbook Costs?, Report No. 97-1, we looked at school level expenditures
for textbooks and other instructional materials and found that the
expenditure data for these items were unreliable.
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In8ite - The Finance
Analysis Model for
Education™

In 1994, the accounting firm of Coopers & Lybrand joined with the
Center for Workforce Preparation to develop a PC-based, interactive
software program that would:

1. crosswalk expenditures—classify expenditures into meaningful
categories to report how money has been spent; and

2. allocate costs—distribute costs incurred by the central education
agency on behalf of schools to the schools themselves.

The development of the software program, fnfite, allows school districts
to translate data created by the accounting system, to analyze those
expenditures, and to report all costs. Infife operates on a personal
computer and is designed to analyze 100 percent of a school system’s
expenditures. K can present data in over 270 different reports.

Infite is not an accounting system. It is a software program that reviews
and reports budgets as well as actual expenditures. It presents
information in a format that answers financial questions most commonly
asked of superintendents, school boards, and administrators. These
questions inclnde how much is:

»  spent to run a school system;

» distributed to each school in the system;

+ directed to classroom instruction;

= used for pupil, teacher, and program support; and

» allocated for operating schools and the central office.

Although In$ite produces reports of school level expenditures, it is not a
system to be used at school sites. It is a program implemented at the
central administration level to better decentralize information. Using this
program, a school district can report all costs by: :

1) location—a particular school site or administrative office;

2) function—such as classroom instruction, operations, or
instructional support; and

3) program—such as special education, general education, or
bilingual programs.

The functional dimension of Infife classifies each expenditure based on its
educational purpose. There are five functions in the model: 1)
instruction, 2} instructional support, 3) operations, 4) other commitments,
and 5) leadership. These five functions are comprised of 15 sub-functions
which then subdivide further into 32 detail functions, thus allowing as
much detail as necessary (see Exhibit 1.1). The 32 detail functions
correspond in many respects to the suggested guidelines in Handbook I7 -
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Objectives of the
Audit

Scope and
Methodology

Revised (Revised, 1991), produced by the National Center for
Educational Statistics. Handbook II - Revised contains standard function
categories to guide educational accounting in districts and states. See
Appendix A for a description of each In$ite function category.

The aim of In$ite is to provide a more accurate and usefi1l picture of how
money has been spent. Information is provided for all function levels so
that policy makers and communities can determine a proper balance
among the functions, knowing that the balance will differ by schools.
Infite is based on the premise that good information is a necessary first
step for better decision making. Without good information, communities,
school boards, law makers and administrators cannot begin to have an
informed dialogue about educational priorities.

1. To assess Infite - The Finance Analysis Model for Education™ gs a
tool for providing reports on Department of Education expenditures
by location, function, and program.

2. To make recommendations as appropriate.

Our report uses the Department of Education’s expenditures for
FY1995-96. We purchased a copy of the Indife software and applied it to
the department’s expenditure data.

The department provided our office with a file that identified expenditures
by three accounting codes used by its Financial Management System: 1)
program ID, 2) location code, and 3) major object code. This file
contained approximately 24,000 individual expenditure entries. Each
entry, or “line of data,” had numbers and codes representing 1) how much
was expended; 2) what location charged the expense; 3) generally, what
was purchased; and 4) which program ID was charged with the expense.

We also acquired information from other departments, such as the
Department of Health and the Department of the Attorney General, to
determine how much they spent on behalf of public education. Using
In$ite, we added these costs to the Department of Education’s original
expenditure file to assemble a comprehensive cost report.

Using information about the purposes of program IDs, detailed analysis of
the Fimancial Management System’s expenditure reports, and the
classifications used by the department for its own statistical purposes, we
classified all lines of data into the appropriate In$ife detail functions and
programs. We identified those expenses to be allocated to schools. We



Exhibit 1.1

In$ite Functions, Sub-functions, and Detail Functions
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INSTRUCTION

Face-to-Face Teaching

Instructional Teachers
Substitutes
Instructional Paraprofessionals

Classroom Materials

Pupil-Use Technology & Software
Instructional Materials, Trips & Supplies

INSTRUCTIONAL
SUPPORT

Pupil Support

Guidance & Counseling
Library & Media
Extracurricular

Student Health & Services

Teacher Support

Curriculum Development
In-Service, Staff Development & Support
Sabbaticals

Program Support

Program Development
Therapists, Psychologists, Evaluators,
Personal Attendants & Social Workers

OPERATIONS

Non-Instructional Pupil Services

Transportation
Food Services
Safety

Facilities

Building Upkeep, Utilities & Maintenance

Business Services

bata Processing
Business Operations

OTHER
COMMITVENTS

Contingencies

Budgeted Contingencies

Capita!

Debt Service
Capital Projects

Out-of-District Obligations

Parochial, Private, Charter & Public
School Pass-Throughs

Retiree Benefits & Other

Enterprise & Community Service
Operations

Legal Obligations

Claims & Settlements

LEADERSHIP

School Management

Principals & Assistant Principals
Schoaol Office

Program & Operations Management

Deputies, Senior Administrators,
Researchers & Program Evaluators

District Management

Superintendent & School Board
Legal
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then implemented this mapping and allocation scheme using Inife in
much the same way the department would if it generated these reports.
See Appendix B for the /n8ife mapping scheme utilized in this audit.

Although In$ife can analyze budget or allotment as well as actual
expenditure information, we focused our assessment on its ability to
review and report expenditures.

We also reviewed annual reporting requirements stipulated in
Section 302A-1004, Hawaii Revised Statutes.

Our work was performed from March 1997 to December 1997 in
accordance with generally accepted government auditing standards.
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Insite Provides Improved Educational Cost Analysis

We found In$ite to be a usefinl tool for reporting expenditure data. It
organizes large volumes of information into readable reports that could
benefit the Legislature, school administrators, the Board of Education,

and the public. We also found that current reports provided by the
Department of Education fall short of the reporting capabilities of Infite.
Inite is simple to use and requires very few additional resources. The
department could use this program to generate expenditure reports that are
more meaningful than those it currently produces.

Summary of
'Findings

1. Infite - The Finance Analysis Model for Education™ s an
Inexpensive, easy-to-use computer program that reports education
expenditures by location, function, and program. It generates useful
information for school level decision makers, lawmakers, department
administrators, and the general community.

2. The Department of Education’s expenditure reports are not as useful
as those generated by Infite.

3. Section 302A-1004(b), Hawaii Revised Statutes, needs to be revised
to clarify responsibilities of the Department of Education.

Insite Is a Useful
Program

Insite can provide
-useful reports

We evaluated Infite to determine its ease of use, its ability to provide
clear information on department expenditures, its ability to analyze
expenditure information by school and office site, its method of
classifying functions and programs, its ability to allocate centralized costs
to school sites, and its organization of reports.

We conclude that In$ite produces clear and useful reports that show how
educational dollars are spent. It could be a valuable tool to increase fiscal
accountability and facilitate the process of school-based decision making.
This is corroborated by the successful use of Infite in other jurisdictions.

‘When a school, district, or other educational site incurs a cost—whether
for books, school lunches, teacher training, electricity, or a custodian’s
salary—it is entered into the department’s Financial Management System.
Information about these costs is collected and stored as a series of
numbers and codes. Although these codes contain the information
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necessary to answer questions about spending, to most people the codes
appear meanmgless. /n$ite organizes such data by giving them
descriptive labels. Infife labels three-digit numbers, using school names
and central office locations. In place of four and five-digit codes, InSite
uses plainly defined function labels such as “teacher” or “facilities,” and
program labels such as “general education” or “special education.” Afier
transforming codes to descriptive labels, InSite can manipulate the data to
answer pertinent questions in reports that people can understand.

We identified four main features that make In8ite useful for expenditure
analysis. 1) It reports by location, function, and program dimensions.

2) It analyzes all educational costs. 3) It allocates centralized costs spent
on behalf of schools. 4) Lastly, it generates clear and understandable
reports.

Reports by location, function, and program are useful

In order to answer questions about the expenditures incurred by individual .
schools, the amount of money spent by central administration, and
average expenditures for different types of schools, expenditure data need
to be reported by location. In$ite produced the information in Exhibit 2.1
which displays the percentage of total state enrollment and total state
expenditures by school type: elementary schools, middle schools, high
schools, alternative schools (such as Olomana correctional facility), and
other schools (combination schools such as those with grades 7 to 12).
The exhibit also shows non-school expenditures incurred by central
administration offices and district offices.

Ingite provides clear definitions for expenditures in five major functional
areas. The distinctions between these major functional areas are logical,
significant, and easy-to-understand: 1) Instruction includes resources
reaching pupils in the classroom; 2) Instructional Support includes
expenditures for student, teacher, and program support personnel and
services; 3) Operations consists of expenditures related to non-
instructional pupil services, facilities, and business services; 4) Other
Commitments refers to expenditures not directly related to day-to-day
operations; 5) Leadership includes school management, program/
operations management, and state/district management expenditures, All
educational expenditures can be categorized in these five areas. Of the
$1.187 billion spent for public education in FY1995-96, 50.9 percent
went to istruction, 13.4 percent to instructional support, 17.4 percent to
operations, 11.8 percent to other commitments, and 6.5 percent to
leadership. In8ite’s fifteen sub-functions that comprise the five major
functions provide more details on expenditures. Exhibit 2.2 below shows
the expenditure breakdown by sub-functions.
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Exhibit 2.1
FY1995-96 Total Expenditures by Type of Location

% of Total % of Total

Expenditures Expenditures Enroliment Enrollment
TOTAL STATE $1,186,643,254 100.0% 186,581 - 100.0%
Elementary Schools 527,131,613 | 44.4% 98,490 52.8%
Middle Schools 131,852,581 11.1% 25,163 13.5%
High Schools 229,146,314 19.3% 42,885 23.0%
Alternative Schools’ 5,736,296 0.5% 257 0.1%
Other Schoaols? 116,117,031 9.8% 19,786 10.6%
Non-Schools® 176,659,418 9% | 0 - e

1. Alternative schools include Olomana, Jefferson School Orthopedic Unit, Shriner’s Hospital, Hawaii State Hospital, State Center
for the Hearing and Visually Impaired, and Pohukaina School.

2. Other schools are those that span more than one educational level such as K-8,

3. Non-schools include all unallocated state and district office expenses.

Infite also can differentiate and report expenditures by educational
program types such as special education, bilingual programs, Chapter I/
Title I programs, vocational education, other programs, and general
education. For our analysis, general education includes all costs that are

- not specifically earmarked for specific programs. In$ite can add new
programs to the analysis, if needed. For example, in analyzing the
Department of Education’s costs, we added the programs, “Adult
Education” and “Summer School” so that those costs could be
differentiated from moneys spent for general education.

The department does not feel that expenditure reporting by Infize’s
program categories is appropriate or accurate because funds that are
distributed under a certain program title, such as Title I, may be used by
schools for a multitude of purposes that cross over several program areas.
We believe it is important to account for how such designated funds are
spent. If the department improves its ability to account for these program
distinctions, reports will be more meaningful and more accurate. -
Exhibit 2.3 displays expenditures by program for Hawaii’s public schools
n FY1995-96.
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Exhibit 2.2

FY1995-96 Total Expenditures by Sub-Function

Total State Per Pupil % to Total
State
TOTAL STATE $1.186,643,254 46,380 100.0%
$603,875,872 $3,237 50.9%
Face-to-Face Teaching 554,845,334 2,974 46.8%
Classroom Materials 49,030,539 263 4.1%
$158,966,307 4852 13.4%
Pupil Support 98,442,167 528 8.3%
“Teacher Support 21,566,922 116 1.8%
Program Support 38,957,218 209 3.3%
$206,963,186 51,109 17.4%
Non-Instructional Pupil Services 90,979,966 488 7.7%
Facilities 94,736,659 508 - 8.0%
Business Services 21,246,661 114 1.8%
$139,473,102 5748 11.8%
Contingencies 0 0 0.0%
Capital 121,112,474 649 - 10.2%
Qut-of-District Obligations 16,984,921 91 1.4%
Legal Obligations 1,375,707 7 C.1%
$77,364,787 5415 6.5%
School Management 64,547,075 346 5.4%
Program/Operations Management 11;172,'1 37 80 0.9%
District Management 1,645,674 9 0.1%
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Exhibit 2.3 _
FY1995-96 Total Expenditures by Program

% of Total
Expenditures Expenditures
TOTAL STATE $1,186,643,254 100.0%
General Education’ . 984,643,855 83.0%
Special Education 90,190,653 7.6%
Other Programs? 52,637,800 4.4%
Chapter 1/ Title 1 24,894,455 2.1%
Vocational Education 10,366,441 0.9%
Bilingual / ESLL 10,065,692 0.9%
Adult Education 7,602,201 0.6%
Summer School 6,242,257 0.5%

1. General Education includes all expenditures that were not “categorically”
designated for a specific programmatic purpose. It includes administrative and
operating costs, [t is not synonymous with “Regular Education.”

2. Other Programs include “categorical” expenditures —such as “Drug Free Schools
and Communities” or “Goals 2000” —that could not be classified into any of the
other specific program categories.

An important feature of Infife is its ability to simultaneously track
expenditures on the three dimensions of location, function, and program.
For example, expenditures can be viewed by location and function or by
program and fimction. In$ife can produce expenditure reports for the
entire school system, for a subset of locations such as all elementary
schools, or for individual schools.

All costs can be captured

Not all moneys spent for public education are expended by the
Department of Education. Other state agencies incur expenses on behalf
of public schools. For example, student transportation costs are paid by
the Department of Accounting and General Services. The costs of student
health services are primarily paid by the Department of Health. Personnel
fringe benefits are paid by the Department of Budget and Finance. Thus,
an analysis of Department of Education cost data alone does not provide a
complete picture of the true costs of education.

11
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m

The department’s Financial Management System expenditure data that we
originally loaded into /n$ite did not include other agency expenditures.
We gathered this expenditure information from the departments of
accounting and general services, the attorney general, health, human
resources development, and budget and finance. We then added this
information to In$ite’s file of expenditures. Like all other expenditure
entries, these costs were assigned an appropriate location, function, and
program, and allocated to school sites if necessary. In all, other
depariments spent $392.9 million. This amount was added to the
department’s FY1995-96 expenditure total of $793.7 million. Exhibit 2.4
displays total expenditures by department.

Exhibit 2.4 -
FY1995-96 Total Education Expenditures by Department

% of Total
Expenditures Expenditures
TOTAL STATE $1,186,643,254 100.0%
Department of Education 793,748,892 66.9%

Budget & Finance
Fringe Benefits 189,953,930 16.0%

Department of Accounting & General Services
Capital Improvement Projects’
Student Transportation
Repair & Maintenance
Public Works
Claims & Settlements? : 175,132,581 T4.8%

Department of Health
Student Health 21,381,263 1.8%

Department of Human Resources Development®
Workers’ Compensation
Employee Related Costs 6,200,804 0.5%

Attorney General

Legal Fees 225,784 0.02%

1. Capital Improvement Project costs do not include the dsbt service costs attributable to the Department of Education. There is
no record of debt service by department.

2. Claims & Settlements includes the total amount awarded by legislative act for claims involving the Department of Education
{Act 114, Session Laws of Hawaii 1996).

3. Expenditures made by the Department of Human Resources Development apply to employee-related costs and workers’
compensation benefits for the Department of Education’s civil service employees anly.
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Cenfralized costs can be allocated

Centralized school administrations incur expenses for goods and services
that are used at the school level. For example, the centralized school
system may pay school utility bills or provide district office teachers. In
order to obtain an accurate picture of the goods and services provided at
the school level, these types of expenditures need to be allocated to the
school level. The remaining costs for such items as district leadership,
policy making, research, and overhead, should remain unallocated. Those
costs represent the true costs of the central administration.

Infite provides the guidelines as well as the means for allocating
centralized costs 1o schootl sites. The program has a number of common
allocation methods. These include allocations by number of pupils,
number of teachers, number of meals served, square footage of the school,
and many other methods. If none of the allocation methods produce a
reasonable distribution of centralized costs, In$ite allows for the creation
of more appropriate methods. Unlike most school systems in the United
States, Hawaii’s school administration has an intermediate level that
oversees subsets of elementary, intermediate, and high schools within a
geographic area. This intermediate level, comprised of seven district
offices (four on Oahu and one each for Maui, Hawaii, and Kauai
counties), also incurs expenses for goods and services used by schools.
T accommodate this intermediate level of spending, we created new

- allocation methods so that money was allocated to only those students or
teachers in a particular district.

Another important feature of Inite is its ability to allocate personnel
fringe benefits. Correct allocation of fringe benefits assigns the true
personnel costs to the various locations, functions and programs. Infite
simplifies a potentially daunting allocation problem. The only needed
data is the total amount of fringe benefits paid, and a reasonably estimated
percentage of employee salary that is paid in benefits, With this
information, Infite allocates fringe benefit amounts to appropriate
location, function, and program categories.

Excluding fringe benefits, Hawaii’s state and district administration
offices spent 29.6 percent of all school moneys. Most of this was spent in
the areas of other commitments, instructional support and operations.
After completing the allocation process, we concluded that 3.1 percent of
educational expenditures was used to run state and district administrative
offices and 11.8 percent went toward other commitments such as capital
projects and aduit education. The rest was allocated to schools because it
appeated that the benefits of the goods or services purchased were being
realized at the school level. Exhibit 2.5 compares the amounts spent by
the schools themselves with the amounts of goods and services that are
realized at the school level according to the Indite allocation.

13
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Exhibit 2.5

FY1995-96 School and Centralized Costs Before and After InSite Allocation

: Ic
Expended by | Expended by Used by Used bym ' Other

Schools Departments Schools Department Commitments
TOTAL STATE 70.4% 29.8% 85.1% 3. 1% 11.8%
Instruction 49.7% 1.2% 50.6% 0.4% 0.0%
Instructional Support 5.6% 7.8% 13.3% 0.1% 0.0%
Operations 9.8% 7.6% 15.8% 1.6% 0.0%
Other Commitments 0.1% 11.7% 0.0% 0.0% 11.8%
Leadership 5.2% 1.3% 5.4% 1.1% 0.0%

14

Reports are clear and meaningful

Lawmakers and the public need reports that provide understandable and
relevant information. Expenditure reports generated by accounting
systems are often difficult to understand and use because they contain
many codes and a plethora of numbers and lines. In$ite was designed to
avoid these common pitfalls.

Inite can produce over 270 reports to address a number of particular
information needs. Each report is intended to be unambiguous and
relevant. Appendix C displays a sample of /n8ife reports for Hawaii’s
public schools. Some format changes have been made for display

purposes only.

Appendix D displays expenditures for all schools by In8ite function and
sub-function. This basic data can be used in a multitude of ways. Exhibit
2.6 is an excerpt of Appendix D which displays expenditure data for
Kapolei Elementary School. It also compares the Kapolei per pupil cost
to the average per pupil cost for all elementary schools.

1
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Exhibit 2.6

FY1995-96 Expenditures at Kapolei Elementary School

KAPOLEI ELEMENTARY Average
% to Total Elementary
Enrollment: 597 Amount School Per Pupil | Per Pupil Cost |
$2,763,493 100.0% 54,629 $5,352
$1,716,699 62.1% $2,876 $3,244
Face-to-Face Teaching 1,313,230 47.5% 2,200 3,003
Classroom Materials 403,468 14.6% 676 241
: $394,173 14.3% $660 $795
Pupil Support 245,773 8.9% 412 497
Teacher Support 73,474 2.7% 123 115
Program Support 74,927 2.7% 126 183
$456,002 16.5% 5764 $976
s SRR |

Non-Instructional Pupil Services 98,677 3.6% 1656 475
Facilities 304,537 11.0% 510 482
Business Services 52,885 1.9% 89 18
$196,522 7.1% $329 $337
School Management 196,522 7.1% 329 337

Three important kinds of comparisons can be made with n$ite data:
comparisons with the average of all public schools, comparisons with
other individual schools, and comparisons over time.

As noted in Exhibit 2.6, Kapolei Elementary had a lower per pupil cost
than the average elementary school in the 1995-96 fiscal year, The report
by sub-function further indicates that Kapolei spent less than average for
teaching, non-instructional pupil services (transportation, food service,
and safety), and program support. Kapolei spent more than average on
classroom materials. All of these facts may be explainable and valid.
Kapolei is a relatively new school. It may have relatively less-experienced
teachers who require lower salaries. s high costs for classroom
materials may be due to a first time purchase of new equipment. This
kind of financial analysis can educate the community and policy makers
as well as help set realistic expectations for the school. For some schools,
deviations from the norm may reflect the school’s poor decision making
and management or other serious deficiencies. This analysis could
identify school admmistrators and communities that are achieving and
surpassing their financial goals or are operating very efficiently.

16
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Reports could benefit
the Legisfature and the
Board of Education

Other jurisdictions use
Insite effectively
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Kapolei’s expenditure data could be compared with similar schools.
Teaching and teacher support costs could be compared with schools that
are stmilarly staffed. Facilities costs might be compared with schools of
similar age and design. Program and instructional costs might be
compared with schools of similar student populations. These kinds of
comparisons can pave the way for collaboration between schools and
communities to better improve their schools.

Finally, schools and communities might use Jn8ite to compare
expenditures over time. They can use Infite’s expenditure data over the
years to track general progress and change in a school as new priorities
direct school spending. Reports over time can be used to track progress
towards school goals. For example, a school might track its progress on
energy conservation with data on facilities expenditures. Another school
may propose to meet the statewide average in instructional expenditures
by the year 2000. In$ife reports could provide comparative data for these

purposes.

Indite reports would provide sound financial information to the
Legislature and the Board of Education. Reports by location showing
what schools spend and what the central administration spends allow for
an mformed analysis of decentralization efforts. Reports also enhance
accountability as costs by function and sub-function clarify how money is
spent and what amount actually reaches students in the classroom. In§ite
has-the capacity to display a complete picture of educational spending—
the true costs of employee and student services at state and school levels.

With this kind of information, the Legislature and Board of Education can
make more informed decisions and can communicate with the public
about school spending issues. Indite could also further efforts to
decentralize school decision making by providing school administrators
and commumities with information about their own budgets as well as
those of other schools.

In$ite was tested in 188 school districts of 17 states. Other jurisdictions
are in the process of implementing the program. Some have already
reaped the benefits of better information.

South Carolina is already using the program to generate statewide
mformation. Using Indite, it recently released a comprehensive school
finance report that can be viewed on the Internet. South Carolina’s
superintendent of education has embraced /ndite as “a clear, easy-to-
understand summary of how spending patterns reflect goals, priorities,
and activities.”™ In the superintendent’s opinion, /nfite fully delivers on
its promise to give complete, user-friendly information about how
education dollars are spent at every level, from the state to the individual
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school. It has also brought to light the fact that site-by-site comparisons
should be done cautiously, while informing the public of the reasons for
variations in spending such as different student populations, geography,
and cother variables.

The Milwaukee public school system was one of the first users of ngite.
Milwaukee used the program in an effort to decentralize the school system
and move toward site-based management. School administrators have
access to these reports.

Many smaller districts are using /ndife primarily as a reporting tool to
provide information to their constituents, school hoards, and
superintendents. The reports have been particularly helpful in providing
comparative data of various districts. One school district found that its
utility bills were much higher than those of a neighboring district. nfite
information led to an investigation of this vartance and the discovery of
energy-saving measures used by other schools. The final result was a
reallocation from facilities to instruction of over $100 per pupil.

‘We examined and evaluated expenditure reports produced by the
Department of Education using the same criteria that we used to evaluate
Ingite. These criteria included the department’s ability to provide clear
information about department expenditures, its ability to analyze
expenditure information by school and office site, the logic of its
classification of functions and programs, its ability to allocate centralized
costs to school sites, and the organization of its reports. We found that
the department’s expenditure reports are not as clear, meaningful, and
useful as the reports generated by Infite.

In the past, the department has been reluctant to change the way it reports
expenditure information, citing the high costs of information gathering
and expressing the fear that information will be misused. However, In$ite
requires a minimal amount of additional resources and is easy to use.
Ingite provides good information that is easy to access and is critical to
careful goveming and decision making. Sharing knowledge of how
money is spent on education is an opportunity to educate the public on
these costs. In$ife can improve on the major shortcomings of the
department’s current system. We believe the Board of Education and the
students of Hawaii could benefit from /n$ife’s reports.

We reviewed the department’s expenditures as presented in three different
formats. First, the Financial Management System is the accounting
system that records large volumes of raw data. One type of report that
the Financial Management System generates, the DAFR385A report,

17
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displays data by location and progtam ID. This report provides
expenditure information by specific school, specific district, and by state
office location.

Second, the department submits expenditure reports to the National
Center for Educational Statistics. The department categorizes program
IDs into center-determined functions and aggregates them to show how
the State spent money along those functional areas.

Finally, the department’s Data Warehouse generates expenditure reports
based upon the classification of the Micro-Financial Analysis or
“Cascade” model developed earlier by /nSite co-developer Dr. Bruce
Cooper. These reports display expenditures by location and by
educational functions that are similar to those used in /n8ize.

Each one of these reports is less useful than reports produced by Ingite.
The consequences are significant. The Legislature and department do not
have reliable information to track moneys and evaluate school finances.
School administrators, who are now entrusted with greater decision
making responsibilities, lack the necessary financial information to
propetly analyze their budgets.

. Expenditures by location, function, and program are needed

The DAFR385A reports generated by the Financial Management System
display data by the location that charged expenses. In other words, the
reports provide schools with a record of all the expenditures they made
and the corresponding codes associated with each expenditure. However,
this information is not presented by function. For example, if a school

* principal wants to know how mmch the school spent on face-to-face

teaching, the principal would need to manually calculate those expenses.

Reports sent to the National Center for Educational Statistics provide
expenditure costs by function, but not by location. There is no account of
fimctional spending at the school level. Instead, figures show a statewide
accounting of how the department has spent its money. This information
1s not relevant to school level decision making.

The expenditure data reported by Data Warehouse shows expenditures by
function and location. However, these reports do not distinguish spending
by separate programs (such as general education, vocational education,
etc.).

Reports do not capture all educational costs

None of the above reports include all relevant costs because they exclude
spending by other agencies for the schools. These costs include such
items as student transportation, student health services, capital
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improvement, services of the attorney general’s office, and fringe benefits.
These costs are significant. Fringe benefits alone account for almost a
fifth of all educational costs. Omitting them does not provide a complete
picture of the costs of educating Hawaii’s public school students.

Central costs are not allocated effectively

Reports for the National Center for Education Statistics and those
generated by the Financial Management System do not include
expenditures by the central agency for goods and services that are
delivered to schools. These costs need to be allocated properly to school
sites to obtain an accurate picture of school expenditures.

Financial Management System reports by location show where an
expenditure originated. Centralized costs are not allocated at all.
Therefore, a school attempting to analyze its DAFR385A report will not
find expenditures in areas such as water, school health, or teacher support
services provided by the district. A school cannot analyze its true costs
based on these reports. A complete picture of costs is important to ensure
that schools can set appropriate priorities for those parts of the budget
within their control.

Data Warehouse allocates central costs on a per pupil basis only, however
1t Jacks the built-in capabilities of In8ite. This makes the allocation
process in the Data Warehouse reports much more time-consuming.
Injite can process any method of allocation—whether per-pupil or by a
school’s square footage or by number of meals served, for example—
automatically once the proper information is inputted into the program.

Classifications are inaccurate

Two reports, the National Center for Educational Statistics and Data
Warehouse models, report expenditures by function. However, two flaws
render these reports unreliable. First, some program IDs have clearly
been classified incorrectly. For example, the Data Warchouse classifies
program ID 17746 (“Attorney and Related Fees”) as “classroom
mstruction.” Another example is program ID 15855 (“Curriculum
Improvement - Guidance™) which is classified as “classroom instruction”
even though it should be classified as “instructional support.”

The second problem is that the department lumps entire program. IDs into
functional categories. For example, the entire amount spent in program
ID 15110 (“Basic Needs™) is counted toward school level instruction.
This over represents instructional costs because “Basic Needs” includes
expenditures made by district offices for “Instructional Support,” the
Office of the Superintendent (“Leadership™), and adult community schools
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Ingite would produce
better expenditure.
reports

(“Other Comumitments”). Because the National Center for Educational
Statistics and Data Warehouse reports do not differentiate beyond the
program. ID Ievel, they can misrepresent costs.

The three types of department expenditure reports lack sufficient clarity,
accuracy, and utility. The department can generate clear and useful
reports by using Indite. The department already has possession of the
software program. Generating reports to show expenditures at InSite’s
sub-function level of detail would be a significant improvement over
current reports. '

In$ite addresses deficiencies in department reports

* Indite overcomes shortcomings in the department’s expenditure reports.

Infite can produce reports by location. Its functional categories can
accommodate all expenditures. It can report by program type.
Furthermore, Inite is capable of analyzing data on three dimensions
(location, program, and function) simuitaneously, giving it the ability to
produce a variety of useful reports.

In$ite can also include expenditures incurred by other agencies. It can
allocate central costs including a relatively simple procedure for correctly
allocating fringe benefits. In addition, the program allows for the creation
of appropriate allocation methods such as methods to properly allocate
costs made by Hawaii’s district offices.

Reports display expenditures by InS$ite’s 15 sub-functions

Infite’s reports have three levels of detail: the function level, the sub-
function level, and the detail function level. In our analysis, we were able
to produce reports that are accurate at the second—or sub-function—level
of detail. Reports at this level of detail, while not utilizing In$ite’s full
capabilities, are still useful and are a marked improvement over the
department’s current reports.

We did not produce more detailed reports because the expenditure file we
used was itself not sufficiently detailed. Expanding the expenditure file to
include object code information would have increased the size of the file
by at least tenfold.

‘We believe it 1s possible for the department to produce Infite reports by
detail function. However, if the department chooses to do so, it would
likely require changes to its Financial Management System. Some
changes might include redefining certain object codes to reflect Infite
classifications and grouping object codes so that translation into n$ite is
easier. :
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Exhibit 2.7
Advantages of /n$ite vs. Department of Education’s Current Reports

Ins$ite Advantages Department’s Expenditure Reports

® Displays expenditures by location, function, |® None display expenditures by location,
and program. Analysis can be performed function, and program.
along all three dimensions simultaneously.

& Can capture all costs including those made ® None include non-Department of Education
by other departments such as fringe costs.
benefits, student health, and transpaortation.

® Allocates centralized expenditures by any ® None allocates centralized costs in a
method to display a fruer picture of school meaningful way. '
costs.
® C(Classifies expenditures at a high level of e Classifications are not very detailed.
detail, making reports more accurate. Generalizations lead to inaccuracies in
' reports.
InSite is easy to use In$ite not only addresses the shortcomings of the department’s current

reports, it also requires a minimal input of new resources, new expertise,
or new investment in technological development,

Installation requirements are minimal

Infite’s installation requirements are minimal. For Hawaii’s statewide
school system, Infite can be installed on a single desktop personal
computer at the department’s state office. District and school offices
would not need nor use the software. The Department of Education has
already been provided a copy of the Infize software. The program works
in the easily understood Windows computer operating system and can be
used by any staff member who understands basic database programs.

Technical support is available

The Infite help desk provides service that is timely, easy to understand,
and personalized. Whenever our office needed clarification on technical
points or advice on implementing the program, we called the help desk.

Reliable and available assistance is important. The department would not
need additional resources to continually monitor, develop, and upgrade the
software.
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~Section 302A-

1004(b), Hawaii
Revised Statutes,
Needs To Be
Revised

Program steps are easy to implement

Infite is compatible with all accounting systems. Thus, the department
does not need to change its accounting procedures. All that is needed is
someone who understands the Financial Management System and In$ite
well enough to assign function and program designations to different
expenditures.

Although the expenditure file is substantial, /n$ite is capable of
manipulating a massive amount of data with considerable ease. Inite’s
“Query” and “Mass Mapping” capabtlities can call up similar expenditure
types and assign them the same function or program designation at once
instead of classifying each of the thousands of entries one at a time.
Furthermore, it is relatively sirple to correct errors, modify
classifications after-the-fact, and audit a mapping scheme.

Annual updates are relatively simple

The initial process of creating mapping and allocation schemes can take
some time. However, after this initial investment of time, /n$ite can be
used i subsequent years by annually updating data. All that is required
1s the occasional maintenance of mapping and allocation schemes to
accommodate new program IDs or changes to accounting procedures.

Technical elements of Section 302A-1004(b), HRS need to be revised,
Section 302A-1004(b), HRS, requires the Auditor to report Department
of Education expenditures to the Legislature. It further requires '
expenditure reports to be presented along six functions.

The statutorily defined role of the Auditor does not include reporting other
departments’ expenditures. The role of the Auditor is to analyze those
expenditures for their accuracy and validity. By requiring the Auditor to
perform a reporting task for the Department of Education, the statute
absolves the department of responsibility for reporting its own expenditure
mformation to the Legislature.

We believe that government departments should be responsible for
reporting their own expenditures. In the case of public education, the
department should at least provide expenditure reports to the Board of
Education. Indeed, the board should demand these reports from the
department so that it can fulfill its policy making duties. Along with the
public and the Legislature, the department and board are the very ones
who would first benefit from Indite’s expenditure reports.
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Act 218, Session Laws of Hawaii (SLH) 1995, required the Department ‘
of Education to prepare a school-by-school expenditure report for the
following six categories: (1} administration; (2) facilities and operations;
(3) teacher support and development; (4) student support; (5) instructional
support; and (6) classroom instruction. The act required this expenditure
report prior to the convening of the 1996 and 1997 regular sessions.

However, the department did not submit this report, Citing

Section 296-92, HRS (now 302A-1004, HRS), as the reason for its
noncompliance with Act 218, SLH 1995, the department stated that its
responsibility was to provide electronic data access to the Auditor and
that responsibility for submittal of the report rested with the Auditor.

The Auditor’s fumctions are defined in Section 23-4(a), HRS. The
Auditor conducts postaudits of the transactions, accounts, programs, and
performance of all departments, offices, and agencies of the State. A
purpose of these postaudits is to certify the accuracy of financial
statements and to determine the validity of expenditures of state or public
funds. Reporting departmental expenditures is not a responsibility
assigned to the Anditor.

Section 302A-1004(b)(1), HRS, requires an expenditure report with
respect to six functional areas. The department could produce
expenditure reports in greater detail using the /n$ite software. Amending
the statute to require the department to submit reports along the five major
functions and fifteen sub-functions specified in /n$ite would result in
more usefil expenditure data for legislative review. Also, the Legislature
is entitled to reports that show the full costs of education, including all
non-departmental costs, such as student health services and fringe
benefits.

Conclusion

Accurate and organized educational expenditure reporting is crucial for
accountability and school-based decision making. However, in a previous
audit where we called for better reporting, the Department of Education
responded that one of the unfortimate “caveats of educational research” is
that acquiring information can sometimes be too costly.

In$ite can provide extensive information about a school system in a wide
array of readable reports without great costs. It does so with relatively
minimal requirements: 1) a complete set of expenditure data; 2) an
understanding of the purposes of school, district, and state expenditures;
3) a personal computer; and 4) dedicated staff time in the initial mapping
process and the subsequent maintenance of that mapping scheme in
following years. Infite can produce results that far exceed the current
Department of Education reports in accuracy and clarity.

23



24

Chapter 2: [n#ite Provides Improved Educational Cost Analysis

Recommendations

L.

The Legislature should recommend that the Department of Education
use Infite - The Finance Analysis Model for Education™ to produce
expenditure reports by location and function.

The Board of Education should require the department to do the
following:

a. Use Infite - The Finance Analysis Model for Education™,

b. Present [nSite expenditure reports to the board on a regular basis;
and

¢. Make Infite reports widely available to departmental and school
staff and members of the public.

The Legislature should amend Section 302A—1004(b), Hawaii
Revised Statutes, to:

a. Specifically require the Department of Education to provide an
expenditure report to the Legislature prior to each legislative
session, and

b. Require the aforementioned report to include a breakdown of
expenditures by location and function.



APPENDIX A
Ingite Definitions of Functions, Sub-functions, and Detail Functions

FUNCTION
Sub-function
Detail Function

INSTRUCTION

Face-to-Face Teaching
Instructional Teachers
+ Salaries and employment costs of teachers
» Classroom teachers
e Hospital & home bound teachers
s Third-party instructional services {e.g. advanced college courses, specialized
courses}
Substitutes :
+ Same as above except for substitutes
Instructional Paraprofessionals
s Same as above except for paraprofessionals

Classroom NMaterials
Pupil-Use Technology & Software
» Technology and software used by pupils
+ Related employment costs of staff dedicated to technology instruction,
pupil-use network management, computer lab support
e Pupil-use network equipment in classrooms, labs, or central sites
¢ Distance learning
+ Repair and maintenance of technological equipment
Instructional Materials, Trips & Supplies
+ Includes textbooks, paper, lab materials, test forms, workbooks, chalk,
markers, maps, charts
+ Instruction-related field trips
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INSTRUCTIONAL SUPPORT

Pupil Support
Guidance & Counseling
e Salaries and related employment costs of guidance counselors
¢ Field support coordinators who wark with counselors
Library & Media
+ Salaries and related employment costs of librarians and media technicians
Media equipment
Library books
Media and library office costs
Field support coordinators who work with librarians and media technicians
¢ Educational television
Extracurricular
s Salaries and related employment costs of coaches and staff related to
sports, clubs, and other activities
» Extracurricular-related equipment, facilities, transportation
+ Non-instructional field trips {band, clubs, sports, etc.)
Student Health & Services
+ Salaries and related employment costs of nurses and medical staff
Community outreach services directed at families
Attendance services .
Dental services
Social work services

Teacher Support
Curriculum Development
* Salaries and related employment costs of staff assigned to improving
curriculum or teaching curriculum concepts to teachers
+ Total operational costs of curriculum departments
s Purchased curriculums and curriculum services
In-service, Staff Development & Support ‘
+ Costs of in-service training and other types of staff development provided
in-house or by outside providers
e Teacher mentoring programs
s Non-instructional paraprofessionals, aides, and graders assigned to teachers
Sabbaticals
» Costs related to teacher sabbaticals

Program Support

Program Development :

* Salaries and related employment costs of staff who develop, monitor, and
maintain defined categorical programs _

s [Includes office costs for these activities

Therapists, Psychologists, Evaluators, Personal Attendants & Social Workers
e Salaries and related employment costs of all such employees
¢ Excludes costs of counselors for the general student population
* Psychological testing
+ Speech pathology services
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OPERATIONS

Non-Instructional Pupil Services
Transportation
s Vehicle operations and maintenance
» Salaries and related employment costs of drivers
Food Service i
¢ Salaries and related employment costs for central and on-site food
preparation
¢ Food service administration
Safety
¢ Salaries and related empioyment costs of security and street safety
personnel
» Safety equipment

Facilities
Building Upkeep, Utilities & Maintenance
¢ Salaries and related employment costs of staff for day-to-day operation of
facilities
« (are and upkeep
e Water, electricity, gas, sewer, etc.

Business Services
Data Processing
+ Salaries and related employment costs, equipment costs, and contract
costs for all data processing functions
s Systems analysis
* Programming
Business Operations
» Costs of business offices {payroll, human resources, accounting, finance,
procurement, printing and duplicating, purchasing, etc.) ,
s Salaries and related employment costs and office costs to perform these
functions
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OTHER COMMITMENTS

Contingencies
Budgeted Contingencies
» Amount in the budget that is undesignated or reserved for contingencies

Capital
Debt Service
s Costs of principal and interest payments made on debt
Capital Projects ‘
+ Land, buildings, and improvements

Out-of-District Obligations
Parochial, Private, Charter & Public School Pass-Throughs
» NMoney that is passed through the public school system, none of which
benefits the school system itself
Retiree Benefits & Other
* Retirement benefits paid to retirees out of current operating funds
¢ Workers’ compensation and other benefits paid to people who are not
working
Enterprise & Community Service Operations
» Activities that are financed and operated similar to private business
enterprises ’
e Activities concerned with praviding community service such as recreation
programs, aduit programs, etc.

Legal Obligations
Claims & Settlements
+« Specific litigation awards or settlements
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LEADERSHIP

School Management
Principals & Assistant Principals
e Salaries and related employment costs of principals and assistant principals
School Office
o Salaries and related employment costs of administrative support staff for
the principals and assistant principals
¢ Other school administration costs

Program & Operations Management

Deputies, Senior Administrators, Researchers & Program Evaluators

» Salaries and related employment costs and office costs of deputy

superintendents, senior administrators, research staff, public relations staff,
and program evaluators
Community relations services
State and federal relations services
Planning, research, development, and evaluation services
Information services

District Management
Superintendent & School Board
s Salaries and related employment costs of superintendent and school board
 Office and support staff costs
Legal
e Salaries and related employment costs of legal support
» Office and support staff costs
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Appendix C

Sample Reports Produced by /ndite*

FY1995-1996 Actual
Expenditures by Education Level and Function

Total Expenditures:

$1,186,643,254

% of Total Expenditures:

Total Enrollment: 186,581
Average Per Pupil Expenditures: $6,360
Total Elementary Middle High Alternative Other Non-School
Expenditures: $1,186,643,254| $527,131,613 $131,852,681 $229,146,314 55,736,196 $116,117,031 $176,659,418
% of Total Expenditures: 100.00% 44.42% 11.11% 19.31% 0.48% 98,79% 14.89%
Enroltment: 186,581 98,480 25,162 . 42,885 257 19,786 0]
% of District Enrollment: 100.00% 52.79% 13.49% 22.98% 0.14% 10.60% 0.0%
Instruction
Expenditures: $603,876,872 | $319,613,22b $75,766,770 $132,817,024 $5,031.478 $66,423,094 $4,325,281
% of Total Expenditures: -50.89% 26.93% 6.38% 11.19% 0.42% 5.60% 0.36%
Instructional Support
Expenditures:  $158,966,307 $78,321,276 $20,660,769 $39,948,081 $396,187 $18,685,263 $1,154,732
% of Total Expenditures: 13.40% 6.60% 1.73% 3.37% 0.03% 1.57% 0.10%
Operations
Expenditures: $208,963,186 $96,085,065 $25,878,015 $42,606,967 $2286,517 $23,376,375 $18,780,247
% of Total Expenditures: 17.44% 8.10% 2.18% 3.59% 0.02% 1.97% 1.58%
Other Gommitments
Expenditures: $139,473,102 $0 $0 $0 $0 $0  $139,473,102
% of Total Expenditures: 11.75% 0.00% 0.00% 0.00% 0.00% 0.00% 11.75%
Leadership
Expenditures: $77,364,787 533,212,047 $8,648,028  $13,774,242 82,115 $7,732,239 $12,918,057
6.52% 2.80% 0.81% 1.16% 0.01% 0.66% 1.09%

Source: Office of the Auditor, FY1995-96 expenditures for education.

*Minor format changes have been made for presentation purpases only.
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Appendix C . ‘
“
FYT1995-1996 Actual
Expenditures by Program and Function

Total Expenditures: $1,186,643,254

60

Total Enrollment: 186,581
Average Per Pupil Expenditures: $6,360
Special Bilingual/ Chapter 1/ - Vocational Other General
Total Education ESL Title 1 Education Programs Education
Expenditures: $1,186,643,254| $90,190,653 $10,065,592 424,894,455 $10,366,441 $66,482,258 $984,643,855
% of Total Expenditures: 100.00% 7.60% 0.85% 2.10% 0.87% 5.60% 82.98%
Program Enrollment: 13,082.00 N/A N/A N/A N/A 173,489.00
% Involvement: 7.02% 92.98%
Instruction
Expenditures: $603,8756,872 | $77,312,084  $7.141,863 $19,925,501 $8,401,895 $26,325,067 $464,769,4563
% of Total Expenditures: 50.89% 6.52% 0.60% 1.68% 0.71% 2.22% 39.17%
Instructional Support
Expenditures: $158,966,307 | $12,748,446  $2,811,329 $4,612,938  $1,929,808 $4,024,031 $138,289,755
% of Total Expenditures: 13.40% 1.07% 0.24% 0.36% 0.16% 0.34% 11.23%
Operations
Expenditures: $206,963,186 $481 §402 $277.018 $6,974 $26,547,840 $180,130,471
% of Total Expenditurea-:: 17.44% 0.00% 0.00% 0.02% 0.00% 2.24% 15.18%
Other Commitments !
£ Expenditures: $139,473,102 $130 $111,998 $198.377 $27,764 $9,429,041 $129,576,290
% of Total Expenditures: 11.75% 0.01% I 0.01% 0.02% 0.00% 0.79% 10.92%
Leadership
Expenditures: $77,364,787 $0 $0 $330,621 $0 $166,27%  $76,877,887
% of Total Expenditures: 6.52% 0.00% 0.00% 0.03% 0.00% 0.01% 6.48%

Source: Office of the Auditor, FY'1995-96 expenditures for education.




Appendix C
L i Ut

FY1995-96
Expenditures by Function and Sub-Function

Total $1,186,643,254

100.0%
Face-to-Face Teaching 9554.345.3514

Instruction $603,875,872 46.8%

o

80.9% Classroom Materials $49,030,539

4.1%

Pupil Support $98,442,167

i PP 8.3%

i r

Instructional Support $158,966,3(17 Teasher Support 521,566,922
13.4% 1.8%

Program Support $38,957,218

’ PP 3.3%

Non-Instructional Pupil Services $90,979,966

7.7%

Operations $206,963,1 806 Facilities $94,736,659
17.4% e

Business Services $21,246,561

1.8%
Contingencies $0

0.0%
. Capital $121,112,474

Other Commitments $139.473,102 10.2%

11.8%

Out-of-District Obligations $16,984,921

1.4%

Legal Obligations $1,375,707

0.1%

School Management $64,547,075

5.4%

Leadership $77,3646,.7589Z Program / Operations Management $1 1,17%?93;
District Managemént $1,645,574
0.1%

Source: Office of the Auditor, FY1995-96 expenditures for education.
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Chapter 2 |

Note

1. South Carolina Department of Education, “Instruction, building
costs up; leadership costs down in latest Inite report,” [http:/
www.state.sc.us/sde/fam/famsite htm], July 15, 1997.
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Comments on
Agency
Responses

Responses of the Affected Agencies

We transmitted drafis of this report to the Board of Education and
Department of Education on January 14, 1998. A copy of the transmittal
letter to the Department of Education is included as Attachment 1. The
Board of Education’s response was incorporated into the department’s
response which is included as Attachment 2.

The Board of Education indicated that it is currently reviewing Ingite and
will consider its implementation after reviewing the program. The
department indicated that it would implement the program if the
Legislature or Board of Education required the department to do so.
However, the department believes that its current information system
provides sufficient information for the department and the general public.
It also questions whether n8ite will provide useful information to DOE
personnel.

We stand by our assessment. Our review plus the successful
implementation of /nfite in other jurisdictions shows that Jngite reports
can help school and district or state administrators make better decisions
about programs and operations. A proper appreciation of Infite s
capabilities requires a reconceptualization of the purpose of expenditure

- data. Collecting and reporting this information is not simply a compliance

or monitoring issue. Accurate and relevant expenditure information
enables decision makers at all levels to examine the purpose of their
expenditures and determine new priorities when necessary. n$ite can
help the department in this task.

The department also asserts that Infite does not have the capability of
comparing allotments to expenditures. In actuality, /n$ite can report
allotment as well as actual expenditure information. We inserted a
clarification on this point in the report. Although the program has the
capability of analyzing allotments as well as expenditures, we chose to
concentrate our review on the program’s ability to analyze and report
costs.

The department has misinterpreted our discussions with department staff
and our review of In$ite’s ability to report expenditures by program. An
analysis of program cost data would be meaningful to the department. To
take full advantage of Indife’s capabilities of analyzing and reporting
costs by program, the department would need to revise its method of
collecting and categorizing program costs. This would include a possible
modification of account codes to facilitate the accurate mapping of those
costs 1o [nfite programs.
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The department also states that its implementation of the program may
result in different financial information from what we provided in
Appendix D. Although the mapping and allocation schemes that we
developed are not intended to be prescriptive, they were developed after
careful review of the department’s expenditure data and consultation with
department staff. Should the department implement /n8ite, the
expenditure data should not be significantly different from what we have
presented.

The department asserts that in addition to the initial cost of the program,
the department will require a full-time position to support its
mplementation and the analysis of data. The department already
possesses the program. With regard to the need for additional personnel,
we reiterate that the program is easy to install, easy to implement, and
relatively simple to update.

The department also felt that Section 302A-1004(b) should be amended to
require other state agencies to submit to the Department of Education
information on the costs those agencies incur on behalf of the DOE or its
students to enable DOE to provide annual expenditure reports to the
Legislature. Our office had no difficulty securing such information from
other state agencies. Additional amendments to accommodate
departmental concerns are not needed.



STATE OF HAWAIl

OFFICE OF THE AUDITOR
465 S. King Street, Room 500
Honolulu, Hawaii 96813-2917

ATTACHMENT 1

MARION M. HIGA
State Auditor

(808) 587-0800
FAX: (808) 587-0830

January 14, 1998

The Honorable Herman M. Aizawa
Superintendent of Education
Department of Education

Queen Liliuokalani Building

1390 Miller Street

Honoluly, Hawaii 96813

Dear Dr. Aizawa:

COPY

Enclosed for your information are three copies, numbered 6 to 8 of our draft report, Fiscal
Accountability Audit of the Department of Education: The Public and the Schools Need to Know
the True Costs of Education. We ask that you telephone us by Friday, January 16, 1998, on
whether or not you intend to comment on our recommendations. If you wish your comments to

be included in the report, please submit them no later than Friday, January 23, 1998.

The Board of Education, Governor, and presiding officers of the two houses of the Legislature

have also been provided copies of this draft report.

Since this report is not in final form and changes may be made to it, access to the report should be
restricted to those assisting you in preparing your response. Public release of the report will be

made solely by our office and only after the report is published in its final form.

Sincerely,
Marion M. Higa
State Auditor
Enclosures
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ATTACHMENT 2

BENJAMIN J. CAYETAND

HERMAN M. AIZAWA, Ph.D,

GOVERNOR SUPERINTENDENT

STATE OF HAWAII
DEPARTMENT OF EDUCATION

P.Q. BOX 2360
HONOLULU, HAWAII 96804
OFFICE OF THE SUPERIN.TENDENT R E C E iv E D
DATE: January 23, 1998 23 312P4°9
MEMO TO:  Ms. Marion M. Higa, State Auditor OFC. OF THE AUDITOR
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STATE CF HAWAII

FROM:

Herman M. Aizawa, ., Superintendent
SUBJECT: RESPONSE TO AUDITOR'’S REPORT :
' Fiscal Accountability in the Department of Education:
The Public and the Schools Need to Know the True Costs of Education

Thank you for the opportunity to review and comment. The Auditor recommends that the InSife
financial analysis model be implemented in the Department of Education, through a Board of
Education mandate, and that In$ife reports be made widely available to departmental and school staff
and members of the public.

We recognize that In$ite does provide expenditure information as indicated in the audit report.
However, the issue of whether the information is useful and necessary needs to be determined by
decision-makers. Such decision-makers would primarily be the Legislature, Board of Education, and

.the Department.

The Board of Education is currently reviewing the In$ife program and its expenditure reports. The
Board will consider In$ite for implementation by the Department, after a full review of the program.

The Department believes that its current information system provides information sufficient to meet its
needs and those of the general public, in terms of not only the expenditures themselves. but also the
comparison to the appropriation allotments. However, we would accept the Legislature’s and the
Board’s decisions regarding the In$ife program if they see that the program would provide information
in a format suited for their decision-making purposes.

The Auditor also is of the opinion that financial information, consolidated from other State agencies as
well as that of the Department, would be meaningful, in order to show the “true costs of education.”
We are concerned as to whether the other State agencies would be able to provide the necessary data to
the Department in a timely manner, in order for us to prepare the Ingife reports as required. Therefore,
we believe that the Auditor’s recommendation should also indicate that the statute should be amended
to specify that the other State agencies would be required to provide such data in a timely manner to the

Department.

AN AFFIRMATIVE ACTION AND EQUAL OPPORTUNITY EMPLOYER



The Auditor’s staff has informed the Department that its assumptions and cost allocation
methodologies are a sample test to illustrate the capabilities of In$ite, and that the Department would
have to develop its own methodologies in its own actual implementation. Therefore, the resulting
financial information in the Department’s actual implementation may differ from the Auditor’s sample
appendices as presented by the Auditor in this report.

Finally, the Auditor has failed to mention in its report any references to current literature which raises
concerns about Ingife. In the October 1997 Report of the National Association of State Boards of
Education (NASBE) Study Group on Funding Education in the 21st Century, entitled “Financing
Student Success: Beyond Eguity and Adeqguacy,” the Study Group states:

In recent years, some progress has been made to developing standardized accounting reporting
models that can be used by individual schools as well as districts and states to provide
policymakers and the public with clearer information about how money is actually spent on the
“front lines” of the education system. The best known example of this is the InSife Financial
Analysis Model now being used in several states and a number of districts. However, the Study
Group found that more work is needed for policymakers to truly have the information they
need to assess the impact of targeted financial resources. For example, some experts note
that In$ite still doesn’t make the critical link between fiscal accounting and programmatic
outcomes.

We have attached the relevant excerpt from the NASBE Study Group Report as Exhibit A. The
Legislature and the Board of Education should consider this information in its evaluation and decision-
making process regarding the In$ite program.

The following are detailed comments which further explain our position:

1. Information: On page 3, the audit report states that Inite “...is a program implemented at the
central administration level to better decentralize information... It presents information in a format that
answers financial questions most commonly asked of superintendents, school boards, and
administrators.” We recognize that In$ite has these capabilities, for purposes of disseminating
information. If the Legislature is of the opinion that information presented in the In$ife format is
beneficial for their reference and that of the general public, the Department can certainly comply. We
are very concerned about providing necessary information to the Legislature and to the general public.
However, the usefulness of the information within the DOE is questionable. See #2 below.

2. Usefulness at the School Level: The Auditor states that “Ingife...generates useful information for
school level decision makers, lawmakers, department administrators, and the general community.”

In our exit conference with the Auditor’s staff, we inquired as to whether the Auditor’s staff asked the
schools whether In$ite reports are useful. The Auditor’s staff replied by saying that they did not ask
the schools. Therefore, the Auditor’s conclusion about the usefulness of the In$ite reports at the
school level is entirely based on assumptions, unsupported by any verification with
administrators in the Department. We will consult with school principals to determine the
usefulness of the In$ite reports.
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3. Department’s Existing Reports: Reference is made to the Department’s existing Financial
Management System (FMS) reports as “...not as useful as those generated by In$ite.” We disagree.
The In$ite program generates expenditure reports only. The Department’s existing FMS reports are
intended for a very different and important purpose -- that of accounting for and comparing
appropriation allotments to the related actual expenditures by Departmental program. In$ite
does not have the capability of producing this type of information. The FMS reports are closely
monitored and scrutinized by administrators of each school and office within the Department, as a
management tool, in order to optimize the usage of Department-budgeted funds. In addition, the
Department’s existing National Center for Educational Statistics (NCES) Fiscal Survey report is a
format utilized by all 50 states.

4. Information by Program: The audit report states that Infife can provide information by location,
function and program. On page 18, the Auditor indicates that the Department’s Data Warehouse does
not distinguish spending by programs. However, in the recommendations, the Auditor states that the
reports should be produced by location and function, and not by program. In our discussions with the
Auditor’s staff, it was confirmed that the results from In$ife for “program” information were not
meaningful. Therefore, the end result is that In$ite reports would provide information much similar to
what the Department already provides; the only differences are that the allocation methodologies for
indirect costs are more specific, and the data incorporates costs expended by other State agencies.

In addition, the Department’s budget, as well as that of other State agencies, is organized according to
programs. Every year, the Department has had the capability of providing the Legislature with
program information by location, i.e. schools. The Legislature has rarely asked for this level of
detailed information. Only recently have there been requests for information by function.
Furthermore, it is our understanding that the Legislature has rarely accessed the Department’s
information presented in the “Cascade” format as previously required. Our concern is whether the
Auditor is again recommending a program which generates information which will rarely be used?

5. Requirements for Other Agencies: The Auditor is recommending that the Legislature amend
Section 302A-1004(b), Hawaii Revised Statutes, to require the Department of Education to provide an
expenditure report to the Legislature prior to each legislative session, to include a breakdown of
expenditures by location and function. The Auditor further recommends that the Board of Education
require the Department to use the In$ife program to provide expenditure reports to the Board on a
regular basis, and make In$ite reports widely available to departmental and school staff and members
of the public. In all of these reports, the Auditor is of the opinion that financial information,
consolidated from other State agencies as well as that of the Department, would be meaningful, in
order to show the “true costs of education.”

If the Auditor’s opinion is accepted by the Legislature, in order for the Department to generate these
reports in a timely manner “on a regular basis,” the other State agencies must be required to submit
financial information to the Department in a timely manner “on a regular basis.” Therefore, as part of
the Auditor’s recommendation, the Legislature should amend Section 302A-1004(b), Hawaii
Revised Statutes, to also require the Departments of Budget and Finance, Accounting and
General Services, Health, Human Resources Development, and Attorney General to submit
expenditure information in a timely manner on a regular basis as needed, including a breakdown
of expenditures by location and function, to the Department of Education, so that the data can be



combined by the Department of Education into a consolidated expenditure report to the
Legislature and to the Board of Education in a timely manner on a regular basis as needed.

6. Financial Information in the Auditor’s Report is to llustrate the Use of the In$ite Program:
It should be noted that the appendices in the Auditor’s report detailing school-by-school financial
information was prepared by the Aunditor to illustrate the use of the In$ife program from the Auditor’s
perspective, and that the allocations of state and district costs were made with the Auditor’s own
assurnptions and bases for allocation of centralized costs that were samples only. The Auditor’s staff
has informed us that, if the Department implements the In$ife program, we would have to develop our
own formulas and bases for allocation of centralized costs. The caveat here is that the resulting
financial information in the Department’s actnal implementation may differ from the Auditor’s
sample appendices in this report. For example, it is our understanding that the Auditor’s staff
analyzed expenditures in some areas on a transaction-by-transaction basis, in an attempt to classify
expenditures by function. Such an analysis may not be cost-effective if it were to be expected to be
done on a frequently recurring basis on a large scale within the Department.

7. Implementation: If the Legislature decides that the In$ife program should be used, the
Department would implement the Infife program as an addition to our current information systems, as
we believe that our existing information systems serve to fulfill valid needs within the Department.

In addition to the initial cost of the software program itself, it is our preliminary estimation that we
would also require a full-time position to support the implementation of the program and analysis of
the data on a regular basis. The added cost of this function has yet to be determined.

Conclnding Comments:

The Department of Education is committed to provide the Legislature, the Board of Education and the
general public with the information they require for their decision-making purposes and for public
inspection. In$ife has been recommended as a means of providing expenditure information. Although
the National Association of State Boards of Education has indicated that In$ite has deficiencies, if it is
decided that the In$ife program is to be used by the Department to generate expenditure reports, we
will take the necessary steps to implement it. Our concerns relate to whether the information would be
useful within the Department, recognizing that our existing Department reports serve valid purposes.
In addition, we feel that the implementation should include statutory requirements for other State
agencies to provide the necessary information for consolidation in the Inife reports. The overall
added cost of implementation has yet to be determined.
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EXHIBIT A

~ In recent years, some progress has been made in developing standavdized
accounting reporting models that can be used by individual schools as well as
districts and states to provide policymakers and the public with clearer infor.
mation about how money is actually spent on the “front lines” of the educa-
tion system. The best known example of this is the InSite™ Finance Analysis
Medel now being used in several states and 2 number of districts. However,
the Study Group found that more work is needed for policymakers to wuly
have the information they need to assess the hopact of targeted financial
resources. For example, some experts note that InSite™ still doesn’t make the
eritical ¥ink between fiscal sccounting and programmatic ontcomes.
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