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Executive Summary 

K12 Inc. enrolls more public school students than any other private education 

management organization in the U.S. Much has been written about K12 Inc. (referred to in 

this report simply as “K12”) by financial analysts and investigative journalists because it is 

a large, publicly traded company and is the dominant player in the operation and 

expansion of full-time virtual schools. This report provides a new perspective on the 

nation’s largest virtual school provider through a systematic review and analysis of student 

characteristics, school finance, and school performance of K12-operated schools. Using 

federal and state data, this report provides a description of the students served by K12 and 

the public revenues received and spent by the company at the school level. Further, the 

report presents evidence from a range of school performance measures and strives to 

understand and explain the overall weak performance of these virtual schools.  

Students in K12 schools are more likely to be white and less likely to be Hispanic relative 

to comparison states. They are also less likely to be low-income and much less likely to be 

classified as English language learners. In recent years, K12 is increasingly serving more 

students with disabilities and students it classifies as at-risk, but it still spends relatively 

little for special education instruction and student support services. Students in schools 

operated by K12 Inc. and other virtual schools are also more prone to attrition.  

K12’s full-time virtual schools receive less public revenue relative to the average for charter 

schools and district schools. At the same time, however, the company benefits from a 

number of cost advantages outlined in the report. Weak performance outcomes were found 
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across an array of school performance measures. Before promoting or even enabling the 

expansion of full-time virtual schools, more research is needed concerning two key issues: 

understanding why the performance of full-time virtual schools suffers, and how that 

performance can be improved. The report offers recommendations to policymakers to 

revise and strengthen accountability measures and finance mechanisms governing the 

operation of full-time virtual schools. 

Key findings from the study are organized by section of the report and presented in 

bulleted form below. 

 

Analysis of K12 Student Characteristics 

 K12 Inc. virtual schools enroll approximately the same percentages of black 

students but substantially more white students and fewer Hispanic students relative 

to public schools in the states in which the company operates.  Because K12 schools 

generally enroll students without regard to school district boundaries, such same-

state comparisons are the most useful. 

 On average, 39.9% of K12 students qualify for free or reduced-price lunch, 

compared with 47.2% for the same-state comparison group. 

 K12 virtual schools enroll a slightly smaller proportion of students with disabilities 

than schools in their states and in the nation as a whole (9.4% for K12 schools, 

11.5% for  same-state comparisons, and 13.1% in the nation). 

 Students classified as English language learners are significantly under-represented 

in K12 schools; on average the K12 schools enroll 0.3% ELL students compared with 

13.8% in the same-state comparison group and 9.6% in the nation.  

 Most K12 schools serve students from grades Kindergarten to 12; however, K12’s 

enrollment is greatest in the middle school grades. Enrollment decreases sharply 

for the high school grades. 

 

Analysis of K12 Revenues and Expenditures 

Detailed revenue and expenditure data were obtained from the federal dataset on school 

finance (2008-09). This dataset included information from seven K12 schools located in 

five states. Those seven schools enrolled 21,866 students in 2008-09, nearly 60% of all 

students enrolled in all K12-operated schools in that year, according to National Center for 

Education Statistics (NCES) data. We analyzed K12 revenues and patterns of expenditures 

and compared them with three groups: (1) brick-and-mortar charter schools in the five 

states, (2) all public schools in the five states, and (3) all public schools in the country.  
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Revenues 

 During the 2008-09 school year, K12 schools reported receiving an average of 

$7,393 in public revenue per pupil, which is less than what charter schools ($9,258) 

or district schools ($11,708) received in the same states. The national average for 

public revenue per pupil for all public school districts in that same school year was 

$12,139. 

 

Expenditures 

 K12 schools spend more on overall instructional costs than comparison schools, but 

noticeably less on teacher salaries and benefits. The data does not provide clear 

answers to explain this. We assume that this is explained by contracts back to the 

company for instruction-related costs.   

 K12 schools outspend comparison schools on administration but spend 

substantially less on administrator salaries and benefits.  We believe the bulk of the 

additional spending on administration is accounted for in contracts to the company, 

although the variables in the federal finance data set do not clearly explain this 

discrepancy. 

 K12 spends little or nothing on such key items as facilities and maintenance, 

transportation, and food services. 

 K12 also spends relatively little for supplemental programs and an array of 

activities and services that fall under the category of Student Support Services.  

 Although K12 enrolls an increasing number of students with disabilities, it spends 

less than half as much per pupil as charter schools on special education instruction 

and a third of what districts spend on special education instruction. 

 

Cost advantages and disadvantages 

 Full-time virtual schools inherently have a tremendous cost advantage when it 

comes to facilities, operations, transportation, and food services.  

 Based on K12’s spending patterns, its full-time virtual schools also benefit from cost 

advantages by having more students per teacher and by reducing overall spending 

on teacher salaries and benefits, particularly for special education instruction.  

 Full-time virtual schools have to spend more on computers and the development of 

online curriculum and the development of learning platforms. Also, it is assumed 
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that these schools need to spend more on marketing and recruitment of students 

than brick-and-mortar schools, which often have students assigned to them. 

Beyond this, companies such as K12 spend resources to lobby and advocate for the 

expansion of online learning across the country, although such expenses are not 

clearly captured with the established categories and variables in the federal district 

finance dataset. 

 There is a need for more research on the actual costs of educating students in full-

time virtual schools. Such research will require companies that operate these 

schools to be more transparent with their financial data than they have been 

heretofore. 

 

Analysis of K12 School Performance 

 Only 27.7% of K12 schools reported meeting Adequate Yearly Progress (AYP) in 

2010-11. This is nearly identical to the overall performance of all private Education 

Management Organizations that operate full-time virtual schools (27.4%). In the 

nation as a whole, an estimated 52% of public schools met AYP in 2010-11. 

 AYP is a relatively crude indicator of whether or not schools are meeting state 

standards. Nevertheless, extremely large differences—such as the 25-percentage 

point difference between the proportion of virtual schools that meet AYP compared 

with the proportion of brick-and-mortar charter or district schools that do so—

warrant further attention. The aforementioned difference in AYP attainment has 

been constant over the past two years. 

 The majority of the K12 schools did not meet AYP because one or more groups of 

students did not meet state targets on either math or reading assessments (or both). 

In some cases, K12 schools did not meet the participation target: the requirement 

that at least 95% of students in a given grade take the state assessments. 

 Thirty-six of the 48 full-time virtual schools operated by K12 were assigned school 

performance ratings by state education authorities in 2010-11, and just seven 

schools (19.4% of those rated) had ratings that indicated satisfactory progress 

status. 

 The mean performance on state math and reading assessments of K12-operated 

virtual schools consistently lags behind performance levels of the states from which 

the schools draw their students. 

o Across grades 3-11, the K12 schools’ scores were between two and 11 

percentage points below the state average in reading. 
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o In math, K12 students score, on average, between 14 and 36 percentage 

points lower than students in their host states, with the gap increasing 

dramatically for students in higher grades.  

 The on-time graduation rate for the K12 schools is 49.1%, compared with a rate of 

79.4% for the states in which K12 operates schools. 

 Many families appear to approach the virtual schools as a temporary service: Data 

in K12’s own school performance report indicate that 31% of parents intend to keep 

their students enrolled for a year or less and more than half intend to keep their 

students enrolled for two years or less. K12 also noted in this report that 23% of its 

current students were enrolled for less than a year and 67% had been enrolled for 

fewer than two years. 

 

Discussion and Conclusion 

The final section of the report summarizes findings specific to the research questions and 

explores a number of possible explanations for the generally weak performance of K12. 

Here (unlike the rest of the report) we include a broader discussion of full-time virtual 

schools as compared with traditional district schools and brick-and-mortar charter 

schools. We also present and discuss policy recommendations, highlighting a list of key 

questions for future research. 

 

Possible explanations for poor performance of K12 schools 

There are a number of possible explanations for the relatively poor outcomes of K12 and of 

full-time virtual schools on common measures of school performance. 

 K12 maintains that commonly used school performance measures do not adequately 

apply to virtual schools, since they have high levels of student mobility. This 

argument has some merit and is comparable to similar obstacles faced by large 

urban districts. As applied to full-time virtual schools, this raises an important 

empirical research question: Are these schools simply enrolling students who would 

be mobile in any case, or are the schools contributing to or causing the mobility? 

 Another possible explanation for the weak performance is that there are insufficient 

funds allocated for these schools. Our analyses found that K12’s virtual schools 

receive less revenue on average than brick-and-mortar charter schools and district 

schools, although K12 schools (and other virtual schools) have a number of cost 

advantages that justify the differences in revenue. A more in-depth analysis of the 

true costs of educating students in full-time virtual schools is required to better 

understand whether insufficient revenue is indeed the cause of poor performance. 
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It is relevant to note that K12 Inc. shares positive news with investors about the 

profitability of the company and announced in May 2012 that it seeks to “increase 

profitability in fiscal year 2013” by implementing as much as $20 million in costs 

savings. K12 argues that these cuts can be made “without any adverse effects on 

student performance, employee retention, customer satisfaction, or our growth 

rate.”1 Such statements by K12 suggest that it believes that weaknesses in 

performance are not due to insufficient revenues or cannot be addressed with 

additional resources. An alternative explanation is that the company chooses not to 

address the weak performance of its schools to protect profits. 

 A third possible explanation for the weak performance concerns inadequate or 

misaligned curriculum. This hypothesis was not explored in this study. 

 A fourth possible explanation for the weak performance relates to inadequate or 

insufficient instruction. Based on our findings, K12 devotes considerably fewer 

resources to instructional salaries and benefits for employees. This reduced 

spending on salaries is linked to the fact that K12 has more than three times the 

number of students per teacher compared with overall public school student-

teacher ratios. The higher student-teacher ratio and the reduced spending on 

teacher salaries, as well as on salaries for all other categories of staff  typically found 

in schools, help explain the poor performance of K12’s schools. Also related to the 

issue of adequacy of instruction, we found that K12’s math scores, which are more 

dependent on instruction, were substantially lower than reading scores, which are 

more influenced by students’ home environment.   

 Finally, we note the issue of “fit.” Full-time virtual schools may have the potential 

to provide an effective learning environment for some students but not others. 

Learning styles and resources within a home will differ from student to student. 

That possibility is not explored in this study, but it presents an important empirical 

question for later research as well as an important policy question concerning, for 

instance, the types of advertising being used to recruit new enrollees into full-time 

virtual schools. 

 

Recommendations for policymakers 

Based on the findings, the following policy recommendations are offered for states or other 

appropriate policymaking entities: 

 Slow or put a moratorium on the growth of full-time virtual schools. In 

the area of full-time virtual education, states should place their first priority on 

understanding why the performance of virtual schools suffers and how it can be 

improved before undertaking any measures or programs to expand this new model 

of schooling. 
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 Revise performance accountability measures for virtual schools. Since 

some performance measures commonly used for public schools are inadequate or 

inappropriate for full-time virtual schools, more suitable measures should be 

devised, implemented and, over time, improved. Part of the solution may involve 

alternative or supplemental measures, including measures of market accountability.  

 Revise funding formula and financial oversight.  Funding formulas for 

virtual schools should reflect the actual costs of educating students in those schools, 

rather than the typical costs for educating students in traditional public schools. 

Given the high mobility of students in K12’s virtual schools, the practice of 

allocating funding for students who enroll should shift to funding based on the 

number of students who satisfactorily complete courses. This model is already in 

practice at the Florida Virtual School. More transparency is needed to understand 

how full-time virtual schools spend public funds. 

 

Future research and conclusion 

Our study has raised more questions than we initially sought to answer. A list of questions 

for future research is included in the final section of the report as well as in Appendix F. 

While we share the excitement of new technologies and the potential these have to improve 

communication, teacher effectiveness, and learning, we are convinced policymakers should 

move forward cautiously and only after piloting and thoroughly vetting new ideas. 

Although this report is modest in scope, we hope that its findings will help inform 

policymakers and motivate researchers to carefully study various aspects of full -time 

virtual schools. A better understanding of virtual schools can serve to improve this new 

model and help ensure that full-time virtual schools can better serve students and the 

public as a whole. 
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UNDERSTANDING AND IMPROVING 

FULL-TIME VIRTUAL SCHOOLS 

A  STUDY OF STUDENT CHARACTERISTICS , 

SCHOOL FINANCE ,  AND SCHOOL PERFORMANCE  

IN SCHOOLS OPERATED BY K12  INC . 

 

Introduction and Conceptual Framework 

Online learning for students in elementary and secondary education is becoming 

increasingly controversial, especially with the rapid expansion of full-time virtual schools. 

Because of the sudden appearance and growth of this sector, very little research evidence 

exists concerning costs, outcomes, or accountability related to virtual schooling.2 Barth, 

Hull, and St. Andrie (2012) note that “news organizations, rather than education 

researchers, seem to be taking the lead in investigating and reporting the effects of virtual 

schools” (p. 2).3 Yet despite limited research evidence to guide policy, more and more 

states are passing legislation to permit fulltime virtual schools or to remove the caps that 

once limited their growth.4  

The purpose of this report is to learn more about full-time virtual schools and better 

understand whom they serve, how they operate and spend their public revenues, and their 

impact on student learning. We are doing this by studying schools operated by K12 Inc., 

the nation’s largest provider of full-time virtual education at the elementary and secondary 

level. Our purpose is not to judge the merits of this company, of online instruction, or of 

the long-term growth of cyberschooling. Rather, we agree with the oft-repeated message 

that we need to know more about virtual schools so we can improve their performance and 

take measures to advance high-quality learning opportunities and ensure taxpayer dollars 

are well used. 

 

Growth and Expansion of Virtual Schools 

In 2006, a policy brief by Greg Vanourek5 published by the National Association of Charter 

School Authorizers helped lay out a framework for identifying and understanding the 

various dimensions and modalities of online learning. This framework illustrated a wide 

array of online options, ranging from delivery of individual courses, to hybrid or blended 

learning (i.e., part of the instruction in a given course is face-to-face, and part is delivered 

online), to full-time virtual schools. The focus in this report is on full-time virtual schools 

(also known as cyber schools or online schools), which deliver their curriculum and 
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provide instruction via the Internet and electronic communication. Most virtual schools 

are full-time, statewide, and asynchronous, with students learning from home and 

teachers working out of an office building or their home. 

All types of online learning are expanding; however, full-time virtual schools are gaining 

the most attention. These cyberschools are being pushed as a new tool for expanding 

school choice, for privatization of schooling, and as a new investment opportunity; they 

are not simply a means to supplement and expand the courses available in traditional 

brick-and-mortar schools. With advocacy and lobbying by key providers, and with the 

support of national organizations advocating school choice, 30 states and the District of 

Columbia have created full-time virtual schools,6 and even more states have approved the 

use of online instruction to deliver one or more courses to students attending public 

schools. 

Close to a quarter of a million students are enrolled in full-time virtual schools. These 

schools are often organized as charter schools and operated by for-profit education 

management organizations (EMOs).7 The largest operator of full-time virtual schools is 

K12 Inc., with 48 full-time virtual schools that enrolled just over 65,000 students in 2010-

11. Connections Academies is the second largest for-profit operator, with 13 schools and 

just over 20,000 students in 2010-11.8  Note that the schools and students we count are 

only for those schools at which the virtual provider has full control and responsibility for 

the school. K12 Inc. may be hired to provide curriculum, software or learning platforms, or 

support, although the responsibility and control of the school remains in the hands of a 

school district or other public entity that is considered the operator, while K12 serves as a 

vendor. This study does not investigate those additional K12 services.  

Figure 1 is adapted from a forthcoming book on school choice, to be released in the 

summer of 2012.9 In this book, virtual schools are found to represent a relatively small 

portion of the overall 

school choice options, but 

they also constitute one of 

the fastest-growing among 

them. Enrollment in full-

time virtual schools has 

been expanding rapidly in 

recent years, reaching the 

current estimate of 

250,000 students, 

compared with fewer than 

20,000 less than a decade 

ago. It is important to note 

that virtual schools, as a 

category of school choice, 

overlap with both 

homeschooling and charter 

 

Figure 1.  Estimated Enrollment Trends  
in Full-Time Virtual Schools 
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schools. Most virtual schools are organized as charter schools, although an increasing 

number of district and state education agencies are now starting full-time virtual schools. 

Private for-profit EMOs have played an important role in expanding the number of virtual 

schools and now operate these schools on behalf of charter school or district school 

boards. 

The enrollment in schools operated by K12 Inc. was just over 65,000. Estimates by 

Evergreen Education Group (a consulting firm that prepares an annual review of policy 

and practice for online learning) suggest that K12 had over 80,000 students in 2010-11;10 

we understand, however, that this includes both the schools that K12 operates as well as 

district-run schools for which K12 has a contract to provide services and support, but not 

for operational responsibility. Independent vendors such as K12 Inc. deliver close to half 

(47%) of all online courses in the country.11 

 

Arguments For and Against Virtual Schools 

Advocates for expanding virtual schooling claim that by using technology to enable 

teachers to communicate more effectively with more students, virtual schools can improve 

student learning and performance.12 Accordingly, there are claims that virtual schools can 

“potentially” improve productivity and decrease costs, but even proponents admit that 

there is still insufficient evidence to determine whether virtual schools are more effective 

than conventional schools or can actually reduce cost.13 

A report by the Fordham Institute titled Teachers in the Age of Digital Instruction14 

offered a vision for how technology might transform the teaching profession as well. 

Arguing that effective teachers will be even more important for online instruction, the 

authors suggest that salaries would rise for online teachers because of their greater 

effectiveness and because technology would allow them to reach more students, thus 

improving outcomes at lower cost. As Huerta (2012)15 found in his review of the report, 

however, evidence for such claims is insufficient to resolve whether that “potential” was 

real or just wishful thinking.  

Another argument for full-time virtual schools is that they promote school choice. Choice 

advocates belief that there are inherent benefits that arise as more parents become active 

choosers. Perhaps most importantly, school choice theory posits that increased choice will 

impose “market accountability” in the form of competition that drives schools to improve 

as they compete to recruit and retain students.16 

Critics, by contrast, raise a number of concerns about virtual schools at the elementary and 

secondary (K through 12) levels. These concerns are generally related to legislation and 

regulations that have not kept up with the rapid growth of virtual schools. Critics also 

question the motives of for-profit groups and school choice advocacy groups that lobby 

and advocate for the expansion of virtual schools.17 



 

http://nepc.colorado.edu/publication/understanding-improving-virtual 4 of 55 

Below, we summarize the research connected to the relative effectiveness of full-time 

virtual schools and the relative cost for these schools. Note that we are using “cost” here as 

meaning the same thing as “expenditures.” The more technically accurate use of the term 

would also take into account issues of productivity: the effectiveness of what is being 

purchased through that expenditure. We have adopted the more common usage because 

we are reporting on the work of others who have similarly taken that approach.  

 

Effectiveness of virtual schools 

In a policy brief, Glass and Welner (2011)18 reviewed research evidence related to the 

growth of online learning, the effectiveness of virtual schooling in terms of student 

achievement, the cost of virtual schooling, and the quality of virtual schools in terms of 

how these might be evaluated by accreditation agencies. They found that “no study 

examined test performance over an extended period of time, none attempted to compare 

outcomes for virtual and traditional full-time schooling, and none looked at a complete 

curriculum” (p. 5). Instead, they concluded that “there exists no evidence from research 

that full-time virtual schooling at the K-12 level is an adequate replacement for traditional 

face-to-face teaching and learning” (p. 5).  

The most comprehensive meta-analysis of research on online learning to date, published in 

2009 (and revised in 2010) and commissioned by the U.S. Department of Education, offers 

little help. Researchers found a slightly positive impact of online courses, but most of the 

studies reviewed were at the tertiary level (higher education and medical training) and 

were restricted to individual courses rather than studying full-time programs or schools.19 

Glass and Welner (2011, p. 5) summarized the findings as follows: “only five studies 

included in the meta-analysis were conducted at the K-12 level, and all of these involved 

comparisons of blended online plus face-to-face instruction versus only face-to-face 

instruction. Moreover, of the seven effect sizes from these five studies, two actually favored 

face-to-face instruction over blended instruction.” 

Thus, specific to full-time virtual schools at the elementary and secondary school levels, 

few studies have been completed on student achievement. These few studies are 

evaluations of charter schools, with results broken out for the subgroup of full-time virtual 

charter schools, or they are audits commissioned by states that address an array of issues, 

including performance. The findings have been largely negative. In a 2003 study of 

California charter schools, Zimmer et al. (2003)20 included some non-classroom-based 

charter schools and found that they had lower achievement scores than traditional public 

schools and other charters. In a 2002 evaluation of Pennsylvania charter schools, Miron, 

et al.21 found that four virtual charter schools performed worse than or similarly to 

comparison groups. A more recent study by CREDO (2011)22 looked at student 

achievement in charter schools in Pennsylvania, which now has the nation’s largest 

concentration of virtual charter schools. One-third of all charter school students in 

Pennsylvania are enrolled in eight very large virtual charter schools. This was the most 
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rigorous study of full-time virtual schools because it relied on student level results, it 

carefully matched students with similar non-charter students, and it based its analysis on 

students who remained in the virtual schools for at least two consecutive test events. The 

CREDO study found that students in charter schools were making significantly smaller 

gains in learning over time than matched students in traditional public schools. While 

students in brick-and-mortar charter schools were slightly behind their matched peers in 

district schools, the gains in learning over time by students enrolled in virtual charter  

A study of Colorado virtual schools found that half the online students 

wound up leaving within a year, and when they returned they were 

often further behind academically than when they started. 

schools were even smaller still. The math gains by virtual charter school students were 

substantially worse than the reading results which also showed virtual charter school 

students significantly behind their matched peers in brick-and-mortar district schools. All 

eight virtual charter schools in Pennsylvania showed learning gains that were significantly 

smaller than matched peers for both reading and math. There was not a single subject test 

in any of the eight schools that favored the students in the virtual charter schools.  

In a study of Colorado virtual schools, Hubbard and Mitchell (2011)  23 found that half the 

online students wound up leaving within a year, and when they returned they were often 

further behind academically than when they started. This study also found that the 

Colorado online schools produced three times as many dropouts as they did graduates and 

that one of every eight online students dropped out of school permanently, four times the 

state average for the study period. These findings were similar to those in a 2006 study of 

Colorado virtual schools conducted by the State Audit Office.24 This earlier study also 

found that online students performed poorly on the state assessments, especially in math, 

and that they had high rates of grade repetition, attrition, and dropping out.  

An evaluation of Wisconsin’s virtual schools found that virtual charter school students 

typically scored higher on state assessments in reading than other public school students, 

but lower in mathematics.25 Additionally, the Wisconsin study, which spanned a three-year 

period, found that only a small number of students were continuously enrolled in virtual 

charter schools over that time and their performance varied. 

In Minnesota, the Office of the Legislative Auditor evaluated online schools in 2011 and 

found that students in full-time online schools had low course completion rates and 

elevated school drop-out rates. They also found that students tended to lose more ground 

on the state math assessment.26 Although no state-authorized audit of full-time virtual 

schools has been undertaken in Arizona, there has been considerable reporting on the 

relatively weak performance of students in the state’s full-time virtual schools.27 

Over the last two years, the annual EMO profiles reports published by the National 

Education Policy Center have included indicators on adequate yearly progress (AYP) status 

and school performance ratings assigned by state education authorities. Of the full -time 
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virtual schools operated by private EMOs, only 27% are classified as meeting Adequate 

Yearly Progress.28 

 

Relative Costs for Virtual Schools 

There is an assumption that virtual schools are inherently more efficient because they 

operate at less cost than brick-and-mortar charter or traditional district schools. 

Examining virtual school legislation in 19 states, Thedy (2010) found that the funding 

formula for virtual charter schools was usually the same as for brick-and-mortar charter 

schools. Based on her analysis, she also established a set of recommendations to help 

ensure the quality, equity, and fiscal responsibility of virtual charter schools. 29 Barth, Hull, 

& St. Andrie (2012)30 reviewed policies regarding funding for virtual schools and found 

that depending on the state, the virtual schools were receiving between 70 and 100 percent 

of what traditional district schools received. In terms of funding for K-12 virtual schooling, 

Glass and Welner (2011) similarly concluded that state reimbursement policies varied 

widely.  

Just because virtual schools and brick-and-mortar schools do not receive the same 

allotments per pupil does not means they are treated differently according to the funding 

formula. As we explained in our national charter school finance study in 2010, 31 charter 

schools may be funded equally under the formula, but since many charter schools do not 

offer a full range of programs or serve large numbers of children with disabilities, they are 

not receiving as much in categorical funding. Charter schools and full-time virtual schools 

can, if they wished, qualify for more categorical funding by offering programs and services 

like vocational and technical education, and they can receive more money if they enroll 

more students with disabilities, particularly children with moderate and severe 

disabilities. 

Recently, the Fordham Institute published a study on the costs for online learning. 32 This 

study was based on interviews with about 50 entrepreneurs, experts and vendors in the 

field. The study estimated the annual cost for full-time virtual schools to be $6,400 per 

pupil, compared with approximately $8,900 for “blended learning” schools and $10,000, 

which is what the authors calculated was the average cost per pupil for all schools in the 

U.S.  Although the study lacked rigorous methods and there was a wide range of estimates, 

a review of the report by Rice (2012) concluded that it did explore a number of important 

topics and shared valuable insights, particularly in discussing the upfront costs of virtual 

schools and factors that can affect costs in diverse categories of expenditures.33  

Similar to the Fordham Institute study, an earlier study sponsored by the BellSouth 

Foundation34 also relied on interviews of persons seen as familiar with actual spending on 

virtual schools. This study concluded that virtual and brick-and-mortar schools had 

similar total costs and should be allocated matching public funds. This study did concede, 
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however, that it did not consider areas in which virtual schools had clear costs advantages 

such as facilities and transportation.  

For its analysis, the Wisconsin State Audit Office broke out expenditures by virtual schools 

into three broad categories: curriculum-related costs, staffing costs, and other 

expenditures. Below is a description of these three categories and the proportion of total 

expenditures that each category comprised.  

 Curriculum-related costs (47.5% of total expenditures). Most virtual charter 

schools purchase at least a portion of their online class curricula from contractors. 

They can purchase individual online classes or a license to own and modify a class 

for use from year-to-year. Curriculum-related costs also include students’ 

computers, printers, and Internet subsidies. 

 Staffing costs (45.8% of total expenditures). These expenditures included staff 

salaries and fringe benefits; travel to meet with pupils in or near their homes, to 

conduct pupil orientation sessions around the state, and to attend training events; 

and staff professional development, training, and dues and fees related to 

memberships in professional organizations. 

 Other expenditures (6.7% of total expenditures). This category consists largely of 

advertising expenses, computer equipment and maintenance, and office supplies.  

One of the key results from this Wisconsin audit was that in five out of 15 virtual charter 

schools, per pupil expenditures were higher than their chartering school districts’ per 

pupil education costs. In other words, a third of the virtual charter schools spent more per 

pupil than what was spent for similar services, on average, at other schools within their 

districts. Economies of scale appear to be the culprit; the five virtual charter schools whose 

per pupil expenditures exceeded their chartering districts’ per pupil education costs were 

all small schools, so the costs for the schools could not be distributed across a large 

number of students as happens in school districts or in the large virtual schools. 35 

Michael Barbour has been studying virtual schools for some time and has compared the 

costs for virtual schools and brick-and-mortar schools.36 He notes that the actual cost for 

virtual schooling, particularly the cost for full-time virtual schools, are difficult to 

determine since many of the schools are operated by for-profit companies. After reviewing 

a detailed budget for one of K12’s full-time virtual schools, he concluded that it was still 

not clear which category of the budget paid for K12’s proprietary course management 

system, which should be a large but readily recognizable expense. Barbour notes that 

district-operated virtual schools are more transparent with their financial data than those 

virtual schools operated by for-profit EMOs. 

One thing we learned from our analysis is that it is not possible to explain fully how K12 

Inc. spends the public resources it receives using the federal finance dataset. We are, 

however, able to determine categories or areas in which K12 is devoting relatively little or 

none of the money it receives from public sources. 
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Research Questions Addressed in this Report 

 What are the characteristics of the students enrolled in K12 schools and how does 

this differ from same-state averages? Here we consider race/ethnicity, the 

percentage of students who qualify for free and reduced-price lunch and special 

education services, the proportion of students classified as English language 

learners (ELL), and the distribution of students enrolled by grade. 

 How do the amount and source of public revenue for K12 schools differ from other 

charter schools and district schools? 

 How do the patterns of expenditure for schools operated by K12 differ from other 

charter and district schools?  

 What are the reasons for K12’s very low proportion of schools meeting Adequate 

Yearly Progress? 

 What is the performance of K12’s schools relative to same-state averages for all 

public schools? Specifically, we consider the proportion of students meeting state 

standards, graduation rates, and performance ratings assigned to schools by state 

education authorities. 

 What lessons can be learned from this analysis of K12 Inc. that could inform overall 

policy for full-time virtual schools?  

 

Methods and Data Sources 

This report draws on publicly available data, collected, audited, and warehoused by public 

authorities. The data sources are publicly available and are clearly documented. For this 

reason, readers will find it relatively easy to track and verify the data we report. To a large 

extent we allow the data to speak for itself, with relatively little interpretation until the 

final section of the report. Because this report draws on publicly available data, we made 

no data requests to K12 aside from the requests we make in connection with our annual 

report providing profiles of EMOs, when we ask K12, as we ask all other private EMOs, to 

confirm or help us revise the general information we report on their fully managed public 

schools across the nation. 

The scope of our study is limited to the full-time, virtual public schools for which K12 has a 

contract to manage in their entirety. There were 48 such schools operating in 2011-12. Our 

analysis does not include the virtual schools operated by school districts that use services, 

software, or curriculum from K12. Nor does our analysis cover other services offered by 

K12, such as the fee-based delivery to public and private schools of individual courses or 

curriculum, both in the United States and abroad. 
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This report represents a relatively quick and direct effort at gathering and reporting 

publicly available data. Although no sophisticated methods are used, we believe that the 

data sources and methods used allowed us to answer the research questions we have posed 

and, just as importantly, allowed us to identify new questions and areas for future 

research. When appropriate and necessary, further details about the methods are included 

in the sections containing actual findings.  

Study of K12 demographics. The primary sources for demographic data were state-level 

datasets and school report cards. If data were not found on state-level websites, we 

gathered information from the National Center for Education Statistics (NCES). The most 

recent data available from the NCES, as well as from the Idaho and Arkansas departments 

of education, are from 2009-2010. For the remaining states, data are from the 2010-2011 

school year. 

Study of K12 revenues and expenditures. Financial data come from the NCES Common 

Core of Data School District Finance Survey (F-33), School Year 2008–09 (Fiscal Year 

2009), the most recent year for which national school finance data are available. Spending 

by category is reported both as a percentage of Total Current Expenditures (TCE) and as a 

per-pupil amount.  

Seven unique K12 districts had financial data reported in the federal data set. However, 

one of these districts, Utah Virtual Academy, had suspiciously low total per-pupil revenues 

reported ($114) so we decided to remove this district from the analysis. The remaining six 

K12 units with district status comprised seven of the individual K12 schools (Arkansas’ two 

Virtual Academies are reported together). This represents seven of the 37 (18.9%) K12 

schools operational in 2008-09. The remaining K12 schools’ financial data were not 

separate from other schools in the CCD dataset. Although our financial analysis only 

covers seven K12 schools, these are very large and more established schools and they 

accounted for 58.2% of the K12 enrollments in the 2008-09 school year. 

The comparison groups for these schools are the state average for all public schools and 

the state charter school average. Only states with K12 schools are included when results 

have been aggregated across charter school averages or across comparison states. When we 

aggregate the data, we always use weighted averages based on enrollment. This means that 

the influence of a school, district, or state on the aggregate results is proportional to its 

enrollment.  

 

Limitations 

There are five general limitations that readers should keep in mind. 

Completeness of demographic data. While data on student ethnic background and free 

and reduced-price lunch status were rather complete, the special education data were not. 

This was particularly problematic in states where charter schools are not considered Local 
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Education Authorities or districts and thus did not have the legal responsibility to provide 

special education services.  

Completeness of school finance data. Although many indicators in the Common Core of 

Data are reported at the building level, finance data are reported at only the district level. 

This has implications for this study, since in many states charters are not organized into 

their own districts. Instead, they have autonomy but remain legally part of a public school 

district for reporting purposes. NCES statistical reports on finance categorize districts in 

three ways: (1) districts including only individual charter schools or groups of charter 

schools, (2) districts with both charters and traditional public schools, or (3) districts with 

no charter schools at all. This categorization represents a critical obstacle to obtaining a 

comprehensive survey of financial data, because many K12 schools are in mixed districts 

(or in full charter districts, but with other non-K12 schools), with no way to parse out K12 

data. 

In examining finance data, this report focuses only on K12 schools with data in the federal 

school district data set. In the end this meant we had usable data on only seven K12 

schools, although these seven schools represented 58.2% of K12’s total enrollment in fu ll-

time virtual schools. Our analyses included only public sources of revenues since none of 

the K12 districts included in this analysis reported revenues from private sources. Given 

the limited scope of this project, we could not mine state or district data sets, nor could we 

piece together the school finance from individual audits.  

A lot has been written and shared about K12’s corporate finance data, including the value 

of its publicly traded shares and the rapid growth of its annual revenue figures. Analyzing 

and interpreting this information is also beyond the scope and purpose of this report.  

Selection of comparison groups. For this study, we use two comparison groups: each K12 

school’s state average and state charter schools’ averages. When possible, we have also 

included national data for comparison purposes. We recognize that large differences can 

exist within states and that state averages, K12 districts, and charter school districts may 

not draw the same types of student.  We compare groups of schools by calculating mean 

scores for each group, however, these mean scores can mask considerable differences 

among schools in the same group 

Comparing two different forms of schooling. It is difficult to compare two inherently 

different forms of schooling. This is especially true with finance data. However ill-fitting, 

state and federal agencies use the same categories and variables for expenditures for 

virtual schools as they use for brick-and-mortar schools. Comparing spending is also 

complicated by the fact that virtual schools may spend more in start-up and expansion 

phases and less when schools are at full capacity. Further, the extensive involvement of 

private EMOs in the full-time virtual school sector means that sizeable fees are paid to the 

private operator and may be lumped into a single category of spending, even while the 

private operator may spend these resources across a number of areas.  

Evolving and changing group of schools. It is important to note that the network of K12 

schools is changing and growing rapidly and that the number, demographic composition, 
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and financial data of K12 schools today could be significantly different from 2008-09, the 

most recent year that financial data are available, or even from 2010-11, the most recent 

year that demographic and performance data were available. 

 

Student Characteristics 

Before examining school performance data, we analyzed and summarized results related to 

student background characteristics. This provides important contextual data that help to 

explain differences in school finance and school performance, both of which are explored 

later in this report. 

 

Race-Ethnicity 

The data from K12’s fully-managed schools indicate that three-quarters of the students are 

white [technically it is probably “White-Non-Hispanic”], which compares with 55% for the 

mean in states with K12 schools (see Figure 2). The proportion of black students served by 

K12 is similar to the state mean at 10.7% and 11.3%, respectively. But there is a large 

disparity between K12 and the comparison states in terms of the proportion of Hispanic 

students they enroll; K12 has 9.8% Hispanic students and the state mean is 27.6%. 

Although K12 has schools in places with higher than average concentrations of Hispanics 

(e.g., Arizona, California, and Texas), these virtual schools appear to be less attractive to 

Hispanics, or perhaps K12 is doing less outreach or marketing to this population. 

 

Figure 2. Ethnicity of Students in K12 Schools Compared with State and National 

Means, 2010-11 
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While the results in Figure 2 summarize weighted averages across all K12 schools and all 

host states, we also tallied the direct comparisons between each K12 school relative to its 

respective state average. At its South Carolina and Chicago, IL, schools, K12 had a higher 

proportion of nonwhite students relative to its respective state, but in all other schools, 

K12 consistently had a noticeably higher proportion of white students in its virtual schools 

compared to the states in which these schools are located. 

 

FRL, Special Education, and English Language Learner Status 

As illustrated in Figure 3, the proportion of students qualifying for free or reduced-price 

lunch (FRL) in K12 schools is 7.3 percentage points lower than the state mean (39.9% for 

K12 schools compared with 47.2% for states). In ten of its California schools, plus its 

Arizona, Ohio, Washington DC schools and its Chicago, IL school, K12 enrolled a higher 

proportion of FRL students compared to the respective state average. In the other two-

thirds of its schools at which data were available for both the K12 school and the host state, 

we found that K12 consistently had a lower proportion of students that qualified for FRL.  

 

 

Figure 3. Proportion of Students Qualifying for Free and Reduced-Priced Lunch, 

Classified as Special Education, or Classified as English Language Learners, 2010-11 
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11.5% for comparison states, and 13.1% for the nation). In five K12 schools, the proportion 

of students classified for special education was slightly higher than the state average, while 

the remaining K12 schools with data available had fewer students with disabilities.  

Given that charter schools usually have substantially lower proportion of students with 

disabilities compared to district schools or state averages,37 one might expect an even 

greater disparity, but the relatively small difference in the overall proportion of students 

with disabilities between K12 schools and their respective states does not mean that the 

two groups serve students with similar disabilities. Past research has established that 

traditional public schools typically have a higher proportion of students with moderate or 

severe disabilities while charter schools have more students with mild disabilities that are 

less costly to remediate or accommodate.38   

We will return to these special education results later in the report, when discussing K12’s 

spending. Schools can qualify for more funding for each child with a disability that is 

served, although the actual level of funding support and the funding formula that 

determines the amount of additional funds for students with disabilities varies 

considerably from state to state. Given that nearly one in ten of its students has a 

diagnosed disability, K12 is able to receive a considerable amount of additional public 

revenue to serve these students. In our school finance results later in this report, we 

include data on spending for special education, indicating that K12 spends a fraction of 

what other charter or districts spend on special education. 

English language learners represent a growing proportion of students in our nation’s 

schools, especially in the states served by K12 Inc. But only 0.3% of K12’s students are 

classified as English language learners (ELL). This is a striking difference from 13.8% for 

the states that have K12 schools (see Figure 3). None of the K12 schools had higher 

proportions of ELL students than their respective state and most schools have fewer than 

1% ELL students. With 6.3% ELL students, Community Academy Public Charter School 

located in Washington DC was the K12 school with the most ELL students.  

Specific demographic data for each of the K12 schools and their respective states can b e 

found in Appendix A. In this appendix, it is also possible to see the number of schools and 

states that were considered when calculating the weighted means. 

 

Enrollment by Grade Level 

The enrollment distribution of students by grade in all of the K12 schools is depicted in 

Figure 4. A disproportionate number of students served by K12 are in middle school grades 

while the number of students in the upper grades drops substantially after eighth grade. 

The distribution of students in all public schools in the country is also illustrated in Figure 

4. Given the comparatively equal size of age cohorts in the nation’s population, one can see 

a relatively even distribution of students across each grade in the distribution for the  
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Figure 4. Distribution of Enrollment by Grade Level for K12 Schools and for USA, 

2010-11 
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Figure 5. Number of K12 Students Per Grade Level and Number of Schools that 

Offer Instruction at Each of the Grade Levels 
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school year. Thus, the analysis covers the majority of enrollment for that year, but the 

representativeness of the remaining K12 schools is open to question, particularly since (as 

will be seen in the data presented below) the numbers vary so much between the seven 

included K12 schools. It should be noted that several factors make the examination of 

traditional public school and charter school finance difficult. These include:  

 Funding formulas for both traditional public schools and charter schools tend to be 

complex and vary considerably from state to state.40 

 Some types and sources of revenue are not easily captured, are not reported by 

schools and state agencies, or both. For example, schools’ general operating funds 

may be supplemented by allocations for capital investments, or for such 

supplemental services as transportation, vocational programs, or school health 

programs. Moreover, many charter schools secure large sums of private revenues, 

often kept outside the purview of analysts.  

Although a few states have reduced revenues for virtual charter schools relative to brick-

and-mortar charter schools, most states fund these two types of school with the same 

formula and rules. Nonetheless, this can still result in less per pupil revenue for K12 

schools or the charter schools since these schools enroll fewer students with special needs 

and are less likely to provide supplemental or optional programs that qualify for additional 

funding.  

 

Revenues 

This section presents findings from a comparison of (1) revenues relative to the number of 

students enrolled, and (2) revenue sources. It is important to reiterate that comparing only 

K12 or charter school revenues with those of traditional public schools can produce a 

misleading picture. Note that we use the term “revenue” instead of “allotment” since this is 

how public resources allocated to public schools are referred to in the federal school 

district finance dataset Traditional public school revenues often include funds for 

programs like adult education, not required of charter schools; traditional public schools 

receive and spend substantially more on special education and student support services; 

some traditional public school revenues include money earmarked for transportation of 

district students to charter schools, private schools, or both;41 and charter schools are less 

likely than traditional public schools to report private revenue sources.  Moreover, states’ 

funding formulas differ tremendously in important respects, such as the cost of living in a 

given area and how much of the funding is provided from the local level versus the state 

level. As is evident from the data presented below, this matters; if we were looking only at 

Pennsylvania or only at Idaho, the numbers would be considerably different. Averages of 

these seven K12 schools, therefore, should be interpreted with care and readers are 

encouraged to review school specific data in Appendix B. 
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Combined revenues. All public schools, including charter schools, can receive revenue 

from four major sources: federal, state, and local governmental sources, and private 

sources. In many states, schools are supposed to report private revenues as a component of 

local revenues. 

The K12 schools received an average of $7,393 in governmental sources of revenue per 

pupil in 2008-09, which is less than what charter schools or district schools received. The 

national average for all public school districts is $12,139. The average per-pupil revenue 

for Arizona, Arkansas, Idaho, Ohio, and Pennsylvania is only slightly lower, $11,706. The 

average combined per-pupil revenue for charter schools in these five states is $9,258.  

Federal, State, and Local Revenue. Figure 6 shows mean per-pupil revenues by source for 

the four groups we are comparing. The subset of seven K12 districts received significantly 

less in federal dollars ($373) than the national average ($1,104), the averages for states in 

which they are located ($853), or charter schools districts in those states ($883). On 

average, K12 schools also receive less revenue per pupil from state sources ($3,683) than 

the national average ($5,589), the five states’ average ($5,203) and less than charter 

districts in those states ($5,366). In terms of local sources of funding, K12 districts report 

$3,337 per pupil, which is less than the national average ($5,445) and the states’ average  

($5,650), but slightly more than charter schools in those states ($3,009). Note, however, 

that the state and local averages are hiding extreme state-level variations, tied to the 

different approaches in the different states’ school funding formulas (see Table 1). 

Figure 6. Distribution of Public Revenues by Source 
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Table 1. Per-Pupil Revenue Broken Out by Source for K12 Schools and Comparison 

Groups (2008-09) 

School Federal 
Revenue 

Same-
State 

Revenue 

Local 
Revenue 

Total 
Revenue 

Arizona Virtual Academy (AZ) $318 $6,489 $10 $6,817 

Arkansas Virtual Academies (AR) $599 $5,860 $2 $6,461 

Idaho Virtual Academy (ID) $406 $4,511 $48 $4,965 

Ohio Virtual Academy (OH) $443 $5,797 $13 $6,253 

Agora Cyber Charter School (PA) $257 $102 $9,647 $10,006 

Pennsylvania Virtual Charter School (PA) $404 $216 $9,212 $9,831 

 

Each of the schools’ revenues are compared to the national average, state average, and 

state charter school average in Appendix B. 

Private sources of revenues. None of the six K12 districts included in this analysis 

reported private contributions. But such contributions may nonetheless be included in the 

figures reported here, and they may still comprise a part of the overall revenue available to 

the school.42 In the federal NCES School District Finance Survey dataset, private revenues 

are considered a form of local revenues. Although some states break out revenue sources in 

four categories (federal, state, local, and private), states generally also group private 

revenues with local revenues.  

 

Expenditures 

In line with common practice among researchers who compare financial data across 

districts and states, this 

study also examines 

spending across diverse 

categories as a 

proportion of total 

current expenditures 

(TCE). TCE excludes 

capital outlay, which can 

increase and decrease 

dramatically from year to 

year. It also typically 

limits data to 

expenditures on 

elementary and 

Table 2. Total Current Expenditure Per Pupil  

for K12 Districts 

School Total  
current  

expenditures 

Arizona Virtual Academy (AZ) $6,155 

Arkansas Virtual Academies (AR) $6,299 

Idaho Virtual Academy (ID) $4,892 

Ohio Virtual Academy (OH) $6,088 

Agora Cyber Charter School (PA) $9,446 

Pennsylvania Virtual Charter Sch. (PA) $9,532 
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secondary education, excluding such services as adult education and community services 

that are often neither required nor generally offered by charter schools. 

On average, K12 schools spend less per pupil in total current expenditures ($7,156) than 

the national average ($10,267), the states’ average ($9,534), or charter districts in those 

states ($8,327). Table 2 shows the variation among the six K12 districts in per-pupil total 

current expenditures. The K12 schools range from $4,892 per pupil (Idaho Virtual 

Academy) to $9,532 (Pennsylvania Virtual Charter School).  

Spending on instruction and instruction-related costs. The NCES School District Finance 

Survey43 contains 68 indicators related to expenditures. We have grouped these indicators 

into four categories: (1) instruction and instruction-related activities, (2) student support 

services, (3) administration, and (4) operations. Differences among the comparison groups 

in terms of spending on these four major categories are illustrated in Table 3 and Figure 7 

below. In Appendix E, we compare each K12 district’s spending on these four categories 

with state averages and state charter district averages.  

NCES’ School District Finance Survey defines instruction expenditure as  

…payments from all funds for salaries, employee benefits, supplies, materials, 

and contractual services for elementary/secondary instruction; excludes capital 

outlay, debt service, and interfund transfers for elementary/secondary 

instruction. Instruction covers regular, special, and vocational programs offered 

in both the regular school year and summer school; excludes instructional 

support activities as well as adult education and community services (p. B-5). 

 

Table 3. Break Out of Expenditures Across Four Broad Categories of Spending, 

2008-09 

Comparison 
Group 
(Number of 
Students) 

 
Instruc-
tion 

 
Student 
support 
services 

 
Adminis-
tration 

 
Opera-
tions 

 
Total 
Current 
Expend-
itures 

 
Instruc-
tion 

 
Student 
support 
services 

 
Adminis-
tration 

 
Opera-
tions 

USA: All Public 
School Districts 

(N=48,979,375) 

$6,256 $1,021 $769 $2,221 $10,267 60.9% 9.9% 7.5% 21.6% 

5 State 
Average 

(N=5,413,237) 

$5,588 $945 $748 $2,253 $9,534 58.6% 9.9% 7.8% 23.6% 

5 State CS 
Average 

(N=273,343) 

$4,563 $502 $1,561 $1,700 $8,326 54.8% 6.0% 18.7% 20.4% 

K12 Districts 

(N=21,866) 
$5,068 $230 $1,499 $359 $7,156 70.8% 3.2% 21.0% 5.0% 
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Figure 7. Total Current Expenditures Broken Out Across Four Main Categories of 

Spending. 2008-09 

 

K12 spends more on instruction ($5,068 per pupil) than charter schools in their states 

($4,563) but less than the national average ($6,256) or the average of all schools in their 

states ($5,588). When per-pupil amounts are converted into percentage of total current 

expenditures, K12 schools spend a larger portion of their total current expenditures (i.e., 

70.8%) on instruction than any comparison group. We believe that a large portion of the 

$5,068 is used for computers that are loaned to students as well as contracts for online 

curriculum and the learning platform that are provided by K12 Inc. As we will show later, 

only a small portion of the overall instructional costs are devoted to teacher salaries, which 

is just the opposite for brick-and-mortar schools. 

Spending on student support services  comprises  pupil support services and instructional 

staff support services. NCES’s School District Finance Survey defines pupil support services 

as, “expenditure for attendance record keeping, social work, student accounting, counseling, 

student appraisal, record maintenance, and placement services. This category also includes 

medical, dental, nursing, psychological, and speech services” paid for by schools (p. B-10). At 

$230 per pupil, K12 spent the least per pupil on student support services compared with the 

other 3 groups. Charter schools in the states with K12 schools spend over twice as much as K12 

schools ($502) did on student support services, and this amount was substantially less than 

the state average for all public schools ($945) or the national average ($1,021). This may 

reflect that charter schools and K12’s virtual schools serve different types of students with 

disabilities than do traditional public schools or this could simply be due to reduced services 

and support provided by charter schools and K12 virtual schools.  
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Spending on administration. The administration category is made up of school 

administration costs, defined by NCES as “expenditure for the office of the principal 

services” (p. B-10), and general administration, defined as “expenditure for board of 

education and executive administration (office of the superintendent) services” (p. E -8). 

K12 spending on administration ($1,499) is significantly greater than the national average 

($769) and the states’ average ($748), but slightly lower than the states’ charter school 

average ($1,561). As Figure 8 shows, K12 schools paid more in administrative costs as a 

percentage of total current expenditures than did any other comparison group, although 

charter school districts as a whole were close behind (20.9% compared to 18.7%, 

respectively). 

Salary and benefits for administrators are part of the overall administration category of 

expenditures. Figure 8 showed that as a percentage of total current expenditures, K12 

districts spend 20.9% on administration, more than any other comparison group. 

However, unlike what one might expect, the per-pupil dollars K12 reported spending on 

specific salaries and benefits are not greater than other comparison groups. Figure 8 

shows total spending on administration, as well as total administration salary and benefits, 

as a percentage of total current expenditures, for each comparison group.  

On average, U.S. public school districts spend most of the money allocated to 

administration on salary and benefits. This is also true for the five states where the six K12 

districts analyzed are located. Charter schools in these five states spend 18.7% of total 

current expenditures on total administration costs, but only 10% of total current 

expenditures is spent on administration salary and benefits. This shift is much more 

extreme in the K12 districts’ data available in the 2008-09 F33 financial survey. Though 

K12 spends 20.9% of total current expenditures on administration, only 3.4% of total 

current expenditures is spent on administration salary and benefits. This leaves 17.5% of 

total current expenditures spent on other administrative costs, which are unspecified in 

the financial survey. The information in the federal data set does not contain details to 

 

Figure 8. Spending on Administration as a Percentage of Total Current 

Expenditures, 2008-09 
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explain this anomaly. Our assumption is that extensive spending on administration is 

accounted for by management fees and contracts for services provided for by K12’s central 

corporate offices. 

Spending on operations. The final category of total current expenditures is Operations. 

Operations includes spending for the operation of buildings, the care and upkeep of 

grounds and equipment, vehicle operation, student transportation, food services, 

maintenance, security, and enterprise operations (activities financed at least in part by 

user charges, for example). Because K12 operates virtual schools and not schools with 

actual physical facilities, it is not surprising that K12 spends considerably less per pupil 

($359) on operations than any other comparison group.  

The Operations category is further broken down into categories of (1) operation and 

maintenance of plant, (2) student transportation, (3) other support services,44 (4) food 

services, and (5) enterprise operations. None of the K12 schools devoted resources to food 

services, enterprise operations, or other support services and only the Idaho Virtual School 

reported devoting resources for transportation. The K12 schools did report very small 

amounts of resources devoted to operation and maintenance of facilities. Appendix B has 

specific expenditure figures across these variables for each of the K12 schools in our 

analyses. 

Spending on salaries. Figure 9 describes the patterns of spending on key categories of 

salaries (i.e. regular education, special education, and administration in per-pupil dollars). 

Compared to the national average ($2,219), the five states’ average ($2,778) , or the states’ 

charter school average ($2,717), K12 spends less than half the per-pupil dollars for regular 

education salaries ($1,054).  

Even though K12 schools enrolled around 4% fewer students with disabilities in 2008-09, 

K12 schools spend around one-third as much on special education salaries per pupil ($182) 

compared to the states in which these schools are located ($574). Based on special  

 

Figure 9. Per-Pupil Expenditures for Salaries, 2008-09 
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education enrollments in 2008,45 K12 schools enrolled a similar percentage of students 

with disabilities as average charter schools. Still, K12 spent less than half per pupil on 

special education teacher salaries compared to brick-and-mortar charter schools ($448). 

Similarly, K12 spends less than half per pupil on administrator salaries than the national 

average, five state average, or five state charter school average ($188 compared to $497, 

$453, and $698, respectively).  

Because K12 receives less in total public revenue, it logically should spend less on salaries 

and other costs. In order to examine the relevant amount that K12 devotes to salaries, we 

also looked at spending on salaries as a percent of total current expenditures (TCE) (see 

Figure 10). Even though K12’s TCE is less than any other comparison group, per-pupil 

spending on regular education salaries, special education salaries, and administrator 

salaries still comprise a smaller proportion of spending for K12 schools than any other 

comparison group. This means that K12 spends less in actual dollars for diverse categories 

of salary, and it also devotes a smaller proportion of its budget to salaries.  

Figure 10. Expenditures on Salaries as a Percent of Total Current Expenditures 

 

Table 4. Per-Pupil Spending on Salaries for K12 and Comparison Groups 

Comparison Group 
(Number of students)  

Salaries- 
Instruction 

Salaries- 
Regular 

Education 

Salaries- 
Special 

Education 

Salaries- 
Vocational 
Education 

Salaries - 
Other 

Education 

USA: All Public School 
Districts (N=48,979,375) 
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5 State Average 
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the total spent on instructional salaries. 
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Spending on salaries for instruction. Spending on instructional salaries is split, in the 

NCES dataset, into four categories: regular education, special education, vocational 

education, and other educational programs. In Table 4, K12’s spending on these categories 

of instructional salaries is compared to the national average, the five-state average, and 

the five state charter school average. Once again, K12 districts spent less  per pupil in every 

salary category compared with all other comparison groups. Across the K12 schools (see 

Appendix E) there are noticeable variations in spending, particularly spending on special 

education. The reduced spending for special education salaries could be a result of new 

cost-effective means of delivering special education services, or it could be due to shortcuts 

taken to maximize profitability. 

Spending on salaries for student support services.  Besides instructional salaries, there are 

a number of other salary indicators in the F33 Financial Survey. The per-pupil spending on 

these salary indicators is illustrated in Table 5. It is interesting to note the variability 

among the K12 districts on these indicators. Two K12 schools did not report spending 

anything on “Salaries for Support Services – Pupils”, which includes salaries for 

attendance, social work, student accounting, counseling, student appraisal, information, 

record maintenance, and placement services. This category also includes spending on 

salaries for medical, dental, nursing, psychological, and speech services (p. E-8). (Arizona 

Virtual Academy reported spending a small amount on this salary indicator, which 

rounded to $0).  

Only two K12 schools reported salary spending on “Student support services - instructional 

staff,” which includes the supervision of instruction service improvements, curriculum 

development, instructional staff training, academic assessment, and media, library, and 

instruction-related technology services.  

Arkansas Virtual Academies and Ohio Virtual Academy (OVA) reported no spending on 

“Student support services - general administration” or “school administration” salaries. 

General administration salaries are those for the board of education and executive 

administration; school administration salaries include those for the office of principal 

services.  

Table 5.  Per-Pupil Spending on Support Services Salary Indicators for K12 and 

Other Comparison Groups, 2008-09 

Comparison Group Support 
Services 
– Pupils 

Support  
Services – 

Instructional 
Staff 

Support 
Services 

- 
General 
Admin. 

Support 
Services 
- School  
Admin. 

Support 
Services - 

Operation & 
Maintenance 

of Plant 

Support 
Services - 
Student 

Transport. 

Support 
Services - 
Business/ 
Central/ 

Other 

USA $361 $291    $83 $414 $363 $155 $158 

5 State Average $331 $252 $109 $343 $361 $159 $146 

5 State Charter Ave.  $215   $99 $181 $517 $139   $15 $327 

K12 schools   $23     $5 $131   $56    $0    $0   $44 
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None of the K12 schools reported spending on salaries for the operation and maintenance 

of building services, grounds equipment, vehicle operation, security services, or salaries 

for student transportation. One district, Pennsylvania Virtual Charter School , reported 

spending on salaries for business/central/other support services, which includes fiscal 

services, planning, research, and development, evaluation, information, management 

services, and expenditures for other support services.  

The national averages, five-state averages, and five-state charter school averages on these 

support services salary categories can be compared to K12’s district averages in Table 5. As 

with the instructional salaries, K12 schools spend substantially less on support services  

salary indicators than the other comparison groups. The only exception is “Student 

support services - general administration” category in which K12 spent more per pupil 

than 2 of the comparison groups. Although three of the six K12 districts reported spending 

$0 on general administration salaries, PAVCS reported spending a substantial amount 

($581 per pupil), which raised the K12 district average ($131 per pupil) above the national 

average ($83 per pupil) and the five state average ($109 per pupil). However, K12’s 

spending on general administration is less than the five state charter district average ($181 

per pupil) for spending on “Support services - general administration.” 

Spending on employee benefits. The F33 financial survey includes a break out of employee 

benefits very similar to that of salaries. In general, those K12 schools that reported salary 

spending in a particular category also reported benefits in that same category. The 

employee benefits for instruction at every K12 district constitute a majority of spending on 

benefits. For five of the six K12 schools, over 85% of spending on employee benefits was 

reported in the instruction category.46 

The national average, five-state average, and five-state charter district average on benefits 

categories can be compared to K12’s spending on benefits in Table 6. Similar to the salary 

data, K12 spends much less on benefits for instruction and support services than the 

comparison groups. Once again, the only category of spending for which K12 is similar to 

comparison groups is for benefits for the general administration. 

 

Table 6. Per-Pupil Spending on Employee Benefits, 2008-09 

Comparison Group Total 
Employee 
Benefits 

Benefits - 
Instruction 

Support 
Services –

Pupils 

Support  
Services - 

Instructional 
Staff 

Support 
Services - 
General 
Admin. 

Support 
Services 
- School  
Admin. 

Support 
Services - 
Business/ 
Central/ 

Other 

USA $2,205 $1,421 $115 $93 $31 $134 $65 

5 State Average  $1,880 $1,222 $104 $90 $37 $115 $55 

5 State Charter Ave.     $881    $628   $33 $22 $44   $92 $25 

K12 Schools    $491   $416    $6   $1 $35   $21 $13 
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It is important to note that the subcategories in Table 6 do not add up to the total spending 

on benefits. This is because four additional areas to which schools can devote salaries and 

benefits are not included in the table:  (i) operation and maintenance of plant, (ii) student 

transportation, (iii) food services, and (iv) enterprise operations. These four categories 

were left out of Table 6, since the K12 schools did not report any spending on benefits in 

these categories.  

 

Cost Advantages and Disadvantages for Full-Time Virtual Schools 

Although K12’s schools receive less in public revenues than brick-and-mortar schools, 

these full-time virtual schools have considerable cost advantages that explain or justify 

differences in amount of public monies received. In this section, we present and explain 

some of the general costs advantages of the virtual school model and others that—based on 

our analysis of expenditures—appear to be specifically present in the case of K12 Inc. We 

then present and explain some likely cost disadvantages. First, the advantages:  

 Full-time virtual schools save on “Operations” expenses, including facilities, 

maintenance, transportation, and food services. Although there is a need for some 

infrastructure for corporate and central office staff, virtual school teachers and 

students largely work from home, thus saving on office space for instructors and 

classroom (and other school) space for students. The virtual school model results in 

considerable spending reductions in terms of facilities for instruction, furniture, 

and equipment. Only one of the K12 schools reported transportation costs , and this 

was a fraction of what districts spend per pupil on transportation. Districts and 

some charter schools have food preparation costs as well as costs associated with 

dining facilities and supervision of students during meals that must be considered, 

and this is an area where full-time virtual schools spend nothing. In terms of 

spending on operations, we found that K12 schools had a spending advantage of 

$1,894 per pupil relative to the comparison states. 

 K12 saves on student support services. Although reduced spending for student 

support services is not inherent in the virtual school model, this was clearly the case 

for K12 schools. Given that K12 indicates that its schools are now serving more “at-

risk” students, it is likely that additional spending in this category will be required . 

But based on our analysis of spending for student support services, K12 had an 

advantage of $715 per pupil.  

 K12 saves on teachers’ salaries. Compared with charter and district schools, K12 

spends considerably less for all categories of staff typically found at building or 

district levels. Savings such as these are achieved by having more students per 

employee or having employees work for lower salaries. The instructional costs are 

effectively passed on to the families, since parents need to oversee and sometimes 

tutor and provide direct instruction for students.47 Based on our analysis, the K12 
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schools had a spending advantage for teachers that was equivalent to $1,165 per 

pupil compared to the states in which K12 operated schools. 

 K12 spends considerably less on benefits for its employees. In terms of benefits for 

all categories of staff, K12 had a spending advantage of $1,250 per pupil relative to 

the comparison states. 

 K12 saves on reduced services or spending for children with disabilities. Even 

though K12 schools enroll students with disabilities at rates approaching 

conventional public schools, it spends substantially less on special education. 

Moreover, those students with disabilities who are enrolled in charter schools tend 

to have mild and less-costly-to-remediate disabilities.48 While public schools 

receive special education funds from state and federal sources, that funding seldom 

covers all the costs incurred; districts thus must cover additional special education 

costs as part of their current operating expenses.49 Based on our financial estimates, 

K12 has a spending advantage of at least $500 per pupil when it comes to special 

education salaries and other special education related costs (this excludes benefits 

for special education teachers, since the benefits category was itemized separately 

above). 

 Lower overall spending on employees also may stem from lesser services. Unlike 

many traditional public schools, charter schools as well as virtual schools are not 

obligated to provide such additional services as adult education or vocational 

education. Salary data indicated that K12 has few staff working in other programs 

and services outside of regular instruction. However, because we are not able to 

accurately compare programs and services, we have not reported the large cost 

savings that K12 schools are believed to have in terms of delivering reduced levels 

of programs.  

 District schools often struggle to maintain cost-efficient arrangements that match 

students with existing facilities and instructors. For instance, in a school choice 

context, a district may discover, as fall approaches, that a school with a capacity for 

30 teachers and 700 students has enrolled only 500 students, requiring some last-

minute scrambling and a situation with classes in each building that do not 

optimally match students to teachers.. Full-time virtual schools can more readily 

move and group students to match them cost-efficiently with instructors. The 

corresponding struggle for virtual schools concerns attrition – discussed later – 

which can result in a greater need for instructional staffing in the fall than in the 

spring.  

 While charter schools tend to be small and lack the economies of scale found in 

conventional school districts, K12 and other large operators of full-time virtual 

schools are able to adjust staffing and distribute costs for specialists or 

administrators over a larger number of students. 



 

http://nepc.colorado.edu/publication/understanding-improving-virtual 28 of 55 

 Enrollments in K12 schools are more concentrated at the elementary and lower 

secondary levels. For brick-and-mortar schools, at least, per-pupil costs in these 

grades are lower than in the upper secondary grades.50 

 K12 schools also have considerably fewer students classified as English Language 

Learners and fewer English-speaking students with special education needs. These 

students tend to require additional resources. 

 In most states, full-time virtual schools appear to be able to retain funds for 

students that leave after autumn head count (typically four weeks into the school 

year). In these states, when students leave a school after the autumn head count, 

the funding allocated to the school remains for the school year, even though the 

students who left return to another school or to a homeschool arrangement. 

Traditional public schools do not typically benefit from such mobility, since they 

are required to admit students at any time during the school year, meaning that 

places vacated are then filled by other mobile students (including those leaving 

charter schools and virtual schools). It is necessary to understand the scope, 

direction, and timing of student mobility to understand the extent to which 

companies like K12 can benefit from such a process. One study from Colorado 

indicated that half of the online students left their schools within a year; this 

pattern continued for three years.51 This raises an empirical question: To what 

extent do K12 and other full-time virtual schools enroll new, mobile students mid-

year even though no state funding comes with those transferring students? While 

accepting those transfers may provide a service, the business incentives for these 

(generally) for-profit companies would counsel against it. 

The examples presented above serve as illustrations of obvious cost advantages for K12 

schools. Below we list what we believe are likely cost disadvantages for full-time virtual 

schools. 

 Although it is not easy to determine from our financial analysis how—or on what—

K12 schools are spending their instruction-related costs, we can see from some of 

the literature that full-time virtual schools spend more on computers and software 

for students. Most virtual schools loan a computer to each student enrolled, and 

many of these schools also pay for monthly expenses for Internet service providers. 

Our analysis showed that K12 was spending more on instruction than comparison 

groups, but less on instructional salaries and benefits. Based on findings from the 

Fordham Institute study, computer and Internet subsidies plus extra hardware for 

teachers cost an estimated $1,200 per pupil. Even though some of these expenses 

may be distributed across two or more years, relative to spending by district in 

these same areas, we estimate that K12 schools have a spending disadvantage in 

this area of approximately $950 per pupil. 

 Full-time virtual schools spend more on their learning platform and the 

development and acquisition of content. These schools also spend more on the 

development and maintenance of their websites compared to brick-and-mortar 
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schools. The Fordham Institute study reported that spending for content 

acquisition, which includes the content-management system or learning platform, 

costs an estimated $800 per pupil. Traditional public schools also have costs in 

these areas for textbooks, and such, but costs are much lower. We estimate that K12 

schools have a cost disadvantage of about $450 per pupil. 

 Either the full-time virtual school or the company it contracts with for curriculum 

must invest more resources for the development of the curriculum. These costs are 

high in the start-up phase but should be reduced over time and as such expenses 

are distributed across more schools. 

 Full-time virtual schools have to spend much more on office equipment and 

computers for each staff member, although these schools have considerably fewer 

staff per pupil relative to brick-and-mortar schools. We assume that spending in 

this category is accounted for by the “operations” related costs reported by K12.  

 Full-time virtual schools have to spend more on advertising and recruitment than 

district schools that already have students assigned to them. Students attracted to 

virtual schools seem more mobile, which also indicates the need for greater 

spending on recruitment of students in order to replace all those that are leaving 

within and between school years. Beyond marketing and recruitment, K12 Inc. and 

other companies and advocates are spending on lobbying legislators and 

bureaucrats in order to facilitate the expansion of opportunities into new states and 

markets. 

Our lists of costs advantages or disadvantages underscore how complex and even 

confusing school finance can be. These lists also indicate how difficult it is to compare two 

very different school models using a set of variables based on practices from only one of 

these models. We hope that the detailed findings presented in this report will add clarity to 

how full-time virtual schools spent public resources and how this differs with brick-and-

mortar charter and district schools. 

If we sum up the cost advantages and disadvantages for K12 schools in categories for 

which we can generate estimates, we see that K12 schools have a cost advantage of over 

$4,000 per pupil.  If we could provide estimates for many of the other cost advantages that 

K12 and other virtual schools have, we believe that our estimate for cost advantages would 

likely surpass $5,000 per pupil in some states. [The greater the state support for virtual 

schools, the lower would be the cost advantage of such schools in those states.]  

 

School Performance Data 

In this section, results from a few key school performance indicators are reviewed, 

including Adequate Yearly Progress (AYP) status, state ratings, performance on state 

assessments in reading and math, on-time graduation, and student attrition. The results 
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across all these measures for the full-time virtual schools operated by K12 are by no means 

positive. In fact, all of the diverse measures we reviewed indicated a consistent pattern of 

weak performance. 

This report was prompted, in part, by a response from K12 Inc. following the release of the 

13th Annual Profiles of Education Management Organizations in January 2012.52 In our 

2012 report, K12 was identified as the nation’s largest for-profit EMO in terms of the 

number of students enrolled.53 Although the annual EMO Profiles reports are largely 

statistical digests with information on numbers of schools and enrollments of private 

EMOs, over the past couple years, we have begun to report some common measures of 

school performance, such as whether or not schools were meeting NCLB’s AYP targets, 

and—where available—state ratings for school performance. As we reported, the 

performance ratings for K12 and other private EMOs that operated full-time virtual 

schools were markedly lower than ratings for brick-and-mortar charter schools and 

traditional district schools. K12 criticized the findings in the 2012 EMO Profiles report and 

followed up this criticism with a report of its own that was released in April 2012. 54 In 

particular, K12 attacked our use of AYP targets. Because we agree that this criterion has 

limited usefulness (as noted in the EMO Profiles report itself and as discussed below), we 

wanted to expand our analysis. 

 

Adequate Yearly Progress and State Ratings Assigned to K12 Schools 

In our last two annual Profiles of EMOs,55 we included data on AYP and school 

performance ratings assigned by states. Although these are weak and flawed measures, 

they provide a descriptive indicator of school performance that can be aggregated across 

states. Essentially, AYP indicates whether any given public school meets its respective 

state standards. As we have consistently explained when discussing school performance 

measures, AYP is a relatively crude indicator of whether or not schools are meeting state 

standards. One should be cautious in drawing conclusions from such a school performance 

measure, and one should be cautious in interpreting differences among groups of schools. 

At the same time, we argue that extremely large differences such as the 25 percentage 

point difference between virtual schools and brick-and-mortar schools which has been 

observed over the past two years of data warrants further attention rather than excuses. 

Given the rapid growth of full-time virtual schools, it is critical that we understand why so 

few virtual schools are able to meet state standards. 

While the performance of K12 schools on the AYP measure is poor, it is important to note 

that other EMOs that operate virtual schools have similarly weak performance levels, as 

illustrated in Figure 11. In our 13 th Annual Profiles of EMOs released in January 2012,56 we 

reported that 33% of the K12 schools met AYP in 2010-11. Since the release of that report, 

there are now more AYP ratings available for K12 schools and we have adjusted the AYP 

rate for K12 schools downwards to 27.7% which is almost identical to the average for all 

EMO-operated virtual schools (27.4%). 
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As a point of comparison, it 

is estimated that only 52% of 

all public schools (district 

and charter schools) in the 

U.S. met AYP during the 

2010-11 school year.57 The 

AYP ratings for virtual 

schools managed by EMOs 

were substantially weaker 

than the ratings for the 

brick-and-mortar schools. 

While only 27.4% of the 

virtual schools met AYP, 

51.1% of the brick-and-

mortar schools operated by 

EMOs met AYP. In the 

previous year, 30% of the 

virtual schools operated by 

EMOs met AYP.58 

In April 2012, K12 released its own report on the performance of their schools. In that 

report59 the authors share a number of concerns about the relevance and utility of AYP,60 

which we summarize below:   

 AYP is structured to reward schools that have small, stable, and/or homogenous 

populations, i.e., traditional suburban schools. 

 AYP is not structured to reward growth. 

 AYP is an annual “snapshot in time” look at student performance, thus favoring 

schools with steady populations. 

 AYP is a binary model being used to interpret something very complex—namely 

student learning and the effectiveness of a school in helping students achieve that 

learning. 

We find little here to disagree with. At the same time, we recognize that these measures are 

used to hold all public schools accountable, and they are used to determine whether 

corrective or punitive action needs to be taken for schools that do not meet their respective 

state standards. 

After seeing the surprisingly low AYP ratings for K12 and other virtual schools, and after 

noticing that these schools did not appear to serve more disadvantaged students than local 

district schools, we hypothesized that K12 schools may not be meeting AYP due to falling 

short of the test-taking rate mandated by NCLB. Schools must have, pursuant to NCLB, at 

least 95% of the students completing the test (in any grade with a required state 

assessment). Two characteristics of full-time virtual schools may make this a difficult 
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obstacle: (1) attrition, with a large portion of the students enrolled in the fall no longer 

attending in the spring;61 and (2) the challenge of getting all students to come to a common 

test site for the state assessment. 

We tested this hypothesis by reviewing available data and information from state 

education agencies related to the specific reasons for why K12 schools are not meeting 

AYP. In summary, we did find that in a number of cases, the K12 schools did not have a 

sufficient number of test takers to meet NCLB’s AYP requirements. At the same time, we 

found that in all but a few cases, the insufficient proportion of the students taking the test 

still did not meet state standards. In Appendix C we present a table that indicates whether 

or not each K12 school met AYP and the reasons cited by state authorities for why 73% of 

the K12 schools did not meet AYP in 2010-11. 

In addition to AYP data, we have reviewed the state ratings assigned to each of the K12 

schools (these are also included in Appendix C). A total of 36 of the schools were assigned 

some form of state rating for the 2010-11 school year. The state rating categories vary 

considerably; some assign letter grades and other specify whether or not the school is in 

corrective action and which year or phase of corrective action. In many cases, the state 

ratings are based on a variety of measures, and in some states this includes gain scores of 

students who remain in the school for a year or more. Of the 36 K12 Inc. schools that had 

been assigned a school rating by state education authorities, only seven (19.4%) of these 

schools had ratings that clearly indicated satisfactory status. 

 

Performance on State Reading and Math Assessments, Grades 3-11 

In addition to AYP, which has stringent cuts-offs designating whether or not a school has 

met state standards on each of the grade and subject level assessments, we also looked at 

the overall or mean performance of the K12 schools on state reading and math assessments 

and compared this to average state performance. Mean performance refers to the percent 

of students that meet or exceed state standards. The mean scores reported in Figures 12 

and 13 represent weighted averages for all K12 Inc. schools that reported both test data 

and the number of students per grade. We required data on the number of students per 

grade or the number of actual test takers, since this was used to calculate a weighted 

average. A weighted average was also calculated for each state that had a K12 school within 

its boundaries. Appendix D contains details on the actual scores of each K12 school. Not all 

states and K12 schools had assessment data for all grades, so there are some fluctuations 

in the number of K12 schools and the number of states considered in each weighted 

average. These details also are available in Appendix D. 

Across grades 3-11, the K12 schools were between 5 and 12 percentage points behind the 

state average in reading (see Figure 12). In other words, K12 schools, on average, have 

consistently a lower proportion of their students meeting or exceeding state standards in 

reading. 
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Figure 12. Proportion of Students Meeting State Standards in Reading by Grade, 

2010-11 
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2010-11 

0%

10%

20%

30%

40%

50%

60%

70%

80%

90%

100%

3rd 4th 5th 6th 7th 8th 9th 10th 11th

Students Meeting or Exceeding State  Targets on Reading Assessments

K12 State Mean

0%

10%

20%

30%

40%

50%

60%

70%

80%

90%

100%

3rd 4th 5th 6th 7th 8th 9th 10th 11th

Students Meeting or Exceeding State Targets on Math Assessments

K12 State Mean



 

http://nepc.colorado.edu/publication/understanding-improving-virtual 34 of 55 

As can be seen in Figure 13, the gap between K12 schools and the states is substantially 

larger for math than it was for reading. Also noteworthy is that this gap in performance  

The mean performance of K12 schools on state reading and math 

assessments reveals that these virtual schools consistently lag behind 

performance levels of the states from which the schools draw their 

students. 

increases dramatically over the grades. In grade 3 the gap in math performance is 14 

percentage points, and in grade 11, it rises to almost 35 percentage points. These especially 

weak results in math constitute a finding that was apparent in other studies or audits of 

virtual schools.62 

The review of mean scores across schools provides a better—albeit still far from perfect—

measure of school performance. The mean performance of K12 schools on state reading 

and math assessments reveals that these virtual schools consistently lag behind 

performance levels of the states from which the schools draw their students.  

 

Graduation Rates  

The manner in which schools and states record and report graduation rates has become 

more standardized in recent years. The measure in wide use today is “On-Time Graduation 

Rate,” which refers to the 

percentage of all students who 

graduate from high school within 

four years after they started 9th 

grade. The numerator is all high 

school students who graduated 

with a high school diploma within 

four years of starting 9th grade. 

The denominator is the total 

cohort size starting 9th grade four 

years prior to graduation (for our 

analyses we are looking at 2006-

07 to 2010-11). There were 18 K12 

schools that had a score related to 

on-time graduation rate in 2010-

11. We weighted the data based on 

the total number of students 

enrolled in the high school grades 

in each of the schools for which 

 

Figure 14. On-Time Graduation Rates for 

K12 Schools and Host States 

Note. These figures are represented weighted averages 

from 18 K12 schools and 15 states that had K12 schools 

within their boundaries. 
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there was a graduation rate. As Figure 14 illustrates, the on-time graduation rates for the 

K12 schools is just below 50%. The weighted mean for the states was 79.4%.  

It is important to note that the low graduation rate for schools operated by K12 Inc. is 

likely to be closely related to—and impacted by—student attrition, which is considerably 

elevated in full-time virtual schools. 

By itself, the graduation rate is insufficient in order to hold the schools accountable. 

However, this is an important outcome measure and helps to complete the overall picture 

of school performance. 

 

Student Attrition 

Virtual schools are choice schools; therefore, they should be keen to attract and retain 

students. In fact, advocates of school choice emphasize the importance of measures related 

to market accountability such as ability to attract and retain customers. For this reason, 

student attrition in virtual schools could be considered a supplemental measure of school 

performance. We do have concerns, however, that attrition rates may be inherently higher 

in full-time virtual schools and that this may not even be a disadvantage. The key question 

is whether these schools are providing a service to a mobile or transient population or 

whether it is driving transiency where it otherwise might not exist. 

Because of the ease with which students can be enrolled and disengage, parents and 

students may seek out full-time virtual schools as a place to “park” for a short period of 

time because of, for instance, family mobility or the temporary lack of a desirable brick-

and-mortar option. In those instances, the virtual school is providing a service. In other 

instances, however, parents and students may be drawn into an ill-fitting option by 

persuasive television advertisements and may not discover their error until after 

enrollment. Or parents and students may leave a virtual school simply because they 

consider it to be of poor quality. In those latter instances, the virtual school may be doing 

harm, not providing a service. Empirical evidence concerning the exact nature of the 

apparently large attrition rates at these schools is necessary if researchers and 

policymakers are to tease out what those rates really mean. 

The federal data sets did not have a common variable for student attrition, and states tend 

to identify or report attrition or student mobility in ways that differ greatly. For this 

reason, we could not obtain comparable results from a common public source. Instead, we 

reviewed results from evaluations and state audits of full-time virtual schools. From this 

evidence it was clear that, regardless of whether the virtual school was operated by a for-

profit EMO or a district, there were likely to be high levels of student attrition.63 

We also considered evidence provided by K12 in its publicly available report on school 

performance that was released in April 2012.64 In that report, K12 noted that its 

enrollment applications indicated that 31% of the parents intended to keep their students 
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enrolled for one year or less and more than half intended to keep their students enrolled 

for two years or fewer. In this report, K12 also noted that 23% of its current students were 

enrolled for less than a year and 67% had been enrolled for fewer than two years. These 

findings suggest that many families do in fact approach the virtual schools as a temporary 

service. 

 

Discussion and Conclusion 

In this final section, we first summarize evidence specific to each of our research 

questions. Next we explore and discuss a number of possible explanations for the generally 

weak performance of K12 schools on common measures of school performance. This study 

has generated a number of new research questions related to full-time virtual schools and 

to K12 Inc., and these questions are listed in this section. Finally, we present a set of 

recommendations for policymakers that should apply to K12 Inc. and other providers of 

full-time virtual schools.  

 

Answering our Research Questions 

What are the characteristics of the students enrolled in K12 schools, and how 

does this differ from state averages? 

K12 serves more white students (75.1% for K12 compared with 54.7% for comparison 

states) and fewer Hispanic students (9.8% for K12 compared with 27.6% for comparison 

states). On average, K12 schools have 7.3 percentage points fewer students qualifying for 

free and reduced-price lunch. Close to one in 10 students enrolled in a K12 school have a 

diagnosed disability, which is only a few percentage points lower than the same-state 

comparison group and 3.5 percentage points lower than the national average for public 

schools. Only 0.3% of K12 students are classified as English language learners, compared 

with 13.8% of the same-state comparison group. K12 serves student at all grade levels, but 

has a higher concentration of students in the middle school grades, and the mean 

enrollments by grade drop considerably after grade 8.  

How does the amount and source of public revenue for K12 schools differ from 

other charter schools and district schools? 

K12 schools receive on average $7,393 per pupil during the 2008-09 school year. This is 

approximately 36% lower than district schools in the same states as K12 has schools, and 

20% lower than charter schools in these same states. 

How do the patterns of expenditure for schools operated by K12 differ from 

other charter and district schools? 
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K12 schools spend more on overall instruction, but substantially less on salaries and 

benefits for instructional staff, which are typically the largest component of instruction 

spending. Similarly, K12 schools spend a higher proportion of their total current 

expenditures on administration, but considerably less on administrator salaries and 

benefits. As expected, K12 spends little or nothing on items such as facilities and 

maintenance, transportation, and food services. K12 also spends relatively little for 

supplemental programs and an array of activities and services that fall under the category 

of Student Support Services. Although K12 enrolls students with disabilities at rates only 

moderately below public school averages, it spends half as much as charter schools on 

special education instruction and a quarter of what districts spend on special education 

instruction. 

What are the reasons for K12’s very low proportion of schools meeting 

Adequate Yearly Progress targets? 

Only 27.7% of K12 schools met AYP targets in 2010-11. This can be compared with an 

estimated 52% of all public schools in the country that met AYP in the same year. The 

majority of the K12 schools did not meet AYP because one or more groups of students did 

not meet the state target on either the math or reading assessments. Also, in some cases, 

K12 did not meet the participation target, which requires that at least 95% of the students 

in a given grade take the state assessments in math and reading. So we know that the 

immediate reasons for this failure were simply low test scores. Later in this section, we 

offer some thoughts as to why this may be happening.  

What is the performance of K12’s schools relative to state averages for all 

public schools in terms of the proportion of students meeting state standards. 

What is the performance of K12’s schools as shown in graduation rates and 

performance ratings assigned to schools by state education authorities? 

As just noted, only 27.7% of K12 schools met AYP in 2010-11. This is similar to other full-

time virtual schools operated by EMOs (27.4% met AYP). Thirty-six of the 48 K12 schools 

were assigned school performance ratings by state education authorities, and only seven 

schools (19.4%) had ratings that clearly indicated satisfactory progress. 

K12 schools consistently had fewer students meeting state targets on assessments in 

reading and math. Across grades 3 to 11, the K12 schools were between 5 and 12 percentage 

points behind the state average in reading. K12 schools lagged further behind in math, and 

this gap increased in higher grades. In grade 3, K12 schools were 14 percentage points 

lower than state averages in math, and by 11 th grade this gap increased to 35 percentage 

points.  

The K12 schools that served high school grades had a 49.1% on-time graduation rate, 

compared with 79.4% for the comparison states. 

What lessons can be learned from this analysis of K12 Inc. that could inform 

overall policy for full-time virtual schools? 
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Further below in this section, we outline recommendations specific to state policymakers 

and other actors that authorize and oversee full-time virtual schools. 

 

Possible Explanations for Poor Performance of K12 Schools 

There are a number of possible reasons for the relatively poor performance of full -time 

virtual schools on common measures of school performance. We explore and discuss some 

of these possibilities below. 

Commonly used school performance measures do not adequately apply to 

full-time virtual schools. K12 maintains that commonly used school performance 

measures do not adequately apply to virtual schools, since they have high levels of student 

mobility. This argument has some merit and is comparable to similar obstacles faced by 

large urban districts. As applied to full-time virtual schools, this raises an important 

empirical research question: Are these schools simply enrolling students who would be 

mobile in any case, or are the schools contributing to the mobility – increasing the given 

state’s overall levels of student mobility? 

Insufficient funds. Another possible explanation for the weak performance is that there 

are insufficient funds allocated for these schools. Our analyses found K12’s virtual schools 

receive fewer revenues on average than brick-and-mortar charter schools and district 

schools, although K12 schools (and other virtual schools) have a number of cost 

advantages that justify the differences in revenues. A more in-depth analysis of the true 

costs of educating students in full-time virtual schools is required to better understand if 

insufficient revenue is indeed the cause of poor performance. 

It is relevant to note that K12 Inc. shares positive news with investors about the 

profitability of the company and announced in May 2012 that it seeks to “increase 

profitability in fiscal year 2013” by implementing as much as $20 million in costs savings. 

K12 argues that these cuts can be made “without any adverse effects on student 

performance, employee retention, customer satisfaction, or our growth rate.” 65 Such 

statements by K12 suggest that it believes that weaknesses in performance are not due to 

insufficient revenues or cannot be addressed with additional resources. An alternative 

explanation is that the company chooses not to address them to protect profits . 

Our analysis of cost advantages and disadvantages suggests that K12 has a typical cost 

advantage of between $4,000 and $5,000 per pupil. This amount is in line with the actual 

difference in mean revenues per pupil between K12 schools and public schools in the states 

in which K12 operates. (K12 was receiving $4,300 less per pupil in public revenues than 

the average for all schools in the states in which K12 operated.) 

Inadequate or misaligned curriculum may also explain the troubling 

performance of these schools. This hypothesis was not explored in this study.66  
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Inadequate or insufficient instruction. A fourth possible explanation for the weak 

performance relates to inadequate or insufficient instruction and this possibility is 

considered in our report in terms of two factors: student-teacher ratios and overall 

spending for salaries for various types of teachers and staff in the schools.   Although the 

teacher-student ratios reported by K12 schools vary considerably, the average across K12 

schools, when weighted by student enrollment, showed that there were 61.4 students for 

each full-time equivalent teacher.67 For the states in which K12 has schools, there were 

16.9 students for each teacher in conventional schools. 

Because K12 has more than three times the number of students per teacher relative to 

traditional or charter brick-and-mortar public schools, the higher student-teacher ratio 

may help explain the poor performance of its schools. This also appears to be the key 

explanation for reduced per-pupil spending on instruction. Given the evidence available to 

us, however, it is not possible to discern whether K12 teachers have relatively lower or 

higher salaries and benefits compared with charter or district schools.  

As our evidence indicates, K12 is enrolling and serving an increasing number of students 

with disabilities and students that it classifies as “at-risk” (K12 uses this designation 

because they are already behind grade level expectations when they arrive).68 Schools 

serving more students with disabilities qualify for additional funding.69 Using the most 

recent available data, close to 10% of K12’s students have disabilities, while three years ago 

we estimated that only 6% of students enrolled in K12 schools had disabilities. In the area 

of special education, particularly special education teacher salaries, we found that K12 

spent less than half of what charter schools spend on special education and a third of what 

district schools spend. Given K12’s performance problems and given its enrollment of 

increasing numbers of students with special needs and those needing remedial instruction, 

it would seem that K12 should be increasing spending on payroll for special education 

instructors and on student support services. K12’s current comparatively lower spending in 

these areas may also help explain the schools’ poor performance and even its high student 

attrition rates. 

As our findings revealed, in addition to devoting fewer resources to instructional staff, K12 

devotes few if any resources to other categories of staff that are typical in traditional 

schools, including staff involved with Student Support Services. Our findings showed that 

K12 has been spending considerably less than comparison schools on salaries and benefits, 

but we could not clearly determine where or how “instructional-related costs” were being 

spent, since the sub-categories of expenditures available in the federal finance dataset did 

not capture this. We believe that K12 was devoting a large portion of its instruction-related 

expenses for computers, software, and Internet access to students as well as online 

curriculum and the learning platform, all of which are provided by the company. 

If weak or inadequate instruction helps to explain the poor performance of K12 schools, 

one would also expect to see worse outcomes for math as compared to reading, since 

reading tends to be more readily influenced by home-background factors while math—

especially the advanced math that students take in upper grades—is more heavily 

dependent on outside instructors. That is, many parent with students in virtual schools can 
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help their children with math at the primary level, but they are less likely to be able to 

instruct their children in the advanced math students encounter in the upper grades. Here 

the school-based instruction is increasingly important, and it is indeed in these upper 

grades that we see the performance of K12 schools in math plummet compared to state 

performance levels. This finding was also apparent in other studies of virtual schools. 70 

Poor fit. Finally, we note the issue of ‘fit.’ Full-time virtual schools may have the potential 

to provide a strong learning environment for some students but not others. Learning styles 

and resources within a home will differ from student to student. That possibility is not 

explore in this study, but it presents an important empirical question for later research as 

well as an important policy question concerning, for instance, the sorts of advertising 

being used to draw new enrollees into full-time virtual schools. 

 

Recommendations for Policymakers 

Although researchers have already provided information and advice on policy issues 

related to virtual schools (see for example, the work of Huerta, González, & d'Entremont 

[2006]; Barbour & Reeves [2009]; and Glass & Welner [2011]71), decisions taken thus far 

to open state markets for virtual schools or to lift caps on virtual schools have, we believe, 

been largely driven by extensive lobbying and special interests, rather than evidence. Now, 

based on the findings from K12’s own school performance report and the findings in this 

report, we believe there is a much greater understanding of the relatively poor 

performance of virtual schools, particularly those operated by K12. This information and 

these insights can help guide policymakers as they develop or revise legislation related to 

full-time virtual schools.72 In particular, based on the findings in this report, we include 

the following policy recommendations. 

Slow or put a moratorium on the growth of full-time virtual schools. 

In our earlier review of evidence on the effectiveness of full-time virtual schools we found 

that there was no evidence that indicated that full-time virtual schools outperform brick-

and-mortar schools. In fact, studies on full-time virtual schools in the charter school sector 

have all found the performance of these schools to be lagging substantially behind brick-

and-mortar charter schools and district schools. The new findings summarized in this 

report on AYP and state-assigned school performance measures, on mean performance on 

state reading and math assessments, and on-time graduate rates, all found that K12 

schools were performing at levels far below those of the states in which they operate. While 

more research is needed on this issue, measures should be taken in the meantime to stop 

or slow further growth of these schools until we understand why their performance suffers 

and how this can be remedied.73 

Revise performance accountability measures for virtual schools. 
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Given K12’s valid concerns about the relevance and utility of performance measures used 

to hold virtual schools accountable, it seems prudent to rethink those accountability 

measures. We agree with K12 that many measures under NCLB do not adequately apply to 

full-time virtual schools. At the same time, we are not impressed with the alternative 

evidence that K12 reports in its own report on school performance, since (i) that evidence 

focuses on a subset of students that are more adapted to online learning; (ii) the 

comparison groups are not necessarily relevant; and (iii) oversight agencies would be 

dependent on K12’s reporting from its own internal assessment, rather than relying on a 

common assessment for all public schools handled by a testing company or an 

organization that reports to the state education agency.74 

In its own report on the performance of its schools, K12 does an excellent job of arguing 

why regular measures of school performance do not function well in capturing the 

performance of its schools. The strongest argument made by K12 is that standard measures 

of school performance do not work because of the extremely high mobility rates of its 

students. As K12 argues, a large portion of the students tested have only just arrived at a 

K12 school, and a large portion will not remain until the next year. This is a good argument 

for why standard measures of school performance may not be fair to schools like K12 or 

high poverty urban schools that have high rates of student mobility. At the same time, the 

elevated rates of student mobility also may serve as an alternative or supplemental 

measure of school performance related to market accountability. Because K12 embraces 

school choice and money following the student, and even acknowledging a subset of 

families that view the schools as a form of ‘rest stop’ between other schooling options, it is 

comes with ill grace for that company to argue that high student mobility does not 

represents a market signal that families and students are not satisfied and are not willing 

to stay.75 Unfortunately, given that many state funding approaches are based on fall 

student counts, this market signal is dulled by K12’s successful efforts to replace students 

anew each fall either because of the large demand for places in virtual schools or because 

of its extensive investment in marketing. Student mobility is only one of many alternative 

or supplemental accountability measures that might be used for full-time virtual schools.  

Revise funding formula and financial oversight. 

The results from our analysis of revenues and expenditures raise more questions than we 

initially sought to answer. Funding formulas used to direct public resources to virtual 

schools need to be rewritten and should reflect attrition issues as well as the actual costs of 

educating students in virtual environments. Given that we now have two very distinct and 

different models for delivery of instruction, it seems apparent that a singular funding 

formula is problematic. 

Charter proponents and opponents have aired a wide variety of arguments about whether 

or not the “marketplace” in which charter and traditional schools compete is a level 

playing field, based on assumed financial advantages or disadvantages that either type of 

school experiences. These cost advantages and disadvantages were discussed in our 2010 

national study of charter school finance76 which found that charter schools received on 

average around 20% less than district schools in public revenues, but this difference was 
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largely accounted for with extra spending required by district schools for special 

education, student support services, and transportation. 

A recent study by the Center for Public Education (CPE) concluded that “States need to 

establish straightforward funding policies based on a clearer understanding of true costs, 

how the money is distributed, and the impact on local school districts” (p. 2). 77 As the 

authors of the CPE study argued, we need to better understand the true costs of educating 

a student in a full-time virtual school. Having this information will make it easier for 

policymakers to sensibly suggest revisions to how these schools are funded.  

In this regard, consider Florida Virtual School (FLVS), which serves as a national model 

for virtual instruction. FLVS is driven by a performance-based funding model. Rather than 

receive funding based on all students that enroll or decide to try out virtual schools, FLVS 

only receives funding for students who successfully complete courses.78 

Consider also the work of Huerta, González, and d’Entremont (2006),79 who outlined key 

policy issues that deserved attention. Among the issues they highlighted were the need for 

differential funding associated with online learning models that have lower costs, new 

accountability measures that could account for and define adequate instructional time, and 

improved reporting of how per-pupil payments are linked to services provided. Six years 

later, these and other policy recommendations raised by scholars80 have been largely left 

unaddressed by legislators. We believe the findings in this report support the earlier 

suggestion by researchers that policymakers revise how virtual schools are funded.  

In addition to revising funding mechanisms, it is necessary to improve oversight of school 

finance for this new model of schooling. As this study reveals, common categories and 

variables used to organize and classify school expenditures are not easily applied to full -

time virtual schools, where more is spent on contracts for curriculum and learning 

platforms than for actual instructors, and where more is paid for administration but less is 

spent on salaries and benefits for school administrators. Our analysis of expenditure 

variables from a federal school district finance dataset could not fully explain how K12 was 

spending its public revenues; what we could determine from these data, however, was what 

K12 was not spending on. 

 

Questions for Future Research 

Our study has raised more questions than we initially sought to answer. A list of questions 

for future research is included in below.  

 Do K12 and other providers of full-time virtual schools admit students after the 

autumn head count? If so, what are the policies and practices concerning how these 

providers fill places?  

 Why are Hispanics and students classified as English language learners so much 

less likely to enroll in full-time virtual schools? 
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 How does K12 serve students with disabilities in a virtual environment? If K12 is 

not spending on special education teacher salaries, how is it spending the revenues 

it receives for children with disabilities? 

 Among the students with special needs who enroll in K12 and other providers of 

full-time virtual schooling, what is the breakdown in terms of special education 

categories and intensity of needs? 

 What are the actual or true per pupil costs for educating students in a full-time 

virtual school environment? How do the costs change from the initial start-up year 

of a new virtual school compared to the costs for an established full-time virtual 

school? 

 What are the per pupil costs for the proprietary curriculum, and what are the per 

pupil cost for access to learning platforms? 

 K12 spends more on administration than comparison groups although most of the 

administration expenses are unspecified, and only a small portion of the 

administration spending is devoted to salaries and benefits for administrators. How 

does K12 spend its resources for administration? 

 What is the overall demand for places in full-time virtual schools? Is it likely that 

K12 and other providers may have to work harder to retain these students in the 

future or can these providers continue to rely on replacement to maintain their 

enrollment levels? 

 How are brick-and-mortar district or charter schools impacted by full-time virtual 

schools?81 

 Does enrollment in K12 and other providers of full-time virtual schooling fit well 

with the possible enrollees? Which students are best served by these schools, and 

are they the ones who are enrolling? What are the characteristics of students and 

their families, that enroll in full-time virtual schools and that perform well or 

poorly in those schools? 

 In addition to this study, several other audits and evaluations found that students 

in full-time virtual schools were behind in math and reading, although students 

were further behind in math and this gap widened over the grades. Why do students 

in full-time virtual schools lose more ground in math than in reading relative to 

comparison groups? Is this because math instruction is more difficult in an on-line 

environment, is it because this model relies more heavily on parents as instructors, 

and as math becomes more complex and difficult, parents are less able to guide and 

support their children, or is it for some other reason?   

 How do providers of full-time virtual schools staff their schools? What are the 

background characteristics and qualifications of teachers in full-time virtual 

schools?  How are teachers prepared to work in an online environment? 
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 Is the curriculum used by K12 Inc. adequate and properly aligned with state 

standards? Does K12 modify the curriculum for various states? Are the especially 

weak results in math due to the K12 curriculum, to instruction-related problems, or 

to something else? 

 What are the working conditions of teachers, including numbers of students they 

work with and the amount of time they devote to group instruction and to one-on-

one instruction?  How do teachers work with parents who oversee or lead 

instruction?  

 What is the actual attrition rate at K12 and other providers of full-time virtual 

schooling, and what is the breakdown of reasons for this attrition? 

 How do K12 and other providers of full-time virtual schooling address the attrition 

– and the resulting lower numbers of students as the school year progresses – in 

terms of staffing? Is the teacher-student ratio much higher in the fall than in the 

spring, do they lay off teachers, or is it handled in some other way? 

In addition to these questions, we have included in Appendix F a list of research questions 

highlighted by a May 2012 review of literature related to online schooling conducted by the 

Center for Public Education.82 

 

Conclusion 

With the rapid expansion of full-time virtual schools, and with the outsized political 

involvement of key companies that aim to extend market share, the world of online 

learning is becoming increasingly controversial. Aside from proclamations of politicians 

and advocates, claims that full-time virtual school are working are not substantiated by 

empirical evidence. This report reviewed an array of publicly available performance 

indicators for schools operated by K12 Inc. and all of these indicators indicate weak 

performance.  

While we share the excitement of new technologies and the potential these have to improve 

communication, teacher effectiveness, and learning, we remain convinced that 

policymakers should embrace these schools only after piloting and thoroughly vetting this 

new model for schooling. 

Although this report is modest in scope, we hope that the findings will encourage 

policymakers to act more cautiously in the political arena, where companies such as K12 

Inc. apparently exert considerable influence. Also, we hope this study will cause 

researchers, educators, and others to look more closely at full-time virtual schools. To 

truly understand productivity, one needs sound evidence of outcomes and an accurate 

understanding of inputs such as characteristics of students entering the school, and public 

monies received and spent by the school.83 Though this report focuses only on a single 
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provider of virtual schools, it is our hope that its description of evidence from diverse 

public sources on inputs and outcomes has helped to further our understanding of the 

potential and limits of full-time virtual schools. We also hope this report can inform 

policies that will improve this new model of schooling and help to ensure that full -time 

virtual schools better serve students and the public school system as a whole. 
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Appendices 

Six appendices containing detailed data are available as a separate document: 

 

Appendix A.  Demographic Characteristics of Students Enrolled in K12 Schools 

Appendix B.  Details on Publicly Reported Revenues and Expenditures for K12 Schools 

Appendix C.  State Performance Ratings, Adequate Yearly Progress Status, and Reasons for 

Not Meeting AYP  

Appendix D.  Performance of K12 Schools n State Reading Assessments  

Appendix E.  Performance of K12 School on State Math Assessments 

Appendix F.  Questions about Online Learning for Policymakers and School Leaders from 

the Center for Public Education Study 
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