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Executive Summary    
The California Open Source Textbook Project (COSTP) is a public/private (not-for profit) undertaking, created to address the high cost, limited range of content, and shortage of K-12 textbooks in California. 

COSTP’s goal is to employ the advantages of open-sourced content to significantly reduce California’s exposure to K-12 textbook costs, and eventually turn K-12 curriculum and textbook construction into an eventual profit center for the state.

California currently spends more than $400M annually – and rising – for K-12 textbooks.  With K-12 enrollments projected to rise in the coming years, revenue demands for textbooks and other curriculum materials in California will increase proportionately.

The cost of textbooks has risen steadily over the years. Whatever the reasons for increasing costs, it seems likely that today's high K-12 textbook prices are not inevitable. The past history of textbook prices, and the existence, even today, of textbooks that occasionally cost significantly less than average, indicates that textbooks could be produced and sold for 33-50+% less than currently charged by most textbook publishing companies. 

Open sourced, distributed content - available gratis, and/or by collaborative efforts with organizations such as Creative Commons and its partners – can be brought to bear on the textbook publishing process, further reducing cost, while increasing quality to the end user – the students in California’s K-12 educational system (and beyond).

COSTP will accomplish its goals by creating a new model for textbook creation in the State of California by 1) leveraging free, already-existing, and widely available K-12 educational content in the public domain; 2) leveraging the largely dormant curriculum-based intellectual capital of California’s best K-12 teachers. 

COSTP is projected to augment and/or replace the current K-12 textbook supply chain, be self-supporting with 18 months of starting up, and save the State of California upwards of $200M+ per year for K-12 textbook allocation within five years. 

Furthermore, development of the COSTP model would very likely result in the State of California realizing additional revenues sufficient to save another $100+M in textbook costs, over-and-above the $200M saving listed above. If COSTP is successful in the second (or promotion) phase of its own materials to other state educational systems (following year five), it would very likely be able to realize a complete return of all funds heretofore budgeted for K-12 textbook purchases - currently $400M+ per year.

California Open Source Textbook Project (COSTP):

COSTP will create a process that sources royalty-free, K-12 instructional materials and content from 1) the public domain (i.e. the Internet) and, 2) the best existing California teacher-created instructional materials. In essence, COSTP’s process will constitute an open source textbook model that encourages participation from all current California Department of Education constituencies, and would meet all curriculum requirements currently mandated by the state. Educational content would be placed into an already existing (in most cases), state-approved, curriculum-content and approval framework. COSTP curriculum materials and textbooks would undergo the same California Education Department peer reviews and approvals required of today’s commercially manufactured textbooks. COSTP implementation would result in an annual $200M saving to the State of California within 5 years, with an opportunity to generate profits for the state by year seven, thus eliminating the current $400M state expenditure for K-12 textbooks. Also, COSTP would result in a modest net addition to State employment rolls.

COSTP’s process would be made possible through a concentrated public/private effort, managed by State of California curriculum experts, to carry out the following mandates.

· Extract from the public domain - including voluntary submissions of the best teacher-created materials – information necessary to construct textbooks and other support materials in all existing K-12 disciplines taught in California.

· Place materials within an easily accessible format that meshes with the curriculum frameworks set by the State. This format would follow approved and established curriculum guides – the very same guides that commercial publishers use as a template in their for-profit K-12 publishing ventures.

· Organize, approve, and archive these materials for facile consumption and reproduction by California’s K-12 teachers and students. 

· Publish and distribute materials – on demand - to schools statewide.

· Following full deployment – possibly after partial deployment – offer state-approved curriculum materials for sale to other school systems nationally, and internationally.

Note: The above processes would be enabled by content entry and management systems that already exist.
The above procedures, fully deployed and managed by a public/private entity, would realize a saving of 33-50% in textbook costs per annum within 5 years. Assuming the last phase (#5) is properly executed, the State could realize an opportunity-cost-based revenue (i.e. savings) that exceeds the entire current allocation for California’s K-12 textbooks.

Thus, even with the conservative assumption that textbook demand will remain the same for the next five years (starting with 2004), and assuming a 15-20% roll-in of COSTP services per year (to full deployment in year five) – the State of California would realize the following savings per year: (working from a static, assumed cost basis of $400M per year the following savings – realized as additional revenue – would result to California)

	2004-5
	2005-6
	2006-7
	2007-8
	2006-9

	$26.4-40M
	$52.8-80M
	$80-120M
	$105.6-160M
	$133.3-200M


Publishing cost savings assumptions: The following breakdown shows an approximation of where significant portion the current K-12 textbook dollar goes (shown as percent of one dollar). COSTP’s process would sharply reduce, or eliminate entirely, many of these costs. Note: COSTP saving assumptions shown in italics
31.9%

Publisher’s Paper, Printing,

Editorial Costs

All manufacturing costs from editing to paper costs to distribution, as well as storage, record keeping, billing, publisher’s offices, employee’s salaries and benefits.

[COSTP saving TBD in final analysis. Assumption: California would have substantial leverage to contract large print volumes, on demand, from commercial printers [e.g. R.R. Donnelly]) 
1.4%

Freight expense

The cost of getting books from the publisher’s warehouse or bindery the school. Part of the cost of goods sold paid to freight company.

(COSTP would reduce this amount, again because of leverage with shippers due to high volume)
20.2%

Publisher’s marketing costs.

Marketing, advertising, promotion, publisher’s field staff, free copies.

(COSTP eliminates this line item)

11.0%

Publisher’s general and administrative

(COSTP maintains this line item, as general and administrative costs would be borne by the State)

13.2%

Author’s income

Author’s royalty payment from which author pays research and writing expenses

(COSTP eliminates this line item)

20.0%

Publisher’s markup

(COSTP eliminates this line item)

3.3% 

Miscellaneous

In addition to the above savings, California would  - by year five, and potentially prior – have a system in place that would permit the State to proffer its educational materials to other States at cost, plus whatever profit percentage seems reasonable to maintain a going enterprise. The result for participating states would be a savings over their current textbook costs. Assuming even middling participation from other state school systems (and international organizations), this would result in tens-of-millions more in revenue for California. For other state school systems, the cumulative total in savings could conceivably result in a total savings in the billions-of-dollars.  

In sum, California-produced textbooks would cost considerably less (approaching 50% less) than commercially prepared texts, and would be considered a desirable option for many other school systems nationwide.

The book production function would be performed through public-private partnerships with book printers and distributors, who would make California-approved educational materials available for sale to other entities nationally – and possibly worldwide.

COSTP Benefits:

COSTP will increase both efficiencies and economies of bringing text-based curriculum content to students at prices that are significantly less than current commercial offerings. This content will be more robust in terms of variety, quality, ultimate flexibility, customer service, product choice, and revenue payback. 

COSTP will also enable the State to eventually enjoy direct revenue from other states.

COSTP will create a public-private K-12 textbook solution that maximizes and leverages educational materials that are already in the public domain – essentially, intellectual capital that lies largely dormant on the Internet, and within the custom curriculum materials created by California’s best K-12 teachers. 

COSTP would put California on a path to being better prepared for the inevitable introduction of digitally-based, portable, text-viewing systems (PDA’s, electronic paper, etc.). This model would give California a head start in adapting its curriculum construction and distribution to new economies and efficiencies created by digital technology and the Internet.

Additional benefits of COSTP: 

· Elimination of a state budget line item expenditure of $400+ by up to 50%, with a real possibility to eliminate the line item entirely, and turning it into a revenue surplus center for the state.

· Additional employment for educational professionals.

· Permits unique customization of content to meet the needs of special needs and other challenged students

· Progressive partnerships with paid, and volunteer content providers. 

· Significant revenues returned to taxpayers, or earmarked for pressing K-12 educational needs. 

· Technology internships for budding content experts. 

· Scholarships for teachers who want to offer their skills to the neediest California students.

· Scholarships for graduate education students with goals tied to bettering education for all. 

· Better textbook services at the same, or lower price than current offerings. 

· Guarantee universal K-12 textbook distribution (i.e. no more textbook shortages...at half - or less than - current K-12 textbook expenditures). 

· A socially and environmentally responsible solution to textbook creation and distribution. 

· Leaves current California State K-12 Curriculum infrastructure in place, with additional jobs created to augment that structure (at no cost to the state).

· Incorporates existing technologies to greatly increase efficiencies and economies of K-12 textbook authoring and distribution. The COSTP model scales with where technology is, and keeps pace as technology evolves. 

· Earmarking saved funds earmarked for distribution to California’s highest risk K-12 districts. 

· Preparing California's K-12 curriculum infrastructure for the introduction of new, disruptive digital technologies that are now on the horizon. 

· Frees up funds to help K-12 districts in need, improve teacher training
and recruitment, etc.

· Narrows the digital divide. 

· Aids the state during times of severe budget constraint. 

· Vastly improves the quality and personalization of curricular materials
offered to the K-12 teachers and students of California. 

· Improves economies and efficiencies of K-12 publishers within the state of California, enabling them to better compete in a rapidly-evolving, highly competitive, technology-laden, international marketplace.

Do California’s educational service consumers, as taxpayers and state citizens, deserve any less than the benefits that COSTP would provide, as listed above?

Process:

Currently, the California K-12 textbook selection process is controlled by a series of mandates and procedures that consists of commercial publishers doing diligence with state curriculum committees and consultants before they (the publishers) create, obtain final approval for, and distribute a textbook. Many feel that this process results in a ‘dumbing-down’ of content that pleases the broadest educational audience. (Note: Most K-12 educational publishers create textbooks that largely cater to the ‘big three’ states – California, Texas, and Florida (occasionally Illinois and New York are included). These state’s enrollments can make or break a publishing effort, so it makes a good business case to publish for the largest customers in the hope that books will get adopted by one of the ‘big three’, and then leveraged into other states educational systems to maximize economies).

The COSTP textbook creation process would involve interaction and collaboration with California State Education curriculum experts - or private consultants, or both - to source, classify, and place within curriculum framework contexts materials found in the public domain. It is conceivable that the current crop of commercial educational publishers would want to participate in this effort. Thus, additional curriculum experts would be necessary, in addition to using the publishing logistics knowledge of the state (or a private consultant).

Proposed materials would be sent for peer review, through channels already established by the State of California. Following peer review, the materials would be made available via database, on approved lists to school districts and teachers for adoption.

Commercial printers – both high production run, and print-on-demand – would be contracted to publish and distribute – eventually, on demand - the textbooks (drop ship, and ship for inventory).

It should be noted that systems that enable teachers to add materials to the basic framework could be added as an online database-driven function. Thus, teacher wanting to add last minute course materials to approved curriculum would be able to make appropriate additions and have those additions printed along with the book – on demand. Such ‘home-grown’ improvements – if proven effective – could be incorporated into future versions of the State-approved curriculum framework system. 

In sum, COSTP would provide the means to obtain maximum leverage from already-existing materials in the public domain, and the best materials volunteered by California’s leading teachers.

Marketing:

COSTP’s proposed benefits are easily understood by those effected. Essentially, taxpayers are getting 33-50% more for their tax dollars relative to K-12 educational textbook allocations. 

California’s Education Department would use normal communications channels to advise school districts of the completions of specific curriculum areas, as well as updates to the system framework. Thus, this component of the ‘marketing’ function could be leveraged through already-existing state infrastructure.

Future development plans:

COSTP will continually update its content database, and improve its curriculum holdings. As stated earlier, COSTP will ultimately permit teachers to request custom published versions of a text with their personal additions included – either in the body of the text, or as a print-on-demand solution.

Eventually, distribution of COSTP content to portable digital devices – once the latter are fully insinuated into student/teaching culture – will occur. COSTP will enable this process in a much more seamless way than having multiple publishers coming at it from different directions and conflicting standards. COSTP’s public-private partnerships and scalable smart growth in educational publishing are keys to the future development of an efficient educational content and curriculum infrastructure. 

The state can develop and implement strategic long-term publishing plans that position California for commercial textbook independence, as well as for double-digit revenue and market growth within the context of opportunity cost of current revenues spent for textbooks purchased from commercial publishers. 

As well, California will be able to identify and leverage assets within its publishing domain to produce new revenue-producing products for sale worldwide.
Regulatory requirements:

COSTP will work with the California Department of Education, teachers, and others involved in the construction of textbooks to insure full regulatory compliance. In fact, the COSTP model, ensuing from a public/private collaboration that results in revenue sharing, should meet with far fewer regulatory roadblocks than similar for-profit ventures.

Evidence of technological feasibility:

The technology for gathering, filtering, and distributing digital information is well understood – and that understanding is constantly improving. 

Suppliers, subcontractors:

COSTP will encourage the use of California-based suppliers and contractors, whenever possible. 

Demographic:

The California Department of Finance (CDF) estimates that the state will have nearly six million K12 students by 2001-2, with a significant growth spurt for the next decade.
Growth potential:

COSTP has great potential for growth. California has a chance to save significant amounts of tax revenue currently earmarked for textbook production. California also has an opportunity to produce a product for sale to the rest of this, and other nation’s school systems. 

There is no other publishing model infrastructure model – conceptual, operational or otherwise – that utilizes information already in the public domain to generate the bulk of source material for K-12 textbook creation. COSTP is currently unique.

Profit characteristics:

COSTP can be profitable to the extent that it realizes – for the benefit of the citizens of California – the positive impact of revenues that would otherwise have been spent on textbook production. 

Competition:

Currently, there are many for-profit publishing companies that function in the K-12 textbook arena. McGraw-Hill, Houghton Mifflin, Harcourt General, Scholastic, and John Wiley are the nation's top textbook publishers (see http://www.library.vanderbilt.edu/law/acqs/pubr/text.html for a more complete list). 

There are also several e-book textbook ventures in various stages of startup. However, the latter still apply a commercial, for-profit model that implies intellectual property protection of copyright. 

It should be noted that COSTP would not exclude the current crop of K-12 publishers from participating in this project. Thus, at the very least - even if one assumed that COSTP fails in its mission - the cost of textbooks to the state by commercial publishers would most likely be decreased, as publishers would look for new economies and efficiencies that bring costs down in a way that results in savings equal or exceeding what COSTP can achieve.

Thus, COSTP could inspire a heady competition amongst educational publishers that would force innovations similar to what COSTP is proposing. The end result is an almost guaranteed, substantial lowering of textbook costs to the state– with the same concomitant results (more revenue for schools at risk) than would have heretofore been the case.

Pricing:

Pricing of California State-published textbooks will be 33-50% less than competing products provided by commercial publishers – on average. Also, because COSTP will enable California to publish it’s own textbooks, volume and special publication runs should be substantially cheaper – by up to 50% compared to the competition. 

Economies and efficiencies in the publishing arena will be accomplished through cooperative ventures with commercial printers. Many commercial printing relationships are already in place with the state, and could be more fully leveraged to manage COSTP logistics.

COSTP’s gross margin potential is significant. The social-return-on-investment (SROI) benefits derived are substantial. How much is it worth to California taxpayers to have revenues donated to educational services in high-risk K-12 districts – with the concomitant exponential payback in terms of human capital? There is simply no well-understood, objective metric available for the latter computation, but if we had one, SROI would be substantial in terms of increased personal and workplace productivity in generations immediately touched by the COSTP advantage – and all generations that follow, as educational advantage tends to have a significant multiplier effect.

What COSTP is offering is a curriculum creation and publishing service that’s better in all functional ways, in addition to providing an opportunity for California to extract extra benefits over-and-above the benefits derived from the COSTP self-publishing model.

Financials (‘savings – opportunity cost - as revenue’):

Financials for COSTP show ‘profit’ as the realized opportunity cost of buying K-12 textbooks from established publishers.  The main assumption in the chart below is that 20% of curriculum could be replaced per year by the COSTP model. Assuming a static expenditure of $400M per annum through 2008-9 (surely to increase beyond that number), the chart illustrates a savings of 33-50% of that year’s commercial textbook replacement. Thus, in year 1 (2004-5), the total replacement would be 20% of $400M, or $80M. A savings of 33-50% of the latter number computes to $26.4-40M saved over commercial production of textbooks. Thus ‘profit’ is illustrated as ‘savings’ – as in the following:

	2004-5
	2005-6
	2006-7
	2007-8
	2008-9

	$26.4-40M
	$52.8-80M
	$80-120M
	$105.6-160M
	$133.3-200M


The State of California, and/or private partners would have to supplement the state-based curriculum development department with content experts who would coordinate the accumulation of materials from the public domain, as well as from California teachers (and others) who wished to contribute their materials to the existing curriculum frameworks. 

Thus, some diligence will have to be applied in cooperation with the state to determine what additional number of curriculum experts, publishing project managers, and database maintenance would be necessary for this task. Additionally, a small publishing product management team would have to be implemented  - or supplemented, if the state already has one in place – in order to arrange for content selection, content placement within state-approved frameworks, preparation of materials for database inclusion, and publishing and distribution of on-demand materials. Thus, there would be immediate short-run cost to the State to ramp up COSTP. The latter costs are overcome by realized savings.

Operations and Control:

COSTP, and its anticipated partners in the public and private sectors have broad understanding of the dynamics of textbook publishing, content aggregation, and intellectual property issues. COSTP is prepared to help California monitor the implementation of the COSTP process. 

Downside risk:

· Funding may not be available

· Putting database and content systems in place make may take more resources and time than anticipated

· Teachers may not be willing to switch from existing textbook selection procedures and materials (although informal surveys of many teachers indicates that COSTP would be far more preferable than the current process for choosing K-12 curricular materials)

· Commercial textbook publishers lobby to prevent this innovation

APPENDIX:

Key Personnel
Sanford Forte is Principal, Interactive Development Systems. IDS is a strategic and business development consultancy that has served many technology, academic publishing, music industry, and new media (including Internet) enterprise groups. Sanford is currently a principal and consulting partner with three Silicon Valley startups: PixCube (consumer imaging); Snagg, Inc. (RFID-based supply chain and verification systems); and, TeloPhase (a not-for-profit community wireless networking project). 

Sanford’s most recent corporate position was with United Business Media. At UBM he directed Business Development for UBM’s American operation, and played a principal role in UBM’s M&A group, including investment diligence and negotiation in publishing, entertainment and several technology-related sectors. 

Sanford has also worked with many commercial textbook publishers – amongst them Addison-Wesley, Benjamin-Cummings, Prentice-Hall, Holt-Rinehart-Winston (now part of the Thompson Publishing Group), and Little-Brown. 

He has also worked with Millimeter Magazine, Akai Electric, Roland, Gibson/Oberheim, New Media Magazine, On Command Video, Radius, SuperMac, Springer-Verlag (GDR), Samsung, LG (Korea), Apple Computer, Clayton-Dubilier-Ross (Kinko’s Corporate Document Solutions Group), Stanford University (Office of Technology and Licensing), San Francisco Museum of Modern Art, Starr Labs, and several others. Sanford holds a BA in Economics, and an MA in Cognitive Science.

Jay Schaefer is former Chief Technology Officer for United Entertainment Media and Director of Internet Services and Technologies for Miller Freeman Inc./CMP publishing.  Currently, he is the co-founder of TeloPhase, a not-for-profit community telecommunications startup dedicated to providing cost-effective broadband solutions communities across America by employing a unique revenue-sharing model that returns the majority of broadband subscriber profits back to municipalities.

Jay’s experience includes over twenty years of software development ranging from embedded systems to database applications to online systems.  Since 1990, Jay has been developing information systems using Internet technologies; he has spent the last six years developing, maintaining, and managing the technology supporting 300 plus commercial web sites serving over 3,000,000 pages per day in a 7x24 online environment.  

Jay has been the primary architect of highly redundant and scalable web systems that incorporate n-tier Perl and Java based applications connected to relational databases.  He has managed both internally and externally hosted data centers and has experience with engineering and implementing Internet/Intranet/Extranet (EDI) applications, cost savings analysis and implementation, budget development and management, web site integration with back office functionality (Oracle financials, fulfillment, etc.), disaster recovery planning and business resumption, business analysis, 7x24 operations, mergers and acquisitions, business process re-engineering, and staff development.  

During his ten years with Lockheed, Jay provided internal consulting and systems engineering services for hardware and software based land, air, and space systems.  From 1986 thru 1989, he was one of three partners in Advanced Timing Systems, manufactures of drag strip timing equipment.  During this time, Jay was responsible for systems engineering and embedded systems programming.  Jay received a BS degree in Meteorology from San Jose State University in 1985. 





































