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What Is Special Education | 33:.
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Finance?

B

e Perhaps no issue has been discussed as much,
with so little result, as the funding of special
education.

e Nationwide, special education students, or
students with disabilities (SWDs), account for
12% - 13% of all K-12 students-- numbering
about 6 million students

e But, special education expenditures account for
more than 20% of K-12 funding

e For many years, the incidence of "identification"
and the expenditure levels have climbed. Why?




- Why have identification and
expenditures climbed?

¢ "mission creep" i expanding the definition of
disabled and therefore expanding services

e Advances in medical technology have saved
many lives but created additional clients

e Increases in health care cost

e Unintended consequence of standards-based
reforms have increased referrals to allow for
some accommodation in testing
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Historical Perspective?

e By 1960s, many states had set up their own, largely
discretionary, special education systems and standards. At
the same time, many other states specifically precluded
disabled students from public school education.

¢ In 1965, Congress passed the Elementary and Secondary
Education Act (ESEA) of 1965 (P.L. 89-10) which provided
financial assistance to states for special education for the first
time. An amendment to ESEA in 1974 required states to
adopt as a goal a “free and appropriate education" to all
children |




Historical Perspective?

e Two cases in the early 1970s significantly influenced special
education. In 1971’s Pennsylvania Association of Retarded
Children (PARC) vs. Commonwealth of Pennsylvania, a
federal district court found that every mentally challenged
child in the state had the right to a free public education.

o 1972. Mills vs. Board of Education of the District of
Columbia, a U.S. district court found that a school district
could not exclude any "exceptional” children from public
education, even if the school district has insufficient funds to
provide such services. |

¢ Congress amended ESEA in 1974 and required states to
provide a “free and appropriate education” to all children.
The following year, the Congress passed the Education for
All Handicapped Children’s Act (EHA) of 1975, which
provided states with additional federal funding for special
education. Which leads us to:




In 1975, the floor debate in Congress indicated
members’ intent to provide the “excess costs” for
educating a special education student.

Excess cost, the amount above what states and
localities spent on a general education student,
was estimated to be about 40%, hence 40%
became the number so often bandied about
today.

Unfortunately, two realities wedged into the
calculation:
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Special Education Myth #1: 0000
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The federal government pays (or should pay) 8050

40 percent of special education costs °e .




Special Education Finance seses
Myth #1:

Federal appropriators have never provided more

- than the current high of 18% of excess cost.

~ Expenditure reports indicate that actual excess

costs are closer to 90% above average K-12
expenses.

Therefore: in the 08-09 school year federal funding
was about $11 billion short of promised amount.




Special Education Finance s28s,
Myth #1: ¢s0"

e Therefore, federal funding at 17% is less than half
of what has been promised (40%), which is less
than half of the what it costs (90%) to educate an
average SWD.

e Proposals to move special education
appropriations to the mandatory side of the federal
budget and to require full (40%) funding have been
introduced repeatedly in Congress.

e NCSL policy currently supports full and mandatory
funding (40%).
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Special Education Finance: s33e

Funding Formulas 28

e Overall, there are four major approaches for
funding special education, each with
strengths and weaknesses.

e Keep in mind that many states can and do
implement "hybrid systems" that combine
funding formulas
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Special Education Finance: .'g
Funding Formulas -- Pupil Weights

Pupil Weights (19 states in 99-00 SY)

One of the most common ways to adjust for the additional
resources that are needed for students with disabilities

Assigns a funding weight to the student. If a regular education
student represents a normal cost of education, the weight
would be one.

In certain cases, there is one additional weight for all special
education students (1.9), but in most instances, states provide
higher weights for different resource needs or different degrees
of disability. :
Weights are based on historical costs associated with certain
types of disabilities. Thus, they attempt to predict the costs
associated with educating a particular disability.
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Special Education Finance: e
Funding Formulas -- Pupil Weights |

o Kentucky uses a weighted pupil formula to
distribute special education funds, which is
integrated into the general aid formula
based on average daily attendance (ADA).
Students with disabilities, ages 5 through
20, generate an exceptional child add-on -
based on categories of disability.
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Special Education Finance: T

Funding Formulas -- Pupil Weights

G

Functional Mental Disability, Hearing Impaired,
Visually Impaired, Emotional Behavior Disabled,
Deaf-Blind, Autistic, Traumatic Brain Injured, and
Multiply Disabled  2.35

Mild Mentally Handicapped, Orthopedically
Impaired, Other Health Impaired, Specific Learning

Disabled, and 5-year-old Developmentally Delayed
Children 1.17

Speech or Language Disabled Only  0.24
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Special Education Finance:
Funding Formulas-Pupil Weights "

e Strength: An appropriate level of funding is
identified and provided for special education
- students, and localities are not burdened with the
extra costs of providing services.

o Weakness: A perverse incentive is provided to .
identify students in need of special education in
order to receive additional funding.
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Special Education Finance:
Funding Formulas- Flat Grant;
Census-Based |
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e Flat Grant/Census-Based (11 states in 99-00 SY)

e Under this system, special education funding in some states is
distributed as a fixed per-pupil dollar amount for each special
education student.

e In other states, districts receive a lump sum for special
education services based on statewide averages (census-
based). ‘

e ltis worth noting that federal funding under the IDEA is
distributed as a per dollar amount of funding for each student
within the state who is receiving special educational services
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| Special Education Finance: 5;5;@
Funding Formulas- Flat Grant: ;33
Census-Based |

e North Caroliné: funds for special education are
additional to basic education aid, which is based on
average daily membership of school districts.

e Funds for exceptional education (which include both
special education and programs for the academically
gifted) are distributed on a per child basis determined
by dividing the total available state exceptional children
funds by the April 1 student headcounts of disabled
and academically gifted students
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Special Education Finance: sees
Funding Formulas- Flat Grant: fre!
Census-Based |

e North Carolin:a:

e Each district's allocation is determined by multiplying the
perdchild amount by the total count of exceptional
students.

e The counts of exceptional children with disabilities in each
local school district are limited to 12.5 % of the average
daily membership.
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Funding Formulas- Flat Grant: 832
Census-Based (2)

e Strength: This system is simple to administer and
helps contain costs. In addition, it does not provide
a perverse incentive to classify students as special
education.

e Weakness: The system may not cover total costs
of special education services. As a result, localities
may have to pay additional costs. Also, the system
may not take into account varying percentages of
special education students across the state.

18




Special Education Finance:
Funding Formulas- Flat Grant:
Census-Based
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e [1] Federal funding under the IDEA was based on a flat grant
- system, in which federal aid to states is based on each state’s
number of children with disabilities who are receiving special
education programs and services, up to 12 percent of a state’s
. school-age population.

¢  Under the IDEA Amendments of 1997 (P.L. 105-17), funding will
continue to be based on the same child-count formula for
appropriations up to approximately $4.9 billion.

® At this point, a new formula based on total student enrollment f85
percent) and poverty (15 percent) applies to new monies in
excess of the appropriation for the prior fiscal year
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Special Education Finance: cece
Funding Formulas- Percent 1
Reimbursement |

e Percent Reimbursement (7 states in 99-00 SY)

e Under a percent reimbursement system, districts are
reimbursed for a certain percentage of allowable special
education expenditures.

e In some cases, the state pays for all allowable expenses,
and in others the state pays for only a portion of the
allowable expenditures. Approved costs will vary as well,
altering the total percentage of special education costs
that a given state pays.
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Special Education Finance: cooe
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Funding Formulas- Percent L
. i &
Reimbursement

e Michigan: reimburses school districts
28.6138 percent of total approved costs.
Total approved direct special education
costs plus indirect costs for operation and
maintenance (up to 15 percent of direct
costs) are calculated. ‘
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Funding Formulas- Percent 050"
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Reimbursement

e Strength: Local districts are not burdened with
excessive costs associated with special education.

e  Weakness: This system does not promote any
type of efficiencies and may, in fact, promote
inefficiencies. For example, if a district were
reimbursed 90 percent of all costs by the state, will
it act in a fiscally prudent manner?
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Special Education Finance:
Funding Formulas- Resource
Based

e Resource-Based (12 states in 99-00 SY)
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e A resource-based approach to special education funding
pays for specific resources such as teachers or classroom
units. Student to staff ratios are often determined by the

level of student disability or the type of placement.

° Resource-based funding systems often provide specific
guidelines for the types of resources that funds are to be

used to obtain, such as teachers, aides or equipment

T 23




Special Education Finance: 3
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Funding Formulas- Resource eoe®
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e Delaware

e Administers a special education reimbursement program
based upon enroliment units. These units are calculated
by the State Board of Education and are based on the
total enroliment in the district as of the last day of
September.

e The sum of all units of all programs in a district are
multiplied by 93 percent, which becomes the district's
guaranteed unit count

24
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| Special Education Finance:
Funding Formulas- Resource
Based--Delaware Ratios

Educable Mentally Handicapped

o 1:15
® Socially or Emotionally Maladjusted 1:10
e - Learning Disabled 1:8
° Blind 1.8
® Autistic 1:4
e  Severely Mentally Handicapped 1:6
® Orthopedically Handicapped 1:6
e  Trainable Mentally Retarded 1.6
® Intensive Learning Center Units 1:8
® Partially Sighted 1:10
° Partially Blind 1.8
& Partially Deaf 1:6
® Deaf-Blind 1:4
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Special Education Finance: 3133
Funding Formulas- Resource geve
Based -

e Strength: This system, which is similar to pupil
weights, ensures specific level of resources.

e Weakness: Sound research on what an
appropriate student to teacher ratios is limited. In
addition, funding for specific resources may limit
flexibility of expenditures at the local level.
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Special Education Finance:
Funding Formulas-

@

e New Policy Option to Consider: Allow sufficient resources to be
provided without providing the perverse incentive of classifying
students with specific disorders in order to receive additional
funding.

e Under such a system, the services that a student needs are
identified within his or her Individual Education Plan (IEP).
These services are then provided to a panel that rates the
degree a services on a scale (1-5, 1-10, etc.).

e Then, each level of services is assigned a funding level, which
is similar to a weight.

27




Special Education Finance:
Funding Formulas-

e Significant differences exist between this approach
- and pupil weights.
e First, funding special education services is placement

neutral and does not classify (and potentially stigmatize)
students with a specific disorder.

e Second, there is no perverse incentive for districts fo °
classify a student with a specific disorder and then not
spend some of the extra revenue on the student. Districts
must provide and pay for the services that are identified.
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Special Education Finance:
Funding Formulas Used by States
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Missouri and Vermont use “combination
approaches.”

Different components of their special education
finance systems are governed by differing bases of
allocation.

Half of Missouri’s funding formula is governed by a
resource-based approach and the other half IS
governed by a flat grant approach. ‘

In Vermont, some finance system components are
governed by a percent reimbursement formula and
others by a flat grant formula.
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Table 1-1. State Special Education Funding Systems and Use of Revenues

, YearofRefom,  Conshderin
State Changot s Petof Braade Program ot D% it G
{n=50) Current Funding Formula Basls of Allocation ProgramReform  FinancaReform ~ Y6ars to Formula
Alabama Flat Gran| Average Daily Mambership Y 1995/% Y
Alaska Pupil Walghis Chasstoom Unit by Placemen! Y Y 1098193 ¥
Arizona Pupit Waighls Disabiing Condilion and Type of Placement 1989700 Y
Arkangag! - “Maintonance of Effort® Expendiure Requirement Y 1997198
California Hat Grant Total Enrollment ' . Y 1936199 \
Colorado Flat Grant Special Education Enrolimani : 198596
Connaclicut  Flat Grant Tolat EnrofimentSiudent Poverly Y 1995196
Delaware Resource-Based Classroom Unit -
Florida Puph Weights Sludent Severitylintansily of Support Y ¥ 1897/98
Georgia Pupil Walghts Uisabling Condilion - Y
Hawail Pupsl Weights Disabling Condiion and Type olPIaIcsmenl =
Units Based on Assumed Levels of Incidence (6% .
e Rosonrce-Based for elementary and 5.5% for secondary studeu{lsl Y Toauns
Wlinols Rasource-Based Typs of Stat 1994185 Y
Indiana Papil Weights Oisatiing Condition " 19955
Towa . Popil Weiphls Type of Piacamanl Y -
Kansas Resourco-Based Number of Special Edusation Stall Y -
Kentucky Pupil Weighls Disabling Candition
o Pupi Weight l;esr,SpeciaI Edueation Studea (single weihl of 105587 1
Maine % Reimbursemen Allowabla Costs - Y
Maryland Fia Grant Speclal Education Enrollmen -
Massachusets  Flat Grant Total District Envollment - Y
Michigan % Relmbursament Allowabls Costs ¥ 1997798
Minnesota Resource-Hased "Base-Year' Expenituras Y Y 1995195 Y
Wslsslppl  Rasource-Based Number of Special Education Staf -
Resovice-Based (1) Number of Spegial Education Staff & Tola
il T I e m, J f W
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Mentanz Flat Grant Tolal District Enollment 1994495

Nebraska % Reimbursement Allowable Cosfs 1999400

Nevada Resourca-Based Classroom Unit - Y
New Hampshire  Pupil Weighls Type of Placement - Y
New Jersey Pugt Weighls Disabling Condilion and Services Received Y Y 1999100 4
HewMoxico  Pupil Weights Services Received Y 1998799 Y
Hew York Pupil Waights Type of Plagement Y Y 1999700 Y
North Garalina  Flal Grant Specidl Education Envolimenl Y 199697

North Dakola  Flat Grant Average Daily Membership ¥ Y 1995096

Ohio Resource-Based Classroom Unit Y Y 1996139 Y
Qklahoma Pupil Weights Disabling Condition -

Oregon Pugil Weights Special Education Enrollment Y - Y
Pennsylvanla’  Fiat Grani Total District Enroliment 193940 Y
Rhode lslang? Y 1995

South Carolina Pupil Waiphs Disabiing Condition -

South Bakota % Reimbursemanl Mlowable Costs ~ Y
Tennessee Resource-Based Classroom Unit -

Texas Pupil Weights Type of Placemanl Y Y 1995735

Uteh! Pupil Weights Typs of Placement ~ Y
Vermont! % RelmbursementiFlat Grant  Special Education CostsTolal Distrist Enrolment Y 1998/99 '
Virglnla Rasource-Based Classeoom Unil -

Washington :::ﬁ:?’:!d%mé?:uﬁgglﬁ?)l Speciat Education Enroliment Y Y 199596

WestVirginla  Resource-Based Special Education Staff -

Wisconsin % Raimburssment Allowable Costs - :
Wyoming® % Reimbursement 100% of Actual Expendiures Y 199900

Pupil Welghts: Funding allocated an a per student basis, wil e amauni(s) based on a mulipla of regular education aic.

Resource-Based: Funding based on allocation of specific cducation resouices (e

of placement,

% Relmbureement: Funding based on a percentage of afiowable or aclual expendilures.
Flaf Grant: A fixed funding amount per student or per unit,

*No funding formula spatified because formula is parl of general education school aid fund.
*Diflerent components of finance systam arg governgd by differing bases of allocation.
*Pennsylvania has an adjustment for High cost disiricls,

*Foriula amounls are now frozen and aie based on allocations in pricr yaars.

*Wyoring funds all speclal edugalion cosls,

Ieachers or classroom units). Classraom unils are derived from prescrbed staffisludent ralios by dlsabling conditlon o type




Table 1-1, State Special Education Funding Systems and Use of Revenues

3 Year of Reform, Considering
Stats . Changed As Part of a Broader Program of: v wiin pacts Addiional Changes
{n=50) Current Funding Formula Basis of Allocation Program Reform Finance Reform Years te Formula
Alabama Fial Grant Average Daily Membarship & Y 1995006 Y
Naskz Pupil Weighls Classtoom Unil by Placement Y Y 180875 Y
Artzona Pupil Weights Disabling Condiion and Typa of Placement 1933700 Y
Arkansas? - ‘Waintenance of Effart* Fxpenditure Requirement Y 1937198
Californla Flat Grant Yotal Enroliment Y 1958/9 Y
Colorade Flg! Grant Spesial Education Enrollment 199815
Connecticut Fat Geant Total EncllmenlShudent Poverty ¥ 199595
Delaware Rasource-Based Classroom Linit -
Florida Pupil Weighls Studant Severtiy/ntensity of Suppor Y Y 1997798
Georgia Pupil Welghts Disabling Candition s ¥
Hawt! Pupil Waights Disabling Condition and Type of ﬂﬂcﬂa -
Units Based on Assumed Levels of incidenice (6%
feaho Reamlnce Sased for elementary and 55% for secantary mg_gm_ Y 199495
IHincls Resource-Based Type of Staff 159495 Y
Indana Pupll Weights Disabling Coadition 1335196
lowa Pupil Weights Type of Flacement Y -
Kansas Resource-Based Nurnber of Special Edvcation Staft Y -
Kentucky Popil Weights Disabling Condition -
Loulsiana Pupi Weights Hw Special Education Student [single weight «f 158517
Maine % Reimbursement Allowable Costs = Y
Maryland Flal Gran! Special Education Enollment -
Massachusetts  Flal Grant Tolal Digtrict Enrotiment = Y
Michigan % Reimbursement Allowable Cosls Y 1997198
Minaesota Resource-Based “Base-Year" Expandilores Y Y 1995196 Y
Mississippl Resource-Basad Nurzbar of Speclal Education Staf -
Resource-Hased (1 Humber of Special Education Staff & Tolal
Missouri Flal Grant (12 L Encallmant pec Y Y 1996/24
Meortana Flat Granl Total Digiricl Envollment 199405
Nebiraska % Reimbursgment Allowable Cosls 189900
Nevada Resouwrce-Based Classmom Unit - Y
New Hampshire Pupi Weights Type of Placement & Y
New Jersey Pugd Weighls Disabling Condltlon end Services Raceived Y Y 1889100 ¥
Kew Mexfeo Pupit Weights Services Received Y 1999/639 Y
Kew Yori Pupil Weights Type of Placement Y Y 188300 ¥
Horth Caroling  Flat Grasi Special Education Enmliment Y 19967
North Dakolz  Flat Grant Average Daily Membership Y Y 1995096
Ohlo Resource-Based Classroom Unit Y Y 139849 Y
Okiahoma Pupil Weights Disabling Condition -
Oregon Pupll Weights Special Education Exrollment Y - Y
Pennsylvania?  Frat Grant Total Districl Enralment 1599100 Y
Rhode lsland? b 1695
South Carolina__ Pupll Weights Disabiing Coadition -
South Daketa % Relmbursamant Allowable Cosls = Y
Tanneagsee Resourca-Based Classroom Unit -
Texas' Pupil Weights Type af Placemen} Y b4 1995196
iaht Pupil Weights Type of Placement ' - Y
Vermonf? % Reimbursement/Fiat Grant  Spectal Educalion Casts/Told Dislrict Enrollment ¥ 1998198 Y
Virginia Resource-Based Classroom tinil -
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Pupil Weights: Funding aiocated on a per stigent basis, wilh the amount(s} based on a multiple of regular education 2.

Resource-Brsed: Funding based on allocation of spec

of placemant.
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Flal Grant: A fixed funding ampunt per student ar par unil
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Understandable: The funding system and its underlying policy objectives are
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Validity of formula?

understandable by all concerned parties (legislators, legislative staff, state
department personnel, local administrators, and advocates). The concepts underlying
the formula and the procedures to implement it are straightforward and “avoid

~ unnecessary complexity.”

Equitable: Student equity: Dollars are distributed to ensure comparable program
quality regardless of district assignment. Wealth equity: Availability of overall funding
is not correlated with local weaith. District-to-district fairness: All districts receive
comparable resources for comparable students.

Adeguate: Funding is sufficient for all districts to provide appropriate programs for
special education students.

Predictable: LEAs know allocations in time to plan for local services.The system
produces predictable demands for state funding. SEA and LEAs can count on stable
funding across years.

Flexible: Local agencies are given latitude to deal with unique local conditions in an
appropriate and cost-effective manner. Changes that affect programs and costs can
be incorporated into the funding system with minimum disruption. Local agencie's are
given maximum latitude in use of resources in exchange for outcome accountability.

Identification Neutral; The number of students identified as eligible for special
education is not the only, or primary, basis for determining the amount of special
education funding to be received. Students do not have to be labeled “disabled” (or
any other label) in order to receive services.

Reasonable Reporting Burden: Costs to maintain the funding system are
minimized at both local and state levels. Data requirements, recordkeeping, and
reporting are kept at a reasonable level. 32
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Validity of formula? 11X

Fiscal Accountability: Conventional accounting procedures are followed to assure
that special education funds are spent in an authorized manner. Procedures are
included to contain excessive or inappropriate special education costs.

Cost-Based: Funding received by districts for the provision of special education
programs is linked to the costs they face in providing these programs.

Cost Control: Patterns of growth in special education costs statewide are stabilized
over time. Patterns of growth in special education identification rates statewide are
stabilized over time.

Placement Neutral "District funding for special education is not based on type of
educational placement. District funding for special education is not based on
disability label.

Outcome Accountability: State monitoring of local agencies is based on various
measures of student outcomes. A statewide system for demonstrating satisfactory
progress for all students in all schools is developed. Schools showing positive résults
for students are given maximum program and fiscal latitude to continue producing
favorable results.

Connection to General Education Funding: The special education funding formula
should have a clear conceptual link to the general education finance system.
integration of funding will be likely to lead to integration of services.

Political Acceptability: Implementation avoids any major short-term loss of funds.
Implementation involves no major disruption of existing services

33
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