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ABSTRACT
This study examines the entitleaent and payment
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recent. budget history, and a description of the program's

- beneficiaries.' Section 2 contains an assessment of the majcr'features
of the program and the extent to which they achieve the prograa's
objectives. Specifically, three major issues are addressed: Are
school diqxicts adequately.coapensated for federallriaposed
Wardens? .Are impact aid funds equitably :distributed in terns of
district needs And federal impact? Does impact aid interfere with
state equalization programs? In,Section .3 a variety of reform options lb

.are presented that address the,probleas described in Section 2. Each
of these options is analyzed in terms of its ability to improve
current practices. Section 4 coibines seworal of the reforms of,
Section 3 into three comprehensive refor packages. Those addreis
spectfic reform goals and illust;ate the effects of simultaneously
changing several: aspects of the program. (Author/IRT)
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10-PEACE

,

This study examines the entitlement and payment arrangements
.set'dAt in Sections.3(a), 1(b), and 5 of P.L. 81-874, the Main-
etenance and Operations portion of the ImpactAid la s. The
study was undertaken in the context of developing a Administra-
tion proposal for Impabt Aid as part of the reauth rization of
the Elementary and SecondkAy Education Act. In addition, re-
quests that this type of study be conducted.were made to Secre-
tary Califano last summer by the Chairmen of'the house Authorizing 4,,

and Appropriations Committees which havejurisdiction over, the
program, as well as by Senators Bellmore and Muskie of-the Senate '

Budget Committee. .Finaliy, the availability of program.da!ta
'4 from FY 1976 made thit an opportulle time to assess-the effects

of reforms which were enacted in the Education Amendments of
1974, and first implemented in FY 1376.

This report wa$ prepared by Lawrence L. Brown, Alan L.
Ginsburg,.and Martha Jacobs of the Office of theiAssistant Secre-
tary for'Planning and Evaluation, Department of Health, Education,
and Welfare (W PE). Significant contributiont, comments and
criticisms were made by Michael O'Keefe, Deputy AssiStant Secre-
tary for Planning and Evaluation/Education Planning, an by Rob
Barnes of the OASPE'staff;"William Stormer, Director, dlivision of
School Assistance in Federally-Affected i,reas/OB, and Edna Cave
of the SAFA staff; Darrel J. Grinstead, Office of the General
Counsel/Legislative Divisidn/OS; William Dingeldein,_Director,
Division'of Education Budget Analysis', Office of Assistant Secre-
tary fdr Management and Budget/OS; A. Ray Peterson , Special

.AssAstant to the Deputy Assistant' Secretary for Legislation
(Ed'ucation)/0S; Joel Burke, Deputy Assistant Secretary for Edu-
cation Policy Development, Office of the Assistant Seoretary,
for'Educaticn/OS; and Jim Fox, National Institute of Education.

Special acknowledgment and thanks are due to Sandra Richardson,
who t'Yped the.orfiginal ManusCript; Lynette Ferrara of Applied
'Urbanetics, Incorporated, who managed editing, and preparation
of the final report; and, finally, to Shirin Robinson and others
on, the staff of-Applied Management(Sciences who prodliced the
computer runs that served as the basis for the entire study.
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EXECUTIVE SUMMARY

ISO

Introduction

Tnitiaeed in 1950, School Assistance for Federally Af, ected
Areas (Impact Aid) was the first major Feder0A elementary and
secondary eduCatidn program. The Impact Aid program provides',,,
funds to compensate school districts for the-cost of educating
children when enrollment and availability of revenues from local
sources are adversely affected by Federal activities. over` the
years the Impact Aid'progr*n has been the object of much debate,
sev'ral major studies, and numerous legislative proposals and
amendments.

A

The present study was undertaken in the context of'developing
an -Administration Propogal.for Impact Aid as,part of the reautho-,
rization of the Elements rand Secondary Lducation Act.' In
addition, requests that this type of study be conducted were
made to Secretary Califano last summer by the Chairmen of the
House Authorizing and Appropriat,tgps committees which have juris-
diction over,tbe program, as welTleas by Senators Bellmon and
'Muskie of the-Senate Budget Committee. Finally, the availability
of program datafrom FY 1976 made this an opportdne time to assess
the effeots of reforms which were enacted in the Education Amend-

.

men.ts of 1974,,first implemented in FY 1976.

Thip,study. examines the entitlement and'payment arrangements
set out in thb Maintenance and Operations portion of the Impact
Aid laws, specificall', Sections 3(..a), 3(b), and 5 of P.L. 81-874.
Section I (pp. 1 -11') provides a brief backgrOund description of
the program, incldding the changes made in the 197,i Amendments,'
a recent budget history, and a description of the program's
beneficiaries.

Section II'(pp.)1Q-92 )contains an assessment
o

the ,major
4

features of the program and the ektent to which th y achieve
the program's Objectives% Specifically, three major issueS,re

y addressed:
40' 4

a Are school distriCts adequately compensated.
for Federally imposed burdens?

o Are Impact -Aid funds equitably distributed in-
terms of district, needs and Federal impact?

o -DOes ImPacttAid i.pterferewith State equalize-
tion programs?. e-

f. .

11
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,iii
In Section III (pp. 72-136 )a"variety of reform options are:resented which address the problems described in Sedtion II. .,o/ Each of these optionstis

analyzed -in terms. of its abiliti, to 'm ore current practice.
Also analyzed is each option's effect.on otal program costs, dibtrict participation, and the disri- .bution .of funds to districts classified by degree of Federal'impact, Metropolitan status; and property wealth.

,J
z.t.

,

.

' t--;-,
Y , Section,IV (pp. 137-150) combines several oethe reforms of.'-..-%,-

;L.
Section III.irto three comprehensive reforms, packages.' These'./

P,..,address specific reform goals and illtstrate the. effects ..

bi

'I, simultanedusly changing several aspects of ,the program.

Highlights'of,the study follow'

Are School-Districts Adequately
Compensated for Federally Imposed
Burdens?

-,.

The current progra.attempts to cdpensate for-burden byproviding payment-g for certain types of Federally Connected,
,children. Payments, are based on a local contribution.rate

(I4CR) ''"which is intended to reflect the district's share of per pupil.costs. The percentage of Ii.CR to which 'A district..ts entitledvaries for thedifferent
categories of Federal. children.and isintended to approximate the portiOn'of local revenues-lost to a.4,district as a result of each child's Federal connection. Thus,in assessing the eXtent tO which this arrangement 'adequatelycompensates for Federal burden, the study examines whethefchildrenfor whom payments are made adtually' Constitute a,Federilly__imposed burden on a district. The study ,also assesses' whetherthe'methods used to calcul to LCR and the weights assigned forentitlement purposes resul in payments commensurate with theburdens imposed. -

.c-

-# - ,Federally.Connected Children f
-

.Historically, critics of Impatt Aid have eharged;Ihat the. program makes payments.for some
types of children who donot-Place aAmaor burden on a district's ability to .finance education, Even the strongest criticA-of Impact -Aid' acknowledge that "A" children who live and whose

.--parents work 'on non-taxable Federal property, are
. 1associated witNia'clea'r tax loss to the school district.

. . .

"..However; no such concensus exists regarding "B" paymentsfor children who live or whowt-parents work_on Federal_property.,Payments for "B" category children oftenhave been the subjectof reformproposals: The most recent ofitheseproposalS wouldhave-reduced the FY 1578 Impd6t, Aid budget by eliminating these'payments entirely. The pLnciparjustificatiodfbr thiS, andti/
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v

similar: proposals rests on the Obseriratio that "B" children,
. .

most of whom live on 'taxable.residentiel-prOperty,.represent
much less of a 0potential revenue loss to a district than "A" .

-children, whose parents both live, and work, on now-taxable ; ,

.Federal property. .
.

.
, -

Four reform.options,are examined which. would .eliminate,
.

. -..

entitfehentsfor particUfilar categories of children:`
;

-. .,
. . °- . 4.1 q

,̀... o Option 1 eliminate's all entitlementS for "B" children., ,

. . .,. , ....7

\_... .-.o Option ?.'eliminates all'3.15" entitlements except "a"
.miaitary-and "B" ,live--..on children.

,

. ,

o Option 3 elihinates entitlements for "B"-
.

students .whose ,
parents work outside the county of the school district.. '

, .,.-
- ., , ,- 1 ,-

. o
.../-

Option 4 eliminates entitlements for%pubiid hou,s0g
. ,

. Children (both. "A" and "B"):., - . -
.

.

The Present study'cOncludes,
.

that there are relatively..stronq
justifications for providing 'Payments fpr "B" children who are

. associated with some tax loss to the dibtrict. As a ,result,
reform Options which would eliminate payments for all or, most
tYpes of 1:13" Children are deemed overly harsh. SUch options

. would.resdlt in large reductions in total program costs, anti .1.,%
it, .would adversely affect both heavily, and lightly impacted dis- -0 *

,rtricts, wealAy, s'well-aS poor districts . . '. .

... , ..
, ,

.; .
0 .

However, the justificationsations for "B" out -of- County pub- e
. lic housing children are ndt as persuasiv.e. "B" children whose,

parents work on Federal property, outside the, county in which
. the school district is located are not aSsqciated witha tax -

,.

losi to'the schbol district: These childien live on taxable-
residential.property and thee non-taxable-Federal-property on 0
which their parents work is outside the school district. .

4.

- ..
. Non - ,taxable public housing property. is locally rather than . ,

Federally owned. The Federal government alreadyipprovides sub- ... : -

. sXantial aid to the'community,thrbuO hOusinq subsidies, debt 1°'
service guarantees,. andiri lieu -of -tax payments. Moreover( =

compared with the ESEA Tit1O_I grants for-disadvantaged, public
housinlg payments 'are not gffectivelftargetedom educationally.
needy Children.. . - . . ..-

..e ,.._." . .
.

i - ..
--- Eliminating, "B" out -of-county payments would reduce- total 1-s ., .-

costs by about 5 percent and eliminate payments for 64'districts.
Elimination'of public:housipg payments would.ibwer cbsts by over
'10.43ercent, with-payments for.43 districtd totally. eliminated: , . :

Reductions resulting-fiom,both the reform options axe equitably N:.,,.,_

distributed in termi"6rdegree of Fec3eta3dmpact and roperty
wealth, with.lightly.impacted and wealth districts b ring the,

. -104

,
: '-'- - s

.
.-

.
. .

1.2
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brunt of reductions. However, the public, housing reform 'results
in disproportionately large reductions ih center iity districts.

Although the'se two reform options,makeSense in terms of
Impact Aid objectivespt,they,lo have some drawbacks: In ,particular,
'the public housing, refOrrn would` el'imin'ate piyMents for chil4ren
who arereducatiOnally disadvan,taged,.and in .need df-special,
services., and Wodld have advirse effects on-citieq, whose current
fiscal difficulties are well-known. Conseguently,frimplementing

- this type of reform may well be impossible unless the.legj.timate
dlaims1of,these children and their districts are addressed
through increased efforts in programs like ESEis., Title I --
,programs Which are designed to deal more effectively with the
real educational problems of these groups.

.Local Contribution Rates

The Impact Aid program seeks to compensate districts for 'the,.
portion of pet pupil costs that.would'have been paid from local
revenues had these not'been loit or reduced as a result of
Federal adtivity. Because there is_no straightforward way of
deterMining these amounts from a Federally impacted district's
actual'- educational costs, the current law.provides several alter-,
nativemethods for calculating the local contribution rate.
This rate may beeither an estimate based' on comparable-districts
of the agency's per pupil'costs derived from local revenues, or
alternatiVely, a minimum rate of one-half the State or national
average per pupil costs.

This-study identifies several major weaknes'ses in the current
procedures for calculating local contribution rates. The
comparable'district method doffs' not progpe a good approximation
of what local. education costs would have been*in the absence of

'Federal imgact: In' effect, ft pprmits districts to select--
wealthy comparables onvthe basis of characteristics whid.ae

amost:likely to be affected by Fed6ral 16resence. As a consequence,
districts using thiS method obtain-rates that are240 percent
higher than those-they Would receive using the higher ok''the .

two minimum rates.'!-Wealthy districts rely. on this' method fOr
over 50 percent:of their Impact Aid,funds.

The minimum rate of one-half the national average .per pupil -

expenditures bears no relatiOn to local education costs. In
effectijt serves as a floor on payment rates. addresses

_a aahcein which is really beyond' the Scope of the Impact Aid
program -- the problem or.inter-State expenditures disparities.

tia

Reform-options are ,examined which move away from the present-
- Pradtice of 'relying )biased-9F excessively inflated, estimates
of what district costs would be without Federal impact. They do



.
t4is hyrestricting or eliminating use of'the comparable dis-
tnict and/4r national average calculationi and substituting in .

their place other' methods based,on the4verage revenue or exc..'
penditure patterns of individu4.Btated:

tion 1 restricts use of the Comparable district
ethod to high impact dis't'ricts, and retains the
two minimum rates.

.1

o Option 2 is the same a9 Option 1 except that the
minimum rate of one-half national average expen-
ditures is eliminated: .

o Option 3 sets a district's rateat either its State's
average local,expenditure per pupil or let one-half

0 its State's average einon-Federal expenditures per- :

pupil, whicheer
./

is!higher.
4

o Option 4-guarantees each distiOt'its State average
property base and determines the LCR bymmultiplying
'this base Sy thesdistrices'own revenue effort
rate. 'This option also includeq a minimut rate
guaranteeing a district at least one-half State
average non-Federal revenues.

.

A1Xhough none of these options is perfect, all achieve.some
measure of reform, Options,3 and 4,(which would reduce program

, costs.by abotit 13 percent and 0.5 riercent respectively) mate the
most reasonable assumptions about .Federal impaot,.and both, are
relatively evenhajided with respect.to different.Stte'finance
syStems. Options 1 and 2 d0 not measure up nearly as me11 on ,

these criteria, probably because they both try to work,with
the.curren prograth's compensation mechanisms.' Of the twb, the
second option makes the most reasonable assumptions about Xederal,
impact'and. is most evenhanded. However, Option 2 isalso the,
harshest of all the options, reducing total program,,gosts by
,over 15 percent.

All options tend to. be fairly progressive in their effects'
,i on districts classified by wealth. Dist0ts which lose leabt

..

(br 'gain) from reform rgle poor.,districtee, HeaVily.iopacted
districts also tend to do better than other districts under
these options. By far, those with-the most to lose are.high.
wealth.diStricts and,thoSe mOderateli-iigtected. Dibtricts
in low ekpenditure/higkSiate aid StateS (eipec4.allY those in
the''South) also have much to lose from these-LOPrefOrmp..,

.

4,

*4014 4."4
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Are Program Funds "Equitably
Distributed in Terms of Diskrict
Wealth and Need? 0 -

vii

, A longstanding criticism of the Impact Aid program is'
_that it distributes large amounts of money to affluent districts --
districts.which may have benefited, by Fedeal activity and
whiCh could easily support a high level of educational expen-.
diure without Impact Aid. A related and perhaps moredignif-.
icant issue concerns the appropriateness of,distribUting
scarce Federal dollars.to lightly impacted districts.

evidence indicates that there is substance 'to. these criti-
cisms. For example, nearly 20 percent of'Impact Aid funds are ,

paid to over 2,500 low impact 'districts with feskeii/th5.11,10
percent,Federally connected children. These funds represent
a small portion -- on average, less than 2'percent of the
local,revenufis available_to hose districts. Moreover, 11/htly
impacted districtS are gener lly at or above State aveiage.,
property wealth despite the resence_of Federal acityities.'

In contrast, heavily pacted districts, with Federal enroll-
ments of 50 percent or more, show real evidence'of burden from
Federal activity. These districts' Property wealth is only
about,one-half their respective States'' averages. MorepvTr,:
these districts are very much dependent on the Federal pay-
Inents to finance their educational programs..

t.

The data clearly indicate that lightly impacted distridts
are much less dependentocn Impact Aid funds and could adjust to
the elimination or reduction of these payments without suffering
Undue'hardships.

Thus it is reasonaple to:conclude that in setting Federal,
- funding priorities, heavily impaCted,districts, whose burdens
'-are .relatiSkely unambiguous, are much more deserving of comPen-
sation than lightly impacted ones whose burdens are less appar-
ent, or who may benefit from the Federal presence.

Several reform options were developed to improve targeting
of. Impact. Aid funds on heavily burdened districts. ,The options
are based on the concept that districts should "absOrb" costs,
that is, pay full costs of edUcating a minimum perCentage of
their Federally connected children,

/

o Option 1 extends the applicability and effect of the t-
current.law's absorptiOn'provision by removing the
limitations imposed on the absorption.

o Option 2 required that district's absorb costs bf,edu-'
Ecating Federal studentstequal to a specified perdentAge
of the, non-Federal enroiiiment. Three, fourp4pd five

:'percent absorptions have been .simulated: This-'option
eliMin'atesthe need for the ;tie system....

.11



,

The first option.builds on a very limited absorption provi-
sion -in the current law. This proVision requires only lightly
impacted'ditricts,to pay full costs for a small percentage
(which cannot exceed 2 percent) of their' "B" children., The A

first option would extend this absorption's applicability to
all districts, and remove the likitations on the number and
percent of children for whom costs are to be ab'sorbed.

The first absorption option would reduce program costs by
about 20 percent. Although all impact categories would expe-
rience reductions, losses are distributed progressivelywith'
the low impaatdistrIcts suffering greatest losses. Payments
to 455%distriats wood be completely eliminated under this
option.

- .

The second absorption design app
the different burdens im-

posed

to both "A" and "B" pay-
ments and is intended to
posed by the various types of-

adjust for
Federal children and for the )

relative degree of Federal impact on districts. This approach
would require a district to assume the full 'costs for educating
a number of Federal children equallto a specified percentage of
the district's non-Federal average daily attendance. This
option would also.eliMinate use of the tier system for prorating
payments and assure payment,at=full entitienents for remaining :.
children.'

This option
4

was simulated at 3, 4 and 5 percentabsorption
levels. These were selected because they provide a:range,of
optioris andestablish the principle that' the Federal government's
respOnsibility extends only to thOse districtS with above
average Federal impact (at least 3 percent of non-Federal children)
and for such districts, only.to the .costs of educating students
above that average. While reductions in total costs of about
7.5 and 19'percent are achieved by the 4 and 5 percent absorptions,,

e 3 percent absorption increases costs by about 6 percent.
11 thiee options increase payments to districts.inthe over 25

percent impact categories. They greatly reduceor eliminate
payments to districts with lesd,than10 percent Federal children.
Approximately 1,900 to '2,590 districts would be' eliminated' under
these options;

Although all of the.absorption reforms achieve some measure .
of success in reducing payments to lightly 'burdened districts,.
the burden-based reforms are.the.most successfUl at rechanneling
these funds to districts hich Are heavily impacted. By slim
nating the need for the t er-systpm and the separate eligibility
;equirements they,also ach ve A considerable measure of program
_simplification and 'equity.

As a practical matter, howe'yer, the burden -based absorptions
do have one major draylb#ck. Specifically, their benefits are

ay.
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achieved by eliminati ng many dis trict's from the.program, some-
thing the first - option does rovt,dsj. Indeed, in this respect,
the firSt option'iS,the most acceptable. reform examined, even
thbIgh it has feW of the administrative and equity properties
which recommeila the three burden-based refoi'ms. If saving,dis-
trict6 is a inajoe selection criterion, then retaining'the cur-7
rent absorption without its restrictions is the most viable of

,these rep= opf.ione,

Does the Prpgrath IRterfert/with. A
State Equalization Programs?

,

A'thajor criticism Of the Impact Aid formula has been that
it allocates assistance to districts .in.ways that disregard
,and can undermine Sta'teequalization programs. Currently, the)
law prohibits,the'vast majority of States from counting Imbact-
Aid as local revenues when determining a district's share in
a. State aid program. There is,an exception to this kohibition.
for highly equalized States. However,, the tests for determining
whether States are sufficjlently equalized to qualify,for this
exception aq0 count Impact Aid as local revenues%are very
'restriatfive and thus one can'argue '.tat they provide only a AV
partial.eolution to coordination with'State equalization aid.

4

Most States do not qualify for the exception provision, and
Impact Aid' may actually impede their ability to reduce disparities.

:.Although mostImpact Aid districts for which data were availabre-
rank in the lowest,two'quartitles of State and label revenues

their'States, a significant number of districts appear
in the:-.top two quartileS and thus would have relatively high

, resource levels even without Impact Aid. Such districts receive
40 percent of Impadt Aid funds paid to the'sample of districts
examined, and the effect of these paymentsis often to increase,

' the' distance between spending levels in these districts, and ,

their State's average.,
AS

The major criticism of Impact Aid frpm:the standpoint of
equalizationrelates not so much to what the program does, but'
what it fails to do. It fails to give some States an incentive
to reforth their finances. It fails to give States that have
made a modest start toward equalization an opportunity to achieve
further gains by offsetting payments,to relatively..wealthy
districts.

Reform options are examined which relax present standards
of equalization'to permit increased State'offsetting of Impact
Aid payments: r."\

o Option 1 extends the current exception provision to
perthit offsetting in proportion to how closely the

. State approximatesFederal equalization standards.
*.
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o Option 2 liminatqs the Federal equalkzation tests end ,--
it ffsetting in proporticin to the portion of each

district's local revenues that is equalized under the ,,.

State's program. , .
.

.., .';. . "7-4:
..

o Option 3'retains the current-proVision anti permits other.
.States to offset payments to high wealth dibtricts. .

fhe three options differ in the extent to Which therachieve
.

.

various equalization- related goals. rf the objective ofzrefOrm,,
,

..
cs.fonsure that the Impact Aid program remains neutral with'e

-, respect to state edualization efforts, the second'option, which
would eliminate the strict qualifying tests and permit virtually
all States to count Impact 'Aid payments, goes the furthest of,

1
. the three options toward achieving that qoal: To a lesser

$''. extent, the firs.t. 'ption alsoii; directed toward Coordinating
,. Impact Aid with th distributiori.of State aid. HoWever, if one

is most concerned ith assuring ,that Impact Aid has the effect
of increasing equalization,, the third-option, which considerssthewealth

of Impact Aid districts, would-be preferable.
0),, -:

, - /
,

.

Equalization-related eforms of impactAid can exert-only
/ a. modest influence on 'State.finandes since,,nationally,,IMPact

Aid payme s amount to less than 2- percent of all current expen-
ditures for public elementary'andctecondary education. Thus.
the importace attached to theseiproposals is largely based on

. principles of uity and policy. concerns ip the area ofFederal/
State1$local cooperation. At the diStrict level,- specific reform
options can have aaubstantial effect on certain high ,impact
districts,' At State and Federal levels, the fact that program
dollars may be going in OPposite diiedtion8 must be a matter
of policy concern,, irrespective of the absolute magnitude- of
the amounts nvolved. 'For both of these reasons, equalization-

'related ref tmearel deserving of serious nsideration.,

Comprewpaive Reform Options i

-.
.

,,

.

r

The preceding discussion focused on the independegt effects
of'various reform options designed to' '-address problems presently ,\,,

. besetting the Impact' Aid program, In addition, several compre-
hensive reform packages were designed which illustrate what'
happens when a- number of current program provisions are modified
simul,taneously to address the major issues raisedfin the report.
ghese options'are intended to improve the program's abilitY*.
toequitably compensate'distriqts for genuine Federal buen, @'

anA address six reform goals':- '' ,

-1. ,

O

4.

. .

(1) The Federal, esponsibility should extend.only to .

st,pdent4 who represent a genuine Federal burden on
.thd distritct.
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(2) Methods used to calculate payment rates should be
objective, as possible to minimize the likelihood o
abuse. Procedures which yield unbiaied approximat ons
of what local education expenditures or revenues w uld
have been in the_abgence of Federal impact are to be
preferred over others.

N.,

(3)% Heavily impact` d distf s haVe-a more valid, higher
.Kiority scarde'Vederal resources.than

.,. lightly impacteddistricts.

(4) Impact Aid payments should nOt'Interfere with State
1 equalization programs. . 0

,

\. .
.

N, () ) Program operations should be rationalized and simplified:

' ,

S

(6) Insofar as'they occur, fund reddctions from reform
'shduld be progressive,in terms of district burden.a

,L,
The reform pac kages are intended t6 demonstrate that major

problems can be addressed in a variety of'ways, not to present a
-set of definitive program reforms.-`Because they.'Aliffer in-terms '

of the number of districts they eliminate,- 'their-'cost implications
and the extentto which the depart from current practices, -the
three packages illustrate a range of plausible strategies for,
programmatic reform: - ,

4101*
'

,
.

..... .o. Option 1, eliminates paymepts for "B" out-o --county
children? restrict.s&use of comparable diat 'method. ..
to high impact districts and' retains, both minimum rates,`- ,

removes linitatioRs from the current absorption; and
implements the wealth related e41alization'provision.

.

.

o Option 2"elfminates payments for "Bfr'out-of-county
and'public housihg childrenl. restricts uiel.of the
comparable\district method,, to high im ct Ugtricts
and eliminates theminimum rate of one-h f national
average per p il expenditures; implements a 3 per .

cent burden-bas d absorption and eliminates the tier
system; and impl mentsthe wealth related -equalization

, provision.
4 \

;N \ '''' 1 .
o Option 3. elIminat'es Paythents for "B" out-of-county

and public housing children; sets-LCR at_the greater
- of the State average of 186 lly raised, expenditures

er pupil or one-half.State erage,expenditures per
I pu o .1; implepents a 5 percent 4den-based absorption

-and imindtes-the tier system; "end 'implements the
. ,wealth elated equalization.provision. .t\
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. Option '1 represe s thd most modest departure from the cur-'

rent program. It achieves
tO

cost savings (28 percent reduction
in and-"I'3" paymdnts), but eliminates a smaller number of
,districts (1;0.12) than the other options. *Reductions are

4, progressive on districts grouped by Federal impact and property
'wealthiAithrleast impacted districts and wealthier districts
,experiencing greSter losses fiojn the reforms.

.jlowdver, some critics will argue that this'option does not
go far enough in adjtsting for differential Federal burden in
its use of the current.absorption prdvision.- In addition,
the'LCR reform-is motia strong element of this option, since it'

-zretains the national average minimum which yields a poor approxi-<
mation of local Federal burden.
-0

Option 2 is an intermediate level reform both* the extent-
it departs from current practice.andlin terms ofits effect on
program *costs 33 percentireduction). By eliminating public
housing payments and implementing the 3 percent absorption,
Option 2 accords low burden,Children' and districts less impor-
tance than the firseoption. Elimination of the minimum rte
based on national average costs represents an improvement over
the local contribution rate reform in the first option. Jlt ugh.
the State.,average minimum rate on'which most districts would nave
to rely is not perfect, it conforms better, than the otter met ods
with what is known about State/local expenditure patterns. The
effects of Option 2 are progresdive on districts classifiedby,
degree of impact with highest impact categories experiencing
Slight gains in funding and the greatest losses Occurring in
the low impact grouping. ,option 2 eliminates payments to over
2,400 predominately low impact districts This option also t
distributes losSes progressivelyacroSs districts groupedby
property wealth.

) ,

The third option-achieves the greatest' cost savings (about
43 percent)., eliminates payments for the largest number of.
districts (nearly 2,800),' and represents the most significant,
departure.from the current program. As a result, it is likely to
be the most controversial of the three reform packages. However',
it does have some features which recommend it. For example,
the local contribution rate reform in Option 3 represents a
reasonable method for approximating local costs at educating the
7ederal students. It has the added ad#'antage of being, relatively
straightforward and not subject to manipulation 'and abuse. In
addition, the strong absorption reform serves-to estabrish.the
principle that the Federal governthent's responsibility extends
primarily,to diitricti which are most heavily burdened by Federal'
activities. Like,cthe first two 'options, Option 3 is generally
progressive in its'ffects on districts classifiedby degree of
Federal impact and by' property wealth,

C 20
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Overall, Options 2 and Vgenerally,do a bett'et'-job than -

sAnd reditributions., ,,)4 Option 1 of achieving the kind of feductidh-]
that many ImPace-Aid critics "seek. Theylals6,would gnatly
simplify progtam administration, primarily. by eliminating the , .

complicated tier system.% Howevei, they accomplish 'thete changes
. by eliminating paymet4s for many districts and as a result may

.'be considered to be too drastic.- %.
.

. .%,,
/ 4! v

Summary

t 1,, Several conclusions, can be drawn regarding the.prtfall4
011.problems confronting those who woilld,attempt to imprbve
thh Impact Aid program4s ability to equitably compansate.for,
'genuine Federal,burden., , ,

First of all, it. is clear that Impact°Aid refOrm,directed
toward achieving the goals set out above reduce pr elIminate
payments fbr many districts. There is abdolu.telyAhq way ,to
accOMplish,mednin4ful reform and maintain the s:6.atus`quol,becaua
the majority of current grogram recipients are not burdened
significantly. Even the tplatively modest Option 1 ,results in
substaittial- reduCtions in funding and district,partOkpation.

.

A second lesson learned from this analysis is tkat,reforms
which seek to sharpen the program's ability to target on genuine
Federal:burden generally will have an adverse effect on some
typeS- of,districts andcdhildren,who Piave a legitimate claim on
other categories coerrederal assistance.' rdr example, while
center cifies,are not burdened in an,Ibpact ¶Aid sense and, hince,
do poorly 'under all of 'the'refOrMs, they dci-have,other critical.
educational probleMs which need attention.

J bO

SiMilarly,although pubilehousinq children do not,neces-
sarily represent an appropriate Impact Aidconcern,:many,exe
educationally disadvantaged, and thus have a valid claim on
othertypes"Of Federal assistance. 4ecause Impact ,Aid never:. ,. ]

has really been equipped' to dvalwith:these kind's ;of problems,
othervehicl'es which can addresg,these,concerrig need deVised,
or if sUch.vehiclet already exist, they should 'Ide e#A,o,12ted mote'
effec<tively.,: Expecting Impact Aid, to continue tnueo dothis kind
of double and triple, duty is unrealistic and iiracinsistent with .

both the progr'am's principal 2Purposes and the,reformobjeCtivea
'set out he e.

,.

, , f -

Finalli,,areas &ist where further study is warranted. In
i;arficular, additional investigation of 4ternative methods for ,

gauging thellt` effect of Federal:.activitieron"distriot resources'.
would be bodthelpful.' Such an inVestigation could .resUit,in
more equita*.dcomPensation acheme thsn:thOse'eigoied,re.

..
. .

]
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Further investigation of-the types of children for whom
payments are made is also neesied. For example, the-extentCito
which' payments ary made for children whose.,parents worivon
Federal property, in another district -but not.ln another county
should be determined, since these,payments 'arpm.,difficilt to
justif/ as those which are made for ISA7of-coun-q PB" children.

0.

Last; moreinformation is°needed about thg'seffects'Which
Imore flexible mpaCt Aid equalization proviaicins will.'have on

total, district revenues. Since improve.d coordination between
State equalization reforM and Federal 'faling sZa topic which
transcends t Impact Aid program, research mighi heve.particu-
larry large pay, fs. It might even result in Federal prolgrame
which are designe to facilitate rather than undermine State

,
reform efforts. -.

o
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I. BACKGROUND
A

School Assistance .for Federally Affected' eas (Impact

Aid) was initiated in1950 recognition of the respon-

sibilit df the United States for the impact which certain

Federal activities have on the lAal educational agencies in

which hose activities are carried on..."1/ Enactment followed

hearings and investigations which indicated that Federal

activities placed a burden on,.some districts through an in-

crease in enrollment'and losstin local taxable'property.

Enactment-was also in response to onditions existing\in'1950

which have substaptially changed since that time.. The4nation

Was undertaking a military build-up for \the Korean War; there

was virtually no Other Federal' aid availab14'for elementary
1

and secondary education; and States-provides aitmaller share

of the costs of educating,s,tudents'than they currently provide.

The purpose of the IMpact Aid program,is to compensate

local -school districts for the Cost of educating children

when enrollment and availability Of revenues from local sources

are adversely affected by Federal activities. Impact Aid

payments are made under two separate legislative authorities:
-

&P.L, 81-8/4 provides as6istance to local schdol districts to

defray current operating costs of educating children in im-

pacted areas and P.L. 81-815 is designed to provideqschool

districts with financial aid for sChbol construction under

specified conditions-N(e.g., for construction of urgently

l/ Section 1, P.L 81-874.

23
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needed'school facilities in districts whke new.rederal
.

sacctivities'have substantially increased school membership).

Major and pinpoint, disaster assistance is-also provided Under

both laws. Since most Impact'Aid is providedunder P.L. 817874 -,,-

$770_million in FY 1928 compared with $30 million for,con-
0

struction and because the issues involved are extremely

complex,, this paper will be concerned only with. P.L. 81-874.

_Program Description

1/

,P.L. 81-874 is the closest approximation to general aid

frOm the Federal government for elementary and secondary edu-t

cation, since Impact Aid funds become part of the*general

operating accounts of school districts and no.specialaccounting

of-their use is required. The Education Amendments of ,1974

(P.L. 93-380) incorporated two exceptions: (1) 'funds Provided

for handicapped children of military personnel -and handicapped
4children living on Indian lands must be' used, to support

special programs that meet, the needs of these children; and

(2) payments for children from public ,housing project's must

be used for ESEA Title I-type programs which provide services

and compensatory education for disadvantaged. children.

The majority of P.L. 81-834 payments are made to eligible

local educational agencies for two broad categories of

children: "A" children, whose parents live and work on Federal

'1/ To 1:e completely accurate, our analysis will deal only
with amounts-didtributed under Sections 3(a), 3(b), and
5 of 4the current law.

24
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property-and "B" children, who live or whose parents work on.

Federal property, but not both. 'Federal property is defined
.

to include Indian lands and' Fedeially subsidized law rent'

public housing. All children living on India4nda are ."A"' .,

/
p

-..-A
^.., q ichildren and hoist of the public 'housing children are "BP7

' , 'Ycategory students. A 1pcal educational agency is eligible

for Impact Aid if 3 percent of its enrollment, or 400 students,

.live and/or have a parent who works on Federal property.
. ,

Impact Aid payrients are made to local, educational agencies

on the basis of an entitlement. Th.07-entitlement is expressed

as a percentage of an agency "local contribution rate and

is intended, to compensate for the burden imposed by the various

types of Federally-connected children at a rate which approxi-

mates focally raised education costs.- The local,contribution'

rate may be .based either on comparable distribV per pupil.

,costs derived from local,revenUes, or alternatively, a minimum

rate'of the-greater of One-half the State or national averagb

per pupil cost.

'The percentage of the local contributi9 rate to which

an agency is entitled varies for over a dozen subcategories
.

of Federally connected children within the broad "A". and "B"

classifications. This reflects the notion that different types

. of Federally connected children impose differing degrees of
,

burden on the districts.- For example;,the higher entitlementsk..
, . ,

.

.

for "A" children (90-150 percent of the local contribution.
.

25
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rate, compared to 40-75'percent for "B" children) reflent
,-:the theor6tically-greater loss in revenue ta_districts

associated ith t loss of tax ravpriues orApoth4lace

0
a

".of residepce and the place of work.

74Witen the ,."A" and PB" claifications the\highest entitfe-

.

mentg are provded'for military and Indian handicapped children,

refleCting the greater expense of providing an appropriate.

,education for 'these children-f'Ailitaryrchildren also receive
,relatively higher entitlements than civilians to compensate

for the somewhat greater lass of revenues to a community which

mayiresult because military personnel often do business on the
-base rather than in the community. and may be exempted from

certain, State or locl taxes.where they are stationed. Finally,

within the "A" category, higher-erititlements are provided for,

districts which are more heavily impacted -- i.e., where 25

percent more. of the districes,enrllment are Federal

'children.
`

,'In addition to the payments for.Federally connected
I -

children, specialAvisions authorize Impact Aid to-schdol

districts having a pantial,loss of tax base`as a result of

the' removal of real property from yhe tax rolls 'through, Federal

acquisition -(Sectiop 2, P.L. '81-874); for districts experiencing

a sudden and substan4al increase of children resulting from

Federal activities (Section 4); and'T- districts to receive

an amount for a reduo Ion in Federally connected children.jOy

26
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cessa,tion,or decrease of Federal activity (Section 3(e)).

Finally, Section 6 of P.L. 81-874 authorizes payments to local

education agencies and other Federal agencies to operate

Schools when local educational agencies)are unablet.6 provide

a suitable free pdblic education for Federally connected,

children. Given the size and complexity of the-issue's surrounding

Sections3(a), 3(bY, and 5, evaluations' of the program's

special provisions have not been included in this paper.

History of Impact Aid Reform

While the basic structure and purpose of the Impact Aid

programhaveremainedintactsinceitsdn1950,enactment$n

the program has been amended numerous times over the. years.

The effect of these amendments has been to increase the local

con ribution rate for some distrAts and to expand the coverage

of the piogram by broadening definitions of Federal lands and

types of Federally connected children and 'by liberalizing

eligibility regUirements.

Perhaps the most extensive reforms were enacted th the

Education Amendmentsi,pf 1974. A significant feature of the

1974 reforms was the introduction of the "tier system" which

"tw

directs the way entitlements will be pro-rated when the program
. -

is less than fully, funded, and assures, that payments will be

made for public housing children. Although public housing

children had previously been eligible for funding, special,
I

earmarking of appropriations was necessary to make these pay-

ments, and Con4ress never provided monies for this purpose.

o
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The law .requiges that payments bemade in, three stages

or ." tiers" :

. In Tier 1,;payments are made at 2,5 petcent of
entitlement for all categories of children,
including public housing children.

In Tier 2,,the 'various subcategories are
.prioritized: "A" payments are made, at rates
ranging from 88 percent to 100 percent of
entitlement (including the*amOunt paid under
Tier 1). Total "B" payments in the second
tier range from 53 percent to 60-,percent of
entitlement. No additional payments are -made -

in Titer 2 for public housing children, so public
housing payments remain at ,25 percent through
the second tier. If there are not enough funds
appropriated to completely fund Tier 2, no pay-
ments in Tier 2, may-be made. In this event,
payments would be made through Tier 1 and

.through the hold harmless provisions which will
be described latet in the paper.'

. In Tier 3, All remaining entitlements are paid.
Payments for public housing children account
for most funds paid in the third tier.

The 1974 reforms also eliminated or, rechiced entitlements

for some "Be children. For example, "B" children whose

parents work outside the State in which the local educational

agency is located .were eliminated as eligible Federally

4.connected children. Similarity;' entitlements were lowered for

"B" ChildAh whose parents work outside the county in which

the local educational agency is located. These changes were

based on the argument that because the parents Of these

children pal, residential property taxes, and because the tax'

'loss from the non-residential property occurs outside the county

or State of the agency, there is little or-no burden on the

-agency.

28 11
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Table 1 provides a description ofd of the categories,

. . ii
. of."!A" and "B" c)ildrea. It also indicates their corresponding

entitlement weights as yell .as their funding levels in each

tier. The variations in entitlements are intended to reflect

the relative burden associated with each category.of child,

while the funding levels.assighed in the Tier systeM indicate

paymentpriorities for payment ainong the categories.

Another provision in the reforms affecting "B" students

is'the requirement that, beginning in 1978, some school

districts must assume the entire cost of educating a small

percentage of their-"B" students. This "absorption" provision

does not apply to heaVily impacted districts.

. The. 1974 reforms also included a change in the role of

Impact Aid with respect to State educational aid programs.

pricier Section 5(d); States are.prohibited,from counting Impact

Aid payments as local revenue 'in determining an agency's,

eligibility -for or share in a State aidprograin. The reforms

added a waiver to'this prohibition for. States which have a
. Pio

program to equalizeeducational expenditures among districts.

Finally, a major feature of the 19474 reforms was the

yIusion of four ,"hold harmless" provisions to ljiiit reduc-
.

tions in Impact Aid 'pa ents, In, addition to a- general

hold harmles's yhich,appIie to any reductions in payments;

there are thteeothersdirect!ed specific reforms oecon-'

ditions. One of these limits reduct 'ns resulting from the

4,

O
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Table 1. Fifteen Categoiies of Federally-Connected Students-with Corresponding
Entitlements and Payment Rate? Under the 'MOT System

Section of
P.L. 874

Descrippion
Entitle- Percent of Entitlement

went Paid in Each Tier
(Percent). Tier 1 Tier 2' Tier 3

.
: )

3(a) "A" CHILDREN .- Parents work 214
live'on Federal property. '

3(a)(1) .4 (2) "A" CHILDREN, IN HEAVILY IMPACTED

DISTRICTS -- Military and civilian
"A" children whose'school district ,

contains 25% or more "A" children.
-

3(a)(1) CIVILIAN "A" CHILDREN IN-OTHER
DISTRICTS -- Civilian "A" children
in districts that are not heavily

,impacted.

3(a)(1)(LRH) CIVILIAN "A" CHILDREN IN.PURLIC

HOUSING -- Children whose parents
live and work on Public Housing 4'
property.

3(a)(2) MILITARY AND INDIAN "A" CHILDREN .
IN OTHER DISTRICTS -- Children

2 whose parents live and work on
Federal property'or Indian/ands,
Non-Indian children On parents
in the uniformed services. School
district is not heavily impacted.

3(a)(2)(LRH) MILITARY "A" CHILDREN IN PtaLIC
,,,, VI

wousiNG_ 'o
.

3(a)(2) Handica *.

pped HANDICAPPED MILITARY AND INDIAN
(25% or more) "A" CHILDREN IN HEAVILY IMPACMIT.

DISTRICTS

3(a)(2) Handicapped HANDICAPPED MILITARY AND'INDIAN4 (Less than 25e) "A" CHILDREN IN OTHER DISTRICTS

3 (b)

(b) (1)

3 (b) (1) (LRH)

"B" CHILDREN Parents I./lurk or

live on Federal property,. but not
both.

CIVILIAN "B" CHILDREN WHO RESIDE.
ON FEDERAL PROPERTY -- Children
with civilian parents who-live
but do not work on Federal property.

CIVILIAN "B" CHILDREN WHORESIDE
ON PUBLIC HOUSING PROPERTY --
Civilian "B" childrqn.whose parents
live but do not work on public
housing property.

3(b)(2)(A) CIVILIAN "B" CHILDREN WNOSE'PARENTS
WORK ON FEDERAL PROPERTY IN THE

. COUNTY OF THE DISTRICT WHERE SCHOOL
IS ATTENDED

-
.

3(b)(2)(A)(LRJ) CiVILDVA "8" CHILDREN WHOSE PARENTS
WORK ON PUBLIC HOUSING PROPERTY IN
THE COUNTY OF THE DISTRICT WHERE
SCHOOL IS ATTENDED

.1'

100.' 25 75

(25) (100)

90 25 63

(22.5) (79.2)

..

90 25 9
(22.5) (225)

100 25 65

(25) (90)

100 25 0

(25) (25)

150 25 75

, (37.5) (150)

45 25 32

(11.25) (25.65)

4. 150 25 65

' (37.5) (135)

'45 25 0

(11.25) (11.25)
.

,.t
.,.. 45 . 25 ' 32

t

0

(-)

A .

12

(90)

75
(90)

10

(100)

15
(100)

0

(-)

10

(150)

(11.25)* (25.65)

6.45 25 0

4 ' (11.25), (11.25)

t

'''.:

. -

3(b)(2)(B) CIVILIAN "B".CHILDREN WHOSE PARENTS 40 25 28
WORK ON FEDERAL PROPERTY IN THE (10) (21.2)
STATE BUT HOT IN THE COUNTY OF THE

r. DISTRICT WHERE SCHOOL IS ATTENDED

3(b)(2)(13)(1.11i) CIVILIAN "B"`CHILDREN WHOSE PARENTS 40 25 0
WORK ON PUBLIC HOUSING PROPERTY IN (10) (10)
THE STATE BUT NOT THE COUNTY OF THE
DISTRICT WHERE SCHOOL IS ATTENDED

3(b)(3) MILITARY "B" CHILDREN -- Cnildren 50 25 351
whose parents area in the uniformed

work on Federal prop
services end who or

(12.5) (30)

1

a 3(b)(3) Handicapped HANDICAPPED MILITARY "8" CHILDREN 7 25

(18.75)

).35

(45)

43

(45)

75 ,

(45)

43

8

,r
(45)

-1
, 4. .

75',
(45)

47

(40)

75

(40)
. .

40

(50)

40

(75)
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k
changes for out-of-county and out-of-State "B" children.

Another partially offsets reductions in payments for other

4r .,categories orChtldren resulting'fromthe funding of public

housing children. There is also a hOld harmless to prevent

ia'rge losses in payments as a result of specific military

base closings.

Budget Historl,

Table 2.showS entitlements, budget.requests and appro-
0

priations over the last eight years for, the Impact Aid program

(P.L. 81-874). Coritroversies over Impact\Aid have tended to

develop a pattern that is evident in Table 2: Presidents

. have annually proposed changes that would greatly reduce
0
:program costs; affected districts have testif.ed'tpat the

changes proposed would cause cutbacks"i'n their educational

offerings; and the Congress has subsequently appropriated

substantially laPger amounts than requested by the Executive

Branch.,

It is important to note the relationship between entitle-
.

ments under the program and the' amounts which haVe'been
0

appropriated. Prior ,to fiscal year 1970, enough funds were -
.

-.appropriated to permit payMent of full entitlements. However,
, N ,.. . ,

`since then, even though Congress has apprOpriated much larger
...

a

amounts than were requested by the President, it has not fully'

funded the' program. The "tier system" which went into effect

in Y 1976, explibitly directs how payments will be made at

31 ,
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Table 2. Recent Hi.Stoiy of Entitlements*
Budget Requests and Appropriations

tfor the Impact Aid Prbgram (P.L. 81-874)

t
' 10.

Fiscal Entitlements/ Request Approp ;iations

Difference
Between
Request and
Appropriations

1970 $ 597,500,000 5187;000,000 $504,500,000 + 317,500,000 '

-

197112/ 897,200,000 410,000,000 536,068,000 + 126,068,000

1972 924,000,000 425,000,000 592,580;000 + 167,580,000

1973 976,000,000 415,000,000 635,495,000 + 220,495,000

1974 .939,391,000 '273-,500,000 574,416,000 + 300,916,000

,1975 1,053,500,000 320,300,000 636,016,00E + 315,716,000 ':

19762/ 9813,9006000 426,226,e46 739,000,000 312,773,154
.

1977 1,115-400,000 315,000,000 768,000;000 + 453,000,000

1978 1,185,450:000 370,000,000 77000,000 + 400,000,000

a/' Excludes disaster assistance and holdharmless provisions.
b/ Public houSing children' eligible, although no appropriations

Rade forthein until FY 1976.
c? Reforms eiacted in the Education Amendments of 1974 became

effective in FY(1976- .

,

lessthLettill funding. Congressional policy since the introduction

\\of thd tier system has been to fund. the program through Tiers 1

4.-2. In FY'1976the amount appropriated' was more than'waOneeded

for Tier 2 (although Ole .intent was to fund' only 'through :Piers,

and l2), and; as a result, some payments were Made'in Tier 3. In

FY 1977 and FY 1978 the appropriations law \:speciOcally directed

that payments be made through Tier-s 1 ancC2ugonly.

.P 32
e
I,.

..,

, .
.
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0

The 1974 reforms also had the effect of loweririg entitle-.

ments in FY 1976. However, due to increased claims for low rent

housing pannents and rising local contribution rates; entitlements

in FY 1977, the second year of reform,: were already above

"pre-reform" levels., Thus, despite the enactment of reforms

and some initial lowering of entitlements, appropriations

have steadily increased since 197 If the FY 1978 Congressiohal

policy of funding Tiers 1 and 2, and two of the hold harmless

provisions is continued, it is estimated,that program costs

will be over $1 billion by 1982.

Program Beneficiaries

In 1978 it is estimated that awards will be made_to

nearly 4, 00 school,districts on the basis of about 2.5

million FedeitatILy connected children. This includes payments'

made .under Section 6,for other Feder/al agencies which maihtain:

schools (primarily the Mepartent of Defense). Since 'pie

majority of these funds are available forjthe general operating

accounts of school districts, some or all of the 23 million

Children enrolled in. Impact Aid school districts could con-'

ceivably benefit from the aid provided by the program. The

fact that this is a general aid program and the relative,lack

of strings attached to -\tlie° funds make this a very popular program,

with recipient districts.



1

s

1Z.

(--

III EVALUATION OF CURRENT pRO4RAW

Sihce its enactment'nearly 30 years ago,the Impact Aid

br.gram hasbeen the object of much debate, %time

lative changes, and several major' studies. The most extensive

assessments of the program include a 1965 evaluatiqn:conducted

by the Stanford Research Institute, a 1969 study by. the

Battelle Memorial Institute, and a 1976 report by the General
A

Adcounting Office.

Both the SRI and Battelle evaluations concluded that the

basic structure of the Program
V

p4oviding payments for

Federally connected children and distinguiShing between "A"

and "B" children -- is defensible and properly conceived in

terms of relieving burdens imposed on school'districts.

However, both of these studies, as'Apell as the GAO`-ihort,

identified aspects'of the'program Which, limit its effective-.

ness in compensating for these burdens. 'or example, the

Batte110-study found that Impact Aid results in unjustified

overcompensation to many school districts. These,Impact Aid

"Windfalls" are the result ofkpaym ents.which far exceed the
. .Federally imposed burden. The payments are either in excess

of the costs of educating the Federal pupils or do not reflect
,

economic beneflte that federal activities may caubein a com-
,munity. _addition Battelle concluded that payments are

-made to wealthy,school districts which could finance higher-,

than-average school costs without Ir9pact Aid.

a.

rt
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All of these studies Were based on data^collected prior

, to FY 1976, when the extensive reformS contained in the Edu-

cation Ameridments Of 1974 were implemented. Using"-FY 1976

"post-reform" data this section will address the following

major issues which have-een raised by these studies as well

as,by'the critics and proponents of the'program:1/-

s

.4.. Are school district's adequately compensate4
for Federally imposed burdens?

. Are Impact Aid funds equitably distributed
in terms of district needs and Federal.impact?

. Does Impact Aid interfere with State
equSlization programs?.

..*

1/ a evaluation of the current program in this section and, '

t e simulations of reform components examined in.subse-
t sections were undertaken using several hlibrid.data

file SAFA payments for school districts, obtained
'from the Office of Education's FY 1975 and FY 1976 prograM
tapes.: were combined with spAially githered school
district property value data for 1974=1975.9 Ire necessary,

matchedSAFA and property data were atched and mer ed,witp
income and metropolitan status data derived from the 1940
Census Fifth Count File reaggregated to 1975-1975 school
district boundaries. Some analyses required the combi-
hation'of SAFA and these other data with information,
contained on NCESI,s 1974-1975 ELSEGIS finance file.

'- Because hcomp1ete i00 percent m&tch'among all data sets
was never possible (although match rates were generally
in the 75-85 percent range), SAFA payment data displayed

' for "matched" variables like property {wealth are incomplete-
and generally will not add to program totals:, This is
especially the case"for small districts,with enrollments

1 of 300 or ilpss and/or populations under:1,000. This
attritio,of districts,and associated data should be kept

111416 interpretIng the results of the -study., 'Of,
necessity, some analyses are based on systematically
constructed samples and generalizations must be made with
caution.

.
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Are School Districts Adequately Compensated
for Federally Imposed Burdens?

Much.of the controversy over` the Impact-Aid,i4Ogram.has

revolved around the issue of how well the program is compen-

sating school districts for Federally imposed burdens.

though ,the burden concept is the basis for Impact Aid payments,

identification and measurement of thisburden has proven
.

illusive. For example, in most instances, it is virtually

imPosiible to determine what'an area would have been like in

, a teims of it.8 revenue raising capacity and p ?pulation without .

Federal activity. While it is true that in some areas the

Federal govprnment's activities have precluded private develop-

ment which would have given rise to sizable local revenues,

it is also true that in other area the Federal presence has

stimulated more economic activity and,led to the creation of

.more, taxable property than otherwise would have existed., The

problem is that there is no generally accepted method for,.

distinguishing between'these two types of situations and for

4. ,quantifying net.tax losses or benefits to a district. The

Battelle stunk, in fact, concluded that there is no feaSible
,.

way to design a perfect procedure for Impact Aid tha't accurately /

measures the net burdenof Federal installations."

The current program attempts to compensate for burden by

providing _payments for certain. Federally connected.c4irdleh.
. ,

..,

Payments are based'on a local Antribution rate (LCR) which is

nintended to reflect the district's sham: of total per pupil
"4 -
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costs. The percentage of the LCR to which a district: is

entitled'varies for the different categorie§;of Federal

children, and is calculated to approximate the portion of

the.LCR lost to,a district as ,a resW.t of each child's Federal
,* 0

connection. The following discussion examines this compensa-

tion arrangement. Specifically, it atteMpts to assess whether.

the children defined as Federally connected really do impose
"NI

a-Federal burden on a districe and whether the niethods Used

'to calculate LCRs and the weights assignea.for entitlement

purposes result in payments-commensurate with the burdens

imposed:

Federally Connected Children

Historically,' critics of Impact,Aid have charged that the

program makes payments for some children who do not plate a

. maior'burden on a district's abil y to finance education.

Although the 1974 reforms eliminat d entitlements for out-of-

State:" ' children, most past chang have been in the oppositef I.

.

../
.

direction and have expanded, rather than limited, program,,--

.../
- h

erage. As a result, districts continue to receive payments
/

or several categories of children who arguably do not represent

ederal burden on school resources

Iven the strongest critics of I act Aid agreethativuA"

children are associated with a clear loss of tax base to'school

districts whi must provide` educational servicesclor them.

And there is no question that(the 'loss oftax base and the

37
I

.
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r'
presence of these additional children result from Federal

\activities in the community. Consequently, refprm proposals

leave "A" payments (which will total pearly $300 million in

FY 1978) untouched.

Payments foe "B" category children, however, have been

the focus of much critism and the subject of numerous reform
4,

proposals. The most recent of these proposals would have

reduced the FY 1978.Impact Aid budget by an esti mated $345

million by eliminating these payments entirely. The principal

justification for this and Similar proposals rests on the

observation that "B" children,' most of' whose parents live on'

private property and pay residential property taxes, represent'.

much less of -a potential revenue loss to a district than "A"

childx.eri, whose parents both work andOlive,on Federal property.

Becauseathere are relatively strong justifications for

payments based Qt some types of "B" childrenN, total elimina-.
.

A . .

ation of "B" payments seems an overly harsh measure. For 1.,
..._4 .

.

example, 'about $90 million will be paid in FY 1978 fof alpproxi-

mately 400,000 miiitAc "B" children whose parents are eXempt-
'.,.,

from certain State and local ta xes. Similarly, payments are
)

, . .

made for other "B" children whose parents either work or live

on non-taxable Fede4a1 property located within the school,

district. It-would be difficult to deny that these children

are not associated with at least a partial tax loss tolthel

school district.
.

i(` ,

..0 438' ,

r
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On the other hand, if one agrees that the major. purpose

of the IMpact Aid program is to provide an in-lieu-of-tax

payment for districts that have suffered sOme'tax revenue

loss through Federal, presence, logic alone leads one to

question the appropriateness of providing payments for some-

categories of children. In particular, the justifications,

for prot,ridinii4payments.fbr "B" children whose parents work

! outside the school district, and for pub is housing children

warrant close 'tcrutiny. . '

Out-of-County and Out-of-District
"B" Children

Originally, the Irfact Aid'program did not distinguish

between children whose parents work inside and those whose

parents work outside the district. HoweVer, since tax loss

is the major feature of the burden concept,- such a destinction

/ is important. In particular,, it can be argued, that children

whose parents work on Federal property outside the school

district do not represent a Federal burden because, even if
0

this property were taxable, the district would not benefit

since it could not tax property_ beyond its boundaries.
- /

The 1974 Amendments addressed this problem by eliminating
\the entitlement/for children whdqe parents, work on out-of-State

Federal property and by reducing the entitlement for _out-of-

country'"B" children. Critics argue, however, that these

reforms didipot go far enough, and should be extended to
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,0

.

0

eliminate out,-of-county and out-of-district °"B" payments as
,

.

well. They.contend.that in terms of adistftct'es ability to

tax property the most relevant'boundary'is the district

boundary, not the Stat r-boundary, and they point to the fact

that put-of-county "B" children will account fOr nearly.

$40 million in FY 1978 Impact Aid payments.
N .

Justifications for including out-of-county and out-of-
,/

district ."B" children as eligible Federal children eaphasize

that there. may oe se iceburden on districts which must

.educate theseochildren,
may-eccur when there is a large

Federal.installation "just ac ss the distrlct line" tht
0

attracts lar numbers 4 civilian and militav personne4
_whose childre must.be served.. To the extent that property

eana other tak revenues resulting from these children (and the

indirect economictenefits generated by the Fedeial govern-\
ment's presence) are less' than enough to offset the increased; Je

costs of educating the Federilly annected children, these

'districtsmill be adversely affected.- The Battelle Study .

concluded that although payments should, be less than for other

.

- 1/ Actual payments for out-of-district '.:13" children are likelyto be much higher than,$40 mi4ion. However, estimates are
not available for payrdentg whiCh will'be Made for-children
whose parents work otl.tside the_district but_within the same
county, nor for hold hariless payments offsetting reductions
in out-of-county and out-of-State "B" payments resulting

:from the 1974,reforms./

40
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types of "B" children, all out-of-district payments, including

Out-of-State payments, can be justified on the basis of a

service burden concept.

'Many have challenged this conclusion asking why Federal
""P

sector activities outside a district should be more burdensome

and deierving of compensation than private sector 'activities.

After all, they argue, 'a large,manufacturing plant or other

private business usually would not be required to compensate
5

an adjacent district just because it employed parents of children

attending schools in that district,

k
Geherally, we would agree that the arguments fOr including

"B-out" children are not very compelling and question whether

they warrant annual Impact Aid expenditures of over $40million.

These payments cannot be justified,as compensation for tax

loSs,since the district would not be able to tax even private

p operty outside its jurisdiction. Further, we would, argue
#.1

th t many of these districts have been benefited, rather than

,burdened by Federal activities. The benefits in these cases

are expanded employment, commercial activities, and pritate

residential t4x base.

Hut -ing Children'

A

Since 1971, payments have been authorized for children

whose parents live.and/or work on Federally subsidized public

housing property

of 1974, special

required tq make,

However, until the Education Amendments

earmarking of appropriations would have been

these payments, and monies were never provided

for this purpose.

v 41
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The Education Amendments changed this by including

20.

public housing payments in the tier system to assure that these

payments would be made. In addition, the Amendments included

the requirement that public housing payments be used sp)Oifically

to provide educationally disadvantaged childreri with ESEA

Title i-type compenSatory education services. Although pay-

ments for public housing children are funded at the lowest

rate through Tier 2 (25 percent of entitlement versus.53-100

percent.for other categories), they will account for approxi-
,

4mately $80 million in FY 1978.

40
Public housing. property differs from other property

which gives rise to IMpact Aid payments in that public housing

is locally,'rather than. Federally, owned. Despite this difference,

proponents of public housing payments contend that the Federal

government has a responsibility to offset district tax revenue

losses villich result when non-taxable public housing units are

constructed. This responsibility is thought to, stem from the

role the Federal government plays in encouraging communities

to construct the public housing. By participating in the

program, a community often suffers a loss of tax base,'but

at the same time must provide educational and other services

for a popultion which may well be in need of relatively
-

higher cost services.

In response to the arguMent that public housing childred

impose a Federal Lax burden, critics of these payments note

.42



that public housing children are not, strictly speaking,

Federally connecter/The owners of public housing are log,al

housing authorities, not the Federal government. Furthermore,

these projects have been constructed in'response to local

government decisions under. ground .rules that were known in

advance to them, Thus, critics conclude that public housing

is not imposed on a local area by the Federal government.

It can be argued also that public housing payments may -

represent g duplication of Federal funding efforts. In

addition to Impct Aid, the Federal'government shares in the

initial cost of building public housing units, guarantees

debt service on bonds issued by local housing authorities,

and makes annual contributions which subsidize payments in."

lieu of taxes. In FY 1976' disbursements to local housing

authorities for public housing amounted to over $1.3 billion.

It should also be noted that public housing authorities and

local governments derive an indirect benefit through the lower

interest rates made possible.by Federal guarantees.'

Proponents ofpublic housing algo claim that publiO

housing creates a service burden for the district by drawing

pupils into the community who would not otherwise be there.

However, this argument can also be challenged. Because of

long waiting lists in many communities and the need to be a

community resident to get on these lists, imblid housing

21.

usually cannot draw pereons to a community who would not

otherwise be there. Typically, public housing serves existing

community residents.

43



Finally, a major aspect of the justification for public,

housing payments'is that they help districts offset the costs
0 ,

.1
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associated with high-need-, educationally' disadvantaged children.
Unlike most other Impact Aid payments, public housing payments

°are not general aid but must be used to fund ESEA Title-I type

compensatory programs. The main reply to this claim rests

with evidence that, compared to Title I, the program does'a

poor job of channeling funds to dreas with large concentrations-,

of educationaily needy children. .The Title I formula .is

designed to allocate .funds on the-Joasis of poor children, on

-the grounds that poverty is an indicator of eAcatioaal need.

'Thus,, f Impact Aid public housing payments are being targeted
.0

effectively, one would expect their,' distribution to correspond
to the distribution of children living in poverty. In fact,

however', there is very little relationship between per pupil

fublic housing payments and percent' poor.' This in sharp

contrast with the Title I program,-. which is highlytargeted
orb the disadvantaged.,

Additional, evidenceindicating thaepublic hoAing pay-,

ments are,poorly,targeted on the disadvantaged is provided
0- in'Table'3, which compares the'ratesat which the 16 largest,

center city districts rective Impact Aid public housing.

payments and ESEA-Title I funds. Again, if public housing

,payment's in these cities were targeted on need, one would

ekpect their distribution to be similar to that of..Title I

, 44
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Table 3.

Cities

Comaariscin- of SAFA Housing a
Allo5tments Per Pupil for Sixten Ci

nd .Title
ties Rankedby Percent Title I Eligibles :".\ ,-

.

Washington, D.0

San Antonio

New' York City

Detroit

Boston

Baltimore .

Chicago

Philadelphia

Cleveland

Sah Francisco

Lbs Angeles'

Dallas

Houston

Milwaukee

Indianapolis,

San 'Diego

23.

Percent SAFA Public ')

Title I Housing Dollars Title I Dollars
Eligibles Per Child'5-17, Per Child 5-17

(1) (2), (3) ,,4".44

32.1 6.94 73.03

31.9 3.21 48.38

30.4 10.10 73.51

29.5 0.99 63.08

29.'4 2.40 55.15

28.7 -0.75 62.82

28.1 5.97 /57.6.0

26.8 5.1 57.38

24.2 2.68 42.11

19.7 1.53 36.32

18.9 1.10 .. 35.94

18.9 2.06 28.77

,18.6 0.44 28.19.

18.5 1.29 38.46

15.6 0.89 26.42

14.5 - 0.22. 26.27

SOURCE: 1976 SAE% and Title I Program Data-F-4es.

45
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funds.. However, Table 3 indicates that they are not similarly

distributed. For example, while Baltimore and Chicago have0
about the same percentage of disadvantaged children and receive

comparable Title I payments, they receive public housing

payment atIvery different rates. In.effect, it would appear

that pub ic housing payments are targeted on needy children

only to the extent that these children live in cities with
%

active, aggressive housing authorities.

In our view, inclusion of public housing children as

eligible Impact Aid students is not consistent with the
%

program's goal of providing compensation for Federally imposed'

burdens.' Further, these payments do not.provide:an equitable

distribhtion of funds to aid educationally needy 'children.

This assessment does not deny that public housing payments

provide some services for these' children, nor does it deny,.Al1/4

the importance of the Federal role in''assuring educational

opportunities foX disadvantaged pupils. The point isthat

the Ilipact Aid program is simply not an appropriate or effective

vehicle for implementing this Federal responsibility.

e

Methods Used to Calculate
Local-Contribution Rates

The- Impact Aid Program tseeks to compensatla schooidis-

tricts for the portion of per pupil costs that would have been

paid 'from lOcal revenues had these, not been lost or reduced

as a result of Federal activity. There is no straightforward

' 4
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way of determining these, amounts from a Federally impacted

district's actual educational costs because these financial

characteristics are clearly influenced by the presence of

Federally connected children. Hence, the current law provides

that a district's rate of compensation (i.e.,kts local con-,

tribution rate, or LCR) be based on the amounts private

property owners in generally comparable districts pay toward

.the cost of educating children.
-

In practic , there are two proceduial options, from which
0

a State may cho se when using the comparable district method

for determining L . It may categorize all of its districts

into several generally comparable.groups and base each'appli-

cant's payment on its ..group's average per Pupil expenditure

from local revenues. Alternatively, rates may be 'based on an

individual applidant2g selection 0.3 at least five other

comparable districts. In this ihstancg, thb'SAFA district's

9LCR is based on these five comparable districts' average per
.

. .

-_pupil expenditures from local sources. The second procedure

generally gives the Impadt Aid district more'latitude in
/

_ N
. .

determining its payment rate becagse the appiicant.can either
/. ..-

. .

make its own selection of the five districts to mhich'it is

.compared, ar so..in'consulttion with the State Education
)Agency.,

Because the comparable district method can result in
1

4 very low LCR's in. States that ..finance a AO percentage of

P. 47 .
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education from state sources (and/or Stp.tes that have very

low educational expenditures Oer pupil), the law:ais

establishes a minimum payment rate which is the greater of

either one-half the national or State average per pupil

operatirig expenditures from now-Federal sources. This minimum

rate is constrained.in that it may not exceed the State average

expenditure per pupil.

The extent to which the minimum and comparable district

methods were used in 1976 is shown in Table 4'belpw. As the

table shows,' over half the districts we examined relied on

the minimum method which guarantees at least one-half the
6

national average, expenditure per pupil. The next most popular

method was one or the'otheeof the two comparable district
I

procedures (about 25pecent of all districts selected a

'Comparable district proCedure). Only aLut,18 percent .of all

districts relied on the minimum of one-half the State average

expenditures.

These figures reveal nothing about the different cost

impacts 'of using the various methods. Indeed, in this.respect

the results are somewhat misleading. In particulars although

only about 25 percent of all districts choose one or the other

compaiable district procedures, over 3 percent of all program
4

dollars are allocated to districts using this method. Abdout

49 peicent of all funds are targeted on districts using the

national average method, 'while only about 14 percent of all

funds go to districts that choose the State average minimum.

go
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The method chosen 'by a district depends in lar.ge part on

how its State finances education. .Fdr example, Table 4

suggests that the comparable district method will be chosen .

,

by districts in States which rely heavily on locally raised

revenues to support education. On the other'hand, districts

in States which share a large portion of total education costs

generally rely heavily on one or the other minimum calculation

methods. Whether a district selects the State or nItilonal

minimum clearly depends on which method 'will maximize its

grant. Thus, where a State's average expenditure is greater

than -the national average, the State average miriimut will be

selected. 'Where the opposite is true, the nqtiOnal! minimum
s

. will be chosen.

Finally, the last column in table 4 shows that, as one

might have guessed, variations in the methods used to calculate,

local contribution rates result in substantial inters

differences in average LCR. In gdrieral, States with hig

average LCR's tend to be those which rely heavily on locally

raised revenue's to support education. These inclVe New

York, New Jersey,
i

New Hampshire, Connecticut, Oregon, sand

StatesStates with low average LCR's are most often

those with low overall levels of support for education and/or

those which rely heavily on State rather than local revenues.

These include Alabama, Arkansas, Florida, Georgia, Kentucky,
.

Louisiana, and -Mississtkpi. Most are Southern or border states.

.
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Table 4. Number of Districts by State and Type of
,Local Contribution Rate: 1976S/

28.

State

Number of Districts Using:

--Total Districts Comparable 1/2 State 1/2 U.S. Average LCR
in Sample District LCRb/ Average LCR Average LCR Per SAFA Pupil

(4) . (5)

Alabama 85
Alaska 29

An :Soma 107
Arkansas 97

California 465
eoloiado 86
Connecticut 34

Delaware' 5

Drstrict of Coluagia 1

Florida 26
Georgia 79

Hawaii
Idaho
Illinois
Indiana
Iowa

Kansas
Kentucky

4' Louisiana
Maine
Maryland'

Massachuietts
Michigan*,
Minnesota
Mississippi
Missouri
Montana
Nebralka
Nevada
New 'Hampshire

.New Jersey

New Mexico
New York
North Caro
North Dako
Ohio
Okla4lia
OregORF

4 tennsylvania
Rhode Island
South Carolina

'Percent SAFA $

South Dakota
Tennessee
Texas
Utah
Vermont
Virginia
Washington
West Virginia
Wisconsin
Wyoming

AlltSAFA Districts

1

68

165

48

37

74.
65

21

68

18

125

63

44

-36

142

127

27

14

62

160.

64

'67

415

341t.

88

.0^

3

26

1

37

74

9

77

5

--
67

51

27

18
158'

(1) ' (2) (3)

1 28
22

70

"15 --

15 "19

5

1

1

--

139

--
9

48

-P3
44

--
--

1

--

,,, --
"--

45

100
ISO 7

28's

431^,

/ . 13

.....711,

,.23* "--
50 . Z.!*t

. ,

51 q. 51 a:, ,. ,

92 1 --
t

246 4

35 --
" -- "064:

17. 6 : k....=4.,
65 /10 .1.

.
160 16%, 4 144 i

', -- .12

47 47 t) ,-
25 14 $

n'li ^ 4.

4,164, 1,052 /i 73i .S.

100 37.0 141;k

85 ' $ 569.73
17582.59

85 580.0
97 569.73

-395 589.62
71 635.09
-- 860.06

656.24
-- 760.69

26 569.73
79 569.73'

$ 639.54
65 571.15

832.00
47 575.02

/ 574.94 /
.598.21

65 569.73

21 569.73

68 569.73>
785.33

$ 748.13

-- 680.73.

640.57
16 > 569.73
75 597.06
76 851-76

765.68
14 569.73
4 915.51

1,058.94

62 $ 569.73
*1,305.58

64 569.73

\667 , 569.73
70 676.68'

331 570.97

i 853.37
710.45

/

' '23

s

569.73

744.11

e .

C4

-- $ '664.28"

92
..,

569.73

35

§74.71242 ,'

569.73
11 ...Pi, 6n.04

711.6455

.--
12

' 590.59

569.73
__

, 655.38
. --

2,374

785.47

-$ 694.57

48.,6c
_ ,

At least so percent of all non-Federal revenues are from State sources. Digest of Education
Statistics: 1976 Edition, Table 68, LACES, Washington, D.C., 1471.
Excludes districts for which no LCR was available.

2/ This column also includes some districts whose rates were determined under a special exception
provision which permits the Commissioner to establish rates above those that would result from
any of the three'regular calculation methods. These districts mustAbe heavily impacted and sho'w
that rates resulting from the other methods would not be sufficient for 'the district to provide
an adequate level of education.

SOURCE: 1976 SAFA Program Data File.,

So
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{)

Controversies Surrounding

,

-Current Methods

A
As has been demonstrated, the current fa offers districts

o0 and' State education agencies a variety of pethods from which

to choose when calculating their local contribution rates.

lo Proponenal'of the present s ;stem argue that it is appropriate

to offer this variety becalfse more than one method of calculating

costs is needed for the program,to be responsive to the diversity
of State and local finance arrangements that exist throughout.

the nation. .They also note that, given the lack of any

suitable direct measure of what district revenues and costs

would have been in the, absence of Federal 'activity, the present

*-set of alternative methods constitutes a reasonable compensaT,

tion arrangement.

Critics of the present compensation system look with

disfavor'on thiss"something for elreryone" approach. They

are especially critical of the comparable district method

whicAl they contend is applied imprecisely, is disequalizing,

and object to abuse. The minimum paref5>,nt prpeisions have

also been criticized as disequalizing because they promote

windfall gains and overpayments to some districts. The

more
following discussion examines several of thebe issues ore

closely.

13The comparable district method. In applying thi's melkod

a school distiict is instructed Xo.compare itself with other

districts or district gponpings and select one that is comparable:

51
%.%



A.

J

Comparabit1ty is determined on the basis of certain criteria

which are specified in regulations.. These criteria includes )

several which are relatively unaffected by Federal activity.

Examples are d4trict'legal classification, curriculum offered,.

and percentage of pupils transported. For the most part,

however, the criteria specified are ones that can be highly

influenced by the presence of Federal children. For example,

it.iS difficult to imagine how expenditures` per pupil, pupil-

teacher ratios or assessed property valuation per pupil --

alLof which are ,inclUded in-the.list of criteria ---P

coul0 be unbiased comparative characteristics.

oesibly

Indeed, one-of the Major dilemmas, hich must be con-

fronted in applying any comparable district approach is that'
00"

if a district is truly impadte by Federalractivities it is

not likely to have non impacted comparables. Thus, althOugh

the comparable district method is oftenjustified on the

basis that it provides a solution to tHe.problem's associated
.

with using an Impact Aid district's Federally influenced .

education costs to determineits rate of compensation, in

tact, the method is at best an imperfect solution to these

difficulties.

A second,problem that besets the - comparable district

,method relates not ,so much to the appropriatenss of the

criterialas to the nearly impossible task of establishing

.,consistent rules for how they are to be applied. Even if such

52
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rules could be devised, the task of monitoring to-determine

the accuracy. of each istrict's data collection procedures

and-selection methods would still cause overwhysing practical

difficulties. fit is probably because of these problems that

only the broadest standards and most flexible review procedures

have,beeiradopted by theeprogram. However, these practices

are the source of major criticism. For example, the GAO

recently noted that:

OE has not defined tolerances that applicants
)ran use in selecting comparables which are
/dissimilar in, several criteria or whigh do not
otherwise meet OE requirements for comparability.
Although instructions state that cost per pupil is
the primary criterion

figg"determining comparability,
neitherthe4regurationa nor the instructions
specify whatjweight,,should be given to the remaining
criteria.1/

'
/7ConseqUently, there is no consistent or systematic

proczedure for selecting 'comparables or for use- by OE ihi approving

..

selections., Moreover, such wide latitude provides a poWerful

incentive for districts to maximize the Federal grant by

placing greatest emphasis' on thoiecharacte istics thatIpermit.,
theM to select comparable dIstrigts that ar high spenderi.

The magnitude or the advantages gained by different

types of districts that use the comparable district method is

sug4ested-by Table 5. The table shows the extent to which
'Srdifferent types ofAistricts received larger LCR's in 1976v--

by using the`comparable district Methode rather than the
.

General :Accounting Office, Assessment. o£. the Impact
Aia'Program, 1976, p, 32.
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Table 5. Relative Advantage.V.Using the Comparable Districb LCR Method:
Ratio of, Comparable District LCR's to Larger to 44inimum LC4
Calculations by Selected District Charactetistics l976e'

b.

Selected District
Characteristics

Ratio of Comparable District
LCR to Larger of Minimum LCR'sli

Percent SAFA Received
Using method-

by Districts.

All SAFA Districts

Percent SAFA Pupils

1.42 37.09.

- 100 C- 1. E1 63.13
50 - 74 ' 1.30 23.41
j5- 49 1.35 19.16
15 - 24 1,44 34.92
10 - 14 1.41 62.02
5 - 9 1.36 26.40

Less than 5 1.35 36.6

Metropolitan Classificationt/

Center City 1.37 36.25
Suburban 1.45 ' 40.54
Non-letropolitan * 1.47 34.83
Unclassified 4.62 29.70

Property Per Pupilgi

Lowest 25% 1.29 42.14
.2nd Quartile 1.40 18.15
3rd Quartile 56.664
Highest Quartile 1.40 58.36

4

4/ This is the weighted a rage ratio of comparable distri LCR's to the larger of the two minimum LCR's. 4
Mathemattally, the ratio may be stated as:

Ad:c Cdcc)
R = E

dcc Mdeo 9

. ,

411P'
) AC

where R = the ratio calculated
' 0,

Z7S I

C Comparable DiaLrmce LCR4.,
M Larger of 1/2 State or national average expenditures per pupil

s
d District d
c Category o (e.g., center -city district, lowest wealth quartile, etc.)
s State s 7

t

f - "a member of" ,- e.g.,dce district d" a member of category "c".

12/ ApproximkrikOrdistricts could not be assigned a metropolitan status classification. Moat of these
unclassifie uistricts are small and therefore likely to be non - metropolitan in character.

c/ Districts assigned to quartiles based on within-State ranking of all districts. Property value is
for 1974-1975. Districts without LCR's omitted from analysis:

cl,/ This coluMn also includes some districts whose ratIteredetermined under the special exception provision

r which permits the Commissioner to-eeteblish rates e.plose that would result from any.of the reguldr
,calculation methods.

l/
. . .,

. . .

1976 SAPA Program Data File Matched with 1970.Ce4sus and 1974-197161qualized Property ValuiDataSOURCE;

J

,
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highbr of the two minimums. For example, the table indicates

that, on average, the LCR in districts using the comparable .2

district method'was 42 percent higher than it would have been

had the most favorable minimum nate been used.. The table

also shows the percent of SAFA payments received as a result

of these districts' use of the comparable'district method.

As can be seen he major beneficiaries of this calcula-

tion method were distrifts in the highest impact category.

The LCRfor these districts was,'on the average, about 81

percent higher-than it would have been using the most favorable

minimum calculation method. In addition, about 63 percent

of these dlitricts' funds were received' because they used this
. ,method to calculate their rates:

.

Heavily impacted districts are not the only above average

beneficiaries of the comparable district method. Other types

of districts, notably those innon-metropolitan and suburban

areas and.those withabove average-property weal, also
. I

benefited.

,

That districts in the third and.fourth..(wealthiest)

quartilesof property wealth received,.respectively, about 57
0- .

, and 58percent of their-funds using this approach and also

obtained high relative compensation rates (about 40 percent.

more than they_ would have'receivel(usirig the minimum method),

is evidence of.tbe-disequaliJinq properties. o'flpe comparable
°

district method. Though many Will argue that i,t,is entirely...-
. ,



appropriate for high wealtil districts to choose comparables
that also are wealthy, others will find it difficult to

justify a compensation method that results in large "bonuses"

districts 'whidh maintain their. high relative property.

wealth status,' even though the Federal government operates

within their, boundaries'. Many others will also que'stion

whether it is appropriate for. the Federal government to

distribute its funds in a manner that undermi State schoolLes

finance reform efforts by making these wealthy, districts even
wealthier.

34.

When all is said and done, comparable district calcula-

:

tions are a major weak point of the present program. That's,

.use probably should either be restricted or eliminated entirely.

Later we will explore several ways of accomplishing this., For
now we turn to a brief discussion of the two minimum calctla-

.

tion:methods.

C

Minimum payment prov,Aiods. DistriCts in States where

large perceritageS of total,educational costs are defrayed by
State aid contributions, or where(the overall lAvel of edu-

cation support from all sources is relatively low, will

7/.7. generally dopoorly using the comparable district method. .

This has been deemed politically unacceptable, and consequently
the two minimum payment. methods are madeavailable to 'those.

.districts that wish to `use them. In gpneral, the StateXs.s;..,
average minimum has been apopular alternative in high expenditure

56



States, while the national average minimum has been used in
'States which are, less wealthy than others or which provide
lower overall levels of supportor.education.

Critics of the minimum methods have argued that their
use, especially by low tax effort

districts, Tesults.in

unjustifiable windfall gains. These overpayments resultighen
the minimum Federal grants received by'a district yield Federal
per pupil amounts that arelar4er than the per pupil amounts
'guaranteed non-Federal pupils at prevailinetax

rates and-'
State aid levels. Many, observers suggest that such distri-
butions bring discredit to the Impact Aid program and, by
implication4 alrFederal education programs. They also note
that the minimum

payments discourage, local tax' effort and
expend Federal funds where they are least needed.'

The Stanford study recognized these minimums as"-the

single source of SAFA overpayments. The Battelle analysis
proposed eliminating State average minimum (because it' is

disequalizing across States) and cautiously recommended that
the national average' minj.mum,be retained., However, to fUrther0

within-State equalization efforts, Battelle also recommended
'that that portion of the Federal

payment which::exceeded a
7A

wdistrict's normal entitlement be paid to-the State rather than
the district..

Although there is merit to these criticisMs and recommen-
dations4lt is probably unreali*tic to believe that Congress

:would sanction an Impa.ct Aid program that did not have some

57
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Ast
° K

minimum or alternative payment scheme. Moreover, as we shall

-discuss later, SeCtion 5(d)(2) which was enacted as part opt

the 1974 Education Amendments, .provides a .rnechanisla whereby

States with acceptable'equalization programcan take Impact -

Aid into account when making State aid-payments. This provision

affords some States the opportunity to counteract the dis-
.

equalizing within-State side effects of the program. Finally,

although retention o 'the State avei-agp minimum still poses

a prIblem. for those c ncerned with interstate equity, it can

legitimately be noted that those districts that use this

method most frequently,-are located in States with heavy con-

centrations of special needrand other high cost children to

.

t-
educate.. Recent evidence also suggests that, in real terms,

-these States are less wealthy and more in need of higher

compensation rates than was true'in the past.

'Entitlements-Weights1/

The final portion of this section focuses on the program's
f... -current entitlement weighting scheme. 'Essentially, the current

A

...:.

1/ This section only addresses Impact Aid entitlements and doesnet include an'analysis of the tier system. This is becausethe tier,system is not intended to reflect relative burdens,but simply to set priorities for payment when the program isnot fully funded. It should be noted, however, that the....
,..

priorities in Tier 2 generally Correspond to the weights
..,

4.

assigned in the entitlement scheme. In other words, those.......'
categories (1) children assigned the highest entitlements arepaid the highest .percentage of their entitlement in Tier 2, ('', and children assigned the lowest entitlements are paid thelowest percentage of their entitlement in Tier 2. _

5S
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4

weighting system is designed to adjust the local contribution

rate for each of the different types of Federal children that

compr4se a district's enrollment. Theoretically, these adjust-

ments are'intended to reflect the fact that some children

constitute greater or lesser local revenue losses for a dis-

trict than others. Originally, the Impact Aid program provided

.entitlements at only two different rates: Entitlements for .

"A" children were 100 percent pf the local contribution rate

and those for "B" students were 50 percent. TM present program,

however, assigns seven different entitlement percentageilfor

15 categories.of children. This weighting scheme was implemented
vo.

by the 1974 Amendmentt in order to "fine-tune" the program_so

that it would more accurately compensate or the different

types of burden associated with each type'of Federally connected

child.
.0"

The following discus'sion focuses on the question of

whether the 'relative weights for the categories of children

are reasonable reflections of the1Federal burden each repre-
.

.

sents._ We,do not here determine whether a particular weight

. quantifies a precise burden. 'Doi.;ng that would require much
lort

more detalted and reliable fiscal data-than are available

now for Impact Aid school districts. We do try to examine

the assumptions Amderlying thb different entitlement percen-
.e

'tages in order to determine whether the weights assigned are

reasonable and the variations are based On valid distinctions.

r
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The major difference in entitlements is between those -

for "A" children and "B" children. The "A" and "B" distinction

has'been a feature of-the program since4it began. Entitlement

weights for "A"'dhildren are the highest (90 to 150 percent

.. of LCR) to compensate for the loss of both residential and

non-residential property tax revenue-it.' In general, "B"

entitlements are slightly less than'one-half the "A': entitle-

. ments (40 to 75 percent of LCR) to
compensate for the l'bss of

either residential or non - residential property, but hot both.4

This basic difference between "A" and "B" entitlements

reasonably corresponds to the relative tax losses associated

with'the two types of children. That is, the practice of
as

assigning "E",children weights of about one-half those; assigned

their "A" category Counterparts seems reasonable because

children constitute a loss of only half of total local educa-
t

tithurevenues (i.e., the non-residential portion), while "A"

'children are associated with a 100 percent loss of both place-

of-work and place-of-residence related revenues.1/:

'Other justifiable weighting differences are those.

assigned for children of parents in the uniformed services

17 See Advisory Commission on Intergovernmental Reations:
'Financing Schools and Property Tv Relief, JanuarS, 1973,p. 25. The report indicates that total local tax revenues
are about equally divided betWeen those from residential
and those from non-residential sources.

0
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and for military and Indian handicapped children. The higher

entitlement percentages Ebr military children (100 percent

Dbr "A's" and 50 percent for "B's") reflect the additional

revenue losse% which are associated with military as compared

with civilian personnel. Theselosses result from the use of.

base commissaries rather than local stores,,and the exemption

of military personnel from State or local income and personal

property taxes in districts where they are stationed.

For entitlement purposes, military and Indian handicapped

'children are counted as:one and one-half of their non-handicapped

counterparts, res6<.ting in entitlement weights of 150 percent
0

for "A" children and.75 percent -for "B" students. These

spedial adjustments. are justified in part by the higher costs

of providing special education programs for'handicapped children:\

They are also intended to provide a partial offset for districts

iwhose special education costs ha;ie been increased by Federal

policies that cause higher than average numbers of handi-

capped children to locate 1 districts wherg special education

services are Jailable. Thlse policies have generally resultea,irr

abnormally high concentrations of costly handicapped militaryc
children in districts with Special education programs of

above average quality.

The..relative magnitude of some of these adjustments 'is
I

open to question. For example, from the perspective ofmost

special eduCation interest groups, the weights probably&zre

Cl
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only about three-fourths of wha they ought to be in order to °

reflect accurately the often cited 200, percent cost differentiae""`
between handicapped and non-handicapped children.

On the other hand, where the Impart Aid prograt'is
.

%
\

-.concerned, the use of this 200 percent fi ure . may be somewhat

'sledding. It is based n average total excess costs for
the nati as a whol not average/ excess costs fOr local

school districts. Thus, whe e excess costs are defrayed largely
b"y State governments a 200 percent entitlement- weight may beY.

excessive. Moreover, the current program permits districts to
take these extra costs di'rectly into account when selecting

comparable district's and calculating local contri6Ution rates.
Thus, tothe extent that districts with heavy concentrations

. of military of Indian handicapped children are able to choOse'
comparables with equally large concentrations of handicapped
children, their LCRs should at least partially reflect the
increased loqal share of costs associated with educatir uch

students. -Increasing these rates by 150 percent may, in fact,

represent overcompensation for some of these' districts.II

It is not possiblp;to conclude with any great certainty ,

that the present entitlement weights for military and Indian
:'

1/ This 'argument is not perfect. That is, some predominantlymilitary districts with inordinately large numbers ofhandicapped children may find it &Impossible to identify."comparables with similar large concentrations of handicapped'children. In such instances, AUCR's based'on, average costs
may-understate these distriCt's' revenue requirements.



. handicapped children are precisely accurate. On the other hand,'
the fact that special costs may be included in the LCR calcu-.

lation, and the provision for higher entitlements primarily in
districts where Federal policies may result in higher than
average nukbers of handicapped children and where districts
are actively providing

special'services, all seem to be defen-
.

..aible practices. Although the higher weights for Andicapped
military and Indian children may not be precisely accurate,'
theydo seem to be based on appropriate and valid distinctions.

4

Some features of the entitlement weighting scheme are not as
justifiable as those discussed to this point.- In particular,
it is not'entirely clear why civilian "A" children in -lightly

. 1

impacted districts (i.e., those with lessthan 25 percent of
their enkollments comprised of "A" children) are paid at lower
rates than their peers in'high impact districts (9,0 perc,4t .

compared to 100 percent). No similar distinction is made
within the "B" category. Although a strong case can bemade
that low impact districts are les's burdened by Federal activities

.

and should be given.lower priority in the program, it can be
argued thatsthe weighting scheme'is not the appropriate place
to address this'issue.

Since entitlement weights are based on
haracteristics associated with particular types cfchildren,

it is somewhat inconsistent to, use the characterist of a
district, as opposed to a sttdeht, as the basis for'providing
different entitlements. District characteristics would seem

63
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to be more relevant to the calculation of local contr bution

rates or to detefminatiorltof district eligibility receive

42.

Impact Aid payments, armed therefore halid-be ddr= sed in
4the sedtions which cover these features of e program.

Fi-om the foregoing analysis we uld conclude that, for

the most part, the entitlement ightingscheme is reasonably

well designed to compensat- or fhe.revenue and, educational

burdens associated wit the various types of Federally connected

children, While it is not p%ssible, using available data, to6

measure-precly the,burdens and.assign accurate weights,

0

the assumptions underlying the weights are valid and reflect

a greater Sensitivity to the relative burdens iMpbsed by

different types of children than did pre - reform entitlements.

It could also be contended that the current.law provides the

maximum degree of !'fine-timing" thatl-is' warranted at this time.

This 'assessment has focused'on the burdens arising from

the characteristics of:eli"gible children. 111.tt following M

section examines the characteristics of Impact Aid districts

and assesses whether Impact Aid funds are distributed equitably

.in terms of district needs and. Federal impact.

Arp Impact Aid'FUnds Equitably. Distributed
in Terms.of District Needs

and Federal Impact?

A longstanding criticism of the Impact Aid program is

that is distributes, large amounts of money to affluent distrkcts--
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districts that could easily support a high level of educational

expenditure without Federal assistance. A related criticism

concerns the appropriateness and wisdom of distributing scarce
Seieral dollars to- lightly impacted districts. The following

discussion will explore both of these issues.

Impact Aid and District Wealthl/

Many have argued that the Impact Aid program is inequitable

because it diqribttes funds to affluent districts that could,

easily support a high level of educational expenditures without

Federal assistance. Indeed, critics have contended that some

districts are wealthy, in part, because they are benefited,

not burdened, -by- Federal activities. Others merely observe
4

that eliminating or reducing these payments would hardly be

felt by wealthy districts because Impact Aid amounts per pupil

are small and Could easay(be absorbed locally through modest

tax increases. These persons note that eliminating .or reducing

such aid would free-up a substantia portion of the total SAFA

appropriation for use by less wealthy districts. Alternatively,

4

Throughout this analysis "affluent" and "wealthy" are -usedsynonymously with property, wealth per pupil above the Stateaverage. Altho h parallel analyses were conducted usingvarious measures income wealth, the property wealth
measure `was deemed m e appropriate in the conte3xt of theImpact Aid program.

t
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these monies could be'spent for other more important educa-
!

tional purposes.

,

Evidence bearing on the validitP ofthese'criticisms is--

provided belowin.Table 6. The -4able shows that in 1976

there was some substance to these allegations fqr, although

the distribution of total SAFA payments per pupil was somewhat

progressive across districts classified by property wealth,

a significant share of aggregate program dollars went to a

large number of districts which, in their own States, would

have been considered relatively well-off: Thus, even though

the poorest districts received about twice what the least poor

districts received in total SAFA dollars per pupil, about 20

,..eent of all SAFA dollars went to high property wealth,

districts.1/

Closer inspection of Table 6. shows that there are major

differences between the way "A" and "B" category payments

1

affect total funding in wealthy andpoor districts. Specificallyr,

°although both types of payment.s tend to be inverselydistributed

across districts ranked by property wealth, most wealthy /

districts receive the bulk of their fundgifor ''B". category.

children while poor districts receive their funds because.they

have large concentrations of high burden "A" category children.

A sifillar but more pronounced pattern emergestfor districts
ranked by median family income. Fully 42 percent.of all
SAFA monies accounted forAbly our.sample were targeted on
districts in-the highest quartile of .median family income.

66
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Table 6. Payments to SAFA Distri,cts ClassifiedEby Property Wealth --1976 (Through Tier 2)'.P./
#.

- /

a

Property Per Pupi
(ADA) c41(2/

Total SAFA/ SAFA,"A"P. SAFA "B"/ % SAFA SAFA .$ # ofPupilla/S/ Pupil M/ Pupils/ Dollars2/ Millions91 Districts( 2 ) (3) ' 'N (4)
- (5) (6)

National Aver
(Total) $ 23.96 $ 8.06

40' U.S. Ayerage1.00)

Poorest 1:6 2.4Quartile 2
. S3.9 0.8.'Quartile 3 0.9 0.6Least Poor 0.7 0.4

i

$ 12.83 .

1.

,,
1.0 .

0.9
03.8

tio0.60

36.9
24.8

19.1

4
$ 519.2

$ 191.4
128.7
99.4
99.8

3,374

999
v 880'

770
,

725 1
.

.

.Not included in FY 1976...SAFA payments are apounts
distributed under Section 2: money lAid to other

Federal agencies under Section.6; amount paid out for major and pinpoint disaster assistance under
Section 7; and any payments made at Tie' 3 levels. Total SAFA includes hold harmless amounts. These.

i

'amounts are excluded from SAFA "A and "a" totals.
1

b/ SAFA per phpil amounts on this and subsequent
taKes are calculated based on total ADA rather than

only Federal,ADA. Total ADA was used because most Impact Aidjis general assistance.and is-used for
all students.

c/ Details for
propertxjwealthOWill not add to U.S. totals because these distributions are based on

.different subsets of SAFA districts-
Subsets Consist of those districts on the SAFAprogram data file.

which could be matched with districts on other filei containing property data. Note, that percentagedistributions in.Collimn (4)r are band on SAFA dollars
distributed-to the matched districts.... .

d/ Districts are assigned to quartiles based on their
vithin-State rankings. SAFA districts are ranked

with non-SAFAdistlicts in this process.
e/ SAFA data are for 1976. Property data are for 1974-1975.

-7.k
. .o.

Ln

. ,

.

Value

JURCE: 197 g6 SAFA Program Data File Matched with 1974-1975 Equaliz6d Proprity Val Data. ' 68. . . .. .. \

------
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These data substantiate claims tha arge amounts of

Impact Aid-are targeted.on the wealthy t do not vindicate,

whether wealthy districts could absorb the loss of these pay-

ments through relatively modest increases in tax and other

revenues. Information bearing on this claim 'is prbvided in

Table 7 which shows how much local (and also,State plus,local)

revenues would \lave to be raised by,Oistricts in different

wealth.quartiles orddr fcir them to fully offset a total

lots in their Intact Aid payments. The table -shows that, in

the, aggregate, distriCt6 in the highest quartile of property-

wealth could offset such losses by increasing local revenues
.

by about 1.7 percent. State plus loCal-revenues would have tn.

. be-raised by only 1 percent.

Table 7. SAFA,Payments to Districts Classifiedby Property Wealth: SAF4A-as a Percent
of Local and State Plus Local Revenues --'1976 (SAFA Through Tier 2),

Number of -Property Wealth
DistrictsPer Pupil (ADA)*
in Sample

.(1)

SAFA $ As., a
-Percent of Local

Revenues
(2)

SAFA.$ As a
Percent of

.

State + Local
Revenues

(3)

Total: ' e. ----I/2,039 2.9 1.6
,

Poorest 588 6.1Quartile 2 537 3.0 1.6Quartile 3 472* 2.4 1.5Least Poor 442 1.7 1.0

SOURCE: 1976 SAFA Program Data File Matdhed With 1974-1975.ELSEGIS and 19744.1V, Equalized Property Data.
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Although these aggregate data do not indicate the effects
of aid reductions for individual districts, they do provide

at least partial evidence to support the Comp.laints of Impact
Aid critics. .Substantial amounts of money are being channeled
to Wealthy districts-in relatively small per pupil' amounts -

amounts which apparently could be reduced or eliminated without

causing much difficulty for the districts involVed. It is'

also clear that many of these funds'result from entitlements'
for the least burdensome "B" children, while the most needy
distriCts receiv their Impact Aid assistance because they

are truly burdened by large proportions of "A" children..

It'would be tempting to use these data to support the

argument that wealthy districts are being ulrfairiy overcompen-
sated by theprogram. Given the limited resources that are

available,,one could conck40e that it makes little pense to

Rontinue payments that make wealthy districts wealthier. On
the other hand, many wealthy districtb could argue quite

eforcefully that it is inappropriate to consider theirrela-
,

tively fivorahle'economic positions in compensating for Federal
impact. They might contend, for example, that they would be

.

' even wealthy without the presence of the Federal government
and- that it is unfair for -the Federal

the smallest burden without providing

Own view lips somewhere in- between. - -.

be correct'when they argue that it is

sector to create even
- .

offsetting compensation.
.

wealthy districts may

unfaii to discriminate

70L.



against them because they are wealthy, but are on less firm

-._ground hen they,argue that the Federal government has a

responsibility to compeftsfttefor, even the smallest burden:

a

Impact Aid and Federal Burden'
. _

A related criticism-of the program concerns the fact

that a significant fraction of all Impact aid districts are

lightly impacted, containing fewerthan 10 percent Federally
. .1

connected children. For example, Table 8 shots/that in 19761
7,

60 percent 'of all Impact Ai4odistricts were lightly impacted

by this definitiOn. The table also show's that even though

these lightly impacted districts received very-small per

pupil grants (grants that averaged about $13 or less perer,

pupil) in the aggregate they accounted for a substantial

V

20 petcent of all Impact Aid dollars (about $122 million).

As can be seen, most of these funds were received for "B"

category children. In contrast; most of the funds received

by heavily impacted districts resulted because of their dis:

proportionately large share of high burden "A" children.

As we have noted, many wckuld.argue that these payments

to lightly impacted districts are entirely appropriate., They

would note that degree of impact has nothing to do with the

Federal government's moral responsibility to compensate for

the burden it'causes. They would suggest that any, attempt

to reform the presenyrprogram py'reducing or eiliminating

these payments would be improper

)
because ityoula constitute

/.

. "
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Table is. :Payments to SIAFA Dizetricts by PercentSAFA Children -- 1976 (Through Tier 2)--'

District Characteristi.
Total SAFA/
Pupil

(1)

^SAVA "A"/ SAFA "8"/
Pupil Pupil
(2) . (3)

% SAFA

Dollars.
(4) °

SAFA $ # of
(Millions) DistrictsM (6)

11
National Average '(Total)

$ 26.39 $ 10.35 $ 12.92 .100.0 $ 61b.7 4,221

U S Average=(1.00)...

Percent SAFA Children

75 - 106 27./ 67.3 2.0 12.6 76.8 99 .

50 - 74
9.5 17.8 3.9, 9.0 108 $

.25 - 49
3.5 4.0 ' 3.2 24.3 148.6 407

15'- 24 1.7 1.1 . 2.0 18:0" 111.7 480
-.. i10 - 14

0.9 0.4 . 1.3 15.9 ,96.9 567
- 9

9.5: 0.2 i 0.7 11.8 ...6j.0 1,247
Less than 5 -0.2 0.05 0.3 816 52.6 1,313

,
'II

.

%a/' Notincludedin FY 19761 SAFA payments are amounts distributed under Section 2; money .
paid to othAr'Federal agencies updei Section 6; amounts 'paid out,for major and pinpointdisaster assistance undek Section 7; and any payments made at Tier 3 levels. TotalSAFA includes held harmless amounts. "These -amounts are excluded from SAFA "A" and ,".13"

. % .'totals.
(. ,' 444t .. ,. .

....

-,

0 -'gOURt! 14976 SAFA program Data Fi1ft
.

.

...:.
0

. °r- ,V ,

=

1

a
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dication of the government's responsibility to pay a -

share of ost of edudating all Federal children.

Others may ell find this line of argument difficult to
taccept. Give that priorities must be set on Federal resource

expenditures, they ill question wgether it is sensible or
wise for an Impact Aid gram to compensate districts that

50.

are not very heavily impacted. They will note that distributing.

money in such'small per pupil amo nts to districts that are .

so lightly impacted diverts suppo t away from distriCts that
have a more legitiMate claim on` the program.

/
. .

.-0e think these latter arguments have particular merit.
Lightly impacted district Should representa relatively low
Federal priority. The case for this position is compelling,
especially when one considers the:consistent pattern of

differences between' high and-low impact districts.
-;

..,'For'example, Table 9 cOmpgres Impact Aid payments to..-

, local (and State plus local) revenues in districts classified

by peraent.ederal enrollment. The tablq shows that Impact
Aid payments to districts with low percentages of Federal

children are small, when compared with other revenues. Thus,
47

"- 44-'
tcdistridts where Federal children constitute less than five

.
.

percent of' total enrollment, complete elimination a'Impact.. k

t .r. ,Aid would require offsetting increases in local revenues of
.about 'one-half of one percent. By comparison/eliminating

'ATImoadt Aid paymentT in the most heav y impacted 'category OfPi

C
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dis ricts would require offsetting local revenue increases of

over 150 percent. Clearly, these data indicate that lightly

a

impacted districts are much less dependent bn Impact Aid funds

than heavily impacted ones, and could adjust to .the elimination

or reduction of these payments withogt suffering any undue

hardships.

Table 9. SAFA Payments to Districts Classified
by Percent FedeAlChildren: 'SAFA as-
a Percent of Local and State Plus Local
Revenues -- 1976'(through Tier 2)'

SAFA $ as a.
- Number of SAFA $ as. a . Percent ofPeritent SAFA Districts - Perce t of Lobal State __+ LocalChildren (ADA) in Sample venues

(1)
Revenues

1) (2) (3)
4

Total

75 - 100'

.10

2,174 3.1 . 1.7
.

,

A' 153.8'. 56.3

23.3

7. 9
,

50: 74 ;

25 -

1.5 - 24
-

10 - 14

5 - 9

c' Less Than 5 826 0.7

37
.,,

61.7

186 19.8

.203, 5.9 3.1

263

639 1.5 0.9

0.4

SOURCE: 1976 SAFA Program Data file Matched wi01_1974-1975
IELSEGIS'Data. .

15
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Finally; Table 10 provides additional Alformation about

the needs of different types of Impact Aid districts. The

table, shows property wealth for districts in each impact

category relative to these districts' State averages. For,

example, the table indicates that districts in the highest

implbt category have only about 55 percent of the average

property wealth for all.d-istricts.in their respective States.

A ,quick perusal of the information presented indicates that

Impact Aid districts have about average wealth overall, but

that heavily impacted districts show real evidence of burden

from loss of property due to Federal activity. On the other

hand, lightly Impacted districts a*e generally sat oz-above

average in terms of property wealtI. Once more, lightly

impacted districts do not seem to have been very heavily

burdened as a result of Federal activity. Given these data,

one might reasonably conclude that, if Federal-funding
0

priorities must be set, heavily impacted districts whose

burdens ,are relativel unambiguous, are much more serving

of compensation than.1 ghtly imparted ones whose biirdens are

lesS apparent.

Does the Program Interfere
- With State Equalization

Programs? .;

A major criticism of the_Impact Aid foirmula has been
.

.

le

..
-

\.
Atiuvthat it allocates assistance to districts in waysthtt'dis-

.

e

52.
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ti

regardand undermine State Velization programs. Originally,
),



,

53.

Table 10. Property Per Pupil for SAFA Districts by Percent
SAFA Children Showq Relative to/State Average
for All Districts.14./

% SAFA Children (ADA)

Number of SAFA
istricts in
Sampleh(

(1)

A
All.SAFA Districts . 3,374

75 - 100 38

50 - 74 60

25 - 49 257

15 - 24 342

10 14 A33

5 -, 9. 1,034,

Less than 5 1,201

Eqpalized PrOperty Value
P r Pupil (ADA) Relative
to tate Averages2/

0.99

0.54

0.56

0.72

0.95

1.10

0.99

1.00

4

a/ Distiicts are assignedto impact categories based on FY 1976 percent SAFA
Average Daily Attendaiice. Property value data are for 1974=1975.

b/ Sample is comprised of all FY 1976 SAFA distritts in the SAFA 1978 program
data file which could be matched with the 1974-1975 property value.

c/ For districtS inArach degree4of impact category a weighted average was
calculated for En ratio tf property per pupil in each district t; the average
property per pupil in the district's particular State. The valpes in Column
(2) indicate how much more 6r less, on average; district property per pupil
was than State average property per pupil for the aggregate of districts in
a particular degree of impact category. Mathmetically, this average ratio .

may be written as

where I = the index shown in
A = ADA
E = Property per pupil
d ='Distriot a

pc = Category of impact
S State s
E = "a mercer of" -- e

category "c".

(-EclEcEs)]

[
-Edec deces ES

AC

Column (2)

c

.g., dec = district "d" a member of

. -
/

SOURCE:* 1976 SAFA Program Dap File Matched with 1974-145 Equalized Property
Value Data

P77
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the Impact Aid statute was silent on the. issue of whether

States could take Impact Aid payments itIto account in deter-,

mining State assNtance to Federally impacted districts. .A,s

as result., a number of States added provisions to their'schobl

finance laws that pefmitted them to substitute Impact Aid

money for their own assistance to school districts. Many

411/justified these added provisions by noting t4 they Eacilitatp.

the use of Impact Aid fundsin a manner consistent ith gtate

policies to equalize the ability of, schoOl:districts to finance4
education. In effbct,,these States argued that these Federal

moniescpwere part of a school district's resources and that

taking them into account for the purposeof determining a

district's share in the State .aid, progrAm was 'therefore approl-

priate and proper.

In 1968 a provision (Section 5 (d) (1) of tie current law)
4

was added to 81-874 which would have terminated payments

in any State that took Impact Aid into account when determining

a district's eligibility for"or share in a State,aid program.

Behind this prohibition wa4-the notion the Impact Aid is

provided to offset the loss, of local revenues from Federal

activities, not to'supplemeht Stateaid programs. Proponents

of -the' prohibition argued'that localities receiving Impact lid
--should not be penalized for their participation in the program

by haying State aid'reduced.-
.

IP

18
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'Although the prohibition stood more-or-less intact for

several 'years, valid complaints f'rdm States that were enacting

reforms of their school finance systems forced a change in

the rules governing its application. Specifically, the 1974

Amendments added an exception to the prohibition for-states

which have enacted school fihance laws "designed to equalize

`expenditures." The exception recOgnizes that where expenditures

are beihg equalized by a State program, Impact Aid can result,
A

in "windfalls". to districts and thus prevent the State program

from equalizing. Furthermore, when a State has a fully

equalized prograM, it is most' likely bearing some of the burden

resulting from Federal, activities, =aid the'lexception appro-

priately permits' States to realize some relief from Impact Aid.

The law also contains a p=visip designed to limit the

extent of substitution in' districts where total local revenues

exceed the amount cc ered under the State equalization plan.

hts, if one quarter of local revenues are in excess of.the
,

amount covered by the State plan, then one-quarter of the

Impact Aid payments to th`a distridt cannot be:colinted in

,calculating the.State's contribution.

-0.1*

A brk4f-example will illustrate how this limitation

proviso operates

State aid which

State with a-"folihdationu plan for,

antees school districts. a specified amount

per pupil if a minlmum tax effort is exercised. In a State

where the ,foundation plan guarantees $1,000.per _Pupil, and

79

ti

"°'
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the district is able to raise $600 by taxing at the prescribed

rate, the State will provide theremaining $400 needed to

reach the foundation amount of $1;000. If the district taxes

itself at a higher rate and thereby raises an additional $260,

this amount will supplement the foundation and not be counted_

in calculating the State payment which will stillbe $400.

Thus, as a' result of its extra effort, the distfict will have

available $1,200 per pupil. If'the district also receives $100

per pupil for Impact Aid payments, the proviso in the law

limits the amount the State can substitut
1e

tothree-fourths of

the'Impact Aid payment: that is.',.4the ratio of local revenues

covered under the State equalization plap .($600) to total locally

raised revenues ($800.). Thus, the State can reduce its payment`.

to the district by $75, to $325, but cannot substitute the'

full $t00 of Impact Aid.
.:

.-As n/result, the district will have
' ...

$1,225 per pupil, aftier
,

the Impact' Aid payment.
. 1 '

.,

As can be seen from this example, the prdVisio'has the.

effect of treating Impact Aid pI ayments as if they were locally

raised revenues, part of which would raised at the prescribed

tax rate and counted toward the foundation amount (VS out of

$100),. and part of Which would be raised from. the additional,

effort and considered supplemental ($5 out of'$100). Since

Impact Aid is primarily intended to replace lost local revenues,,

3
this treatment is appropriate. It prevents Impact` Aid districts,

from being given an advantage over non-Impact Aid districts

merely because their payments are ftomithe Federal government



0

rather than locally raised revenues. That iS to say, the

proviso prevents Impact Aid districts from receiving "windfall"

payments.

4Woreov , by ,limiting the amount of mpact Aid'the State
.

can substitute for St Aid, the proviso also assures that

districts will not be "penalized" as would be the case if the

57.

State could substitute the full amount. 'The,penalty would be

"that districts would receive no additional funds from Impact

Aid, even though if the funds had been locally raised, the

district would have realized 'bme supplemental funds. Conse-

quently, it can be said that the praviso'is neutral with respect

to the State's equalization plan, neither providing disequalizing
40

swindfall payments to .districts.nor permitting excessive sub-

st tutions of Impact Aid for State Aid. In effect, it allows

the State plan to equalize the revenue8ithat can be-raised

. with agiven tax effort for all distkicts in the State.
4 -

In order to qualify for the exception and be permitted to

substitute 'Impact Aid for its Own aid, it _must first 'be deter-

mined that the State has ark equalization plan. The law's

general qualifying test defines an equaliiation plan a§ a

shared cost program which takes local Wealth into account and

which has not been found to be unlawful by the State court.

Over 45 States are estimated to have State Aid plans which

meet this description.



58.

In addition to thil general test,.the exception provision

has required the issuance of regulations establishing operational

tests for determining whethet a State has an "adequate" equali-

zation progiam. Two alternative tests have been developed to

assess the extent to which State aid formulas are equalized.1/

The first is the so-called "disparity" - test., Under this test,

a State,is considered adequately equglized if there is a

disparity of no more than 25 cent between Ater pupil expendi-
.

,tures for the fifth and 95th percentile of stu ents. This

test is very restrictive, with perhaps only fo r, States
4

expected to qualify. The disparity test has been criticized
-

as being too inflexible to allow for thehigher costs of educa-:

tional resources in cities or to'accommodate legitimate varia-

tions in school finance reform efforts. For example, States

using "district poWet equalisation" formulas, which^take into

if- account the rel'g'tive taxing effort of districts, may well be

excluded by a'disparity test,

-- As a result of these criticisms an alternative 'wealth .

neutrality "' test was devised which measures the degr--ee_to_

1/ The regulStions also provide for a special exemption
the Commissioner determines that t4le tests Should no
applied due to exceptiOnal

circumstance's,w4.thin.the State.
To be considered for the.special exemption, the anount of
education revenues available to districts' Under the Stale,
plan must not be predominate],y a function of district
wealth; the program must be designed to provide financiallyadequate education programs and supportive services for all.

. public school pupils in -the -State, and the counting of
Impact Aid must result in more equalized expenditures or
revenues for education within the State.,
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a
- 4

''which a State's program assures that the same local tax effort

will produce an equal educational yield. This test'reflects.

the view tinat.substantial expenditure' differences resulting

from above average student needs and educational costs may ber
necessary to provddt equal educational opportunity. Differences

in a school district's taxable wealth, however, should not be

allowed to result in significant 'expenditure 'disparities`.

A State will qualify 'under the neutrality.test if 85 percent

f its educational revenues are raised in a "wealth neutral"

way -- that'is, financed from the wealth of the State as,a

whop rather than from a local tax base. Revenues are considered

wealth neutral if t y are generated by a program which guaran-

tees all districts ,within the State equal revenue per pupil

for equal tax ef ort, or if they aTt distributed by the State

on the basis of some objective measure of ,pupil need. It is

expedted that this test will prove as strict arid narrow an

excep.tion as 'the disparity test.

Because these tests are so restrictive, it is 'argued that

they proyidt only a partial solution to coordination with,State
I/

..-

equalization aid. This is especially the case for thoseSta.tes

which do hot qualify:(ie., most States), since Impact Aid funds

adtuallylimpede their. ability to reduce diqparitie5'4 As shown

in Table 11 (columr(1).,, although most ImpactAid districtsin

our sample rank in the rowest two quartiles of State and loCal
6

revenues per pupil within their States (1,162 districts),. a

8

9
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TABLE 11: -Effects of SAFA Revenues Per-Pupil on SAFA Districts Clabsified
by State 'Plus Local Revenues Per-Pupii -- 1976

(SAFA Through Tier 2)

60.

State + Local Number of
Revenues Per SAFA Districts
Pupil (ADA) a/ in SaMple

Average All SAFA
Districts (Total) 2,174

Lowest 602
.Quartile 2 .560
)uartile 3 499

Ai

% SAFA -$ to

Dibticis
ira Sample

Average Index of:
Non7Fed'1. SAFA Rev.
Rev./ADA /ADA Relz
Rel. to to State
.St. Avg. Average
An-Fed'1. Non-Fpwl
Revenue Revenue

(2) u (3) (4)

b/

100.0 1.010

39.4 0.876
21.1 0.953
17.2 1.050

Highest '513 22.4 -1.193'

SOURCE:.19741,975 ELSEGIS -- 1976 SAFA Matched, File.

0.019

0.025
. 0.016

. 0.013

SAFA-WOn-Eeds1
Rev./ADA eel.
to St.Average-
Non-Federal
Revenue-I-WA

(5)

1.015

0.890
. 0.957

1.050
1.194

a/ SAFA districts are ranked and classified in ination with on-SAFA
listricts and assigned to quartiles based on ktnin-State rankLngs.

b/ Indiceiare calculated as follows:

4

where: A = ADA

k

0.

/ R
&I:1Es

I = R
dEq

AdEqEs
s .

A
q

R = Revenues per pupil (either non-Federal, or Non- Federal
plus SAFA), as approbriate.

d = District d.

q = Quartile q

s'= State s

te "a Member of" -- e.g., AdEsi E s equals ADA in cliseriet d,
.a member of quartile' a, in State s.

"84
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s±gnificant number of districts appear in the top two quartiles

(1,012 diStricts), and thus woul have relitively high resourc9,'

levels even without Impact AiefundS. TheSe districts receive

about 40 percent of the Impact Aid funds which are
.

, accounted for by our sample Of districts.

.

spending levels in these districts and theStateaverage.
0

Table 1? illustrates this point'fonine districts in three
,. ..?

States. 1n-two of these districts, AFA payments mOre.than
, 4 -

,
.

double the. district's advantage relative:to-State/ s,laverages,:,,

In addition, column 5 Aggests.that while, for the most(
411,

part, Impact Aid has an equalizing effect, 'this effect is,

Nat best, very sli4ht. Thus, the neteffect of SARA payments '

is only asmall reduction in the disparity of per pupil

revenues b4kween the top and bottom revenue quartiles. -- from
%

1.362 (1.193:.0.876) 'to 1.342 (1.194:0.890).

When all is said and done, perhaps the major criticism
' s a

,
. .

..
.

.of IMpact Aid from the standpoint of equalization relate* not

so much to what it does,45ut what it fails to'do. It faald
. .

to give some States an incentive to reform their finali
.4"

Itjails to give States that have made a modest start towardIt /ails

opportunity to achieve further gains py off-'
'

setting payments ,to relatively .well -to -do districts. As

previously. noted, about 40 percent of SAFA c

dollars go to' , A
L,

districts in the top two revenue,qu.artiles, and the effect ry

110:4of these payments is often to inFrease the'distanCe. between

'
re; 185-

S

.
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Tible'12. Effect of Impact gid Payments on Expenditures
Per Pupil of Selected High Impact Distx cts
in-the Top Decile of Their States. on n-SAFA,
-Spending:, 1974 - 1975

di

-62.

Se1ected Districts
by States) Total

Pupils

1,

New Mexico 362,250

Los Lpnas 4;503

Central "6,160
.

Las Vegas 3,614
, ,

North Dakota , 133,278
o

Mandaree 154

White Shield 165

g Solen 360
.. ,

Virginia 1,091,095'
.

Falls Church 1,643

Fairfax City 5,064 1.44

FairfaX County 137,11

.

Ratio of Expenditures Per Pupil to
State'Averages (shown in patens)

Non-SAFA

3-

SAFA

,ID(-1

...-

_

4
1

.

($724),.

1.39

1.30
-

1.15

($930)

1.87

1.48

1.15

(916)

1.97

.1.35

s,

.

.

.1.

($39)

9.44

7.41

4.64

(418)

33.00

22,83

-18:33

4$15)

9.67

5_20.__.

7.47

($765)

1.80"

1.61

],.33

($948)

, 2.46

1.89

1.48

'($931)

2.09
0

1.50
,

1.45

1

110
.

. ,.

SOURCE:
.

National Council of State 1.egitlators, Impact Aid and tasic School Finance
Programs:. Can They be Made More'Compatible?,1976. (Speciar*---telbuIation.)
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/

Our discussion and.analysis suggest that substantial
. -

bgnefits fog S te financing of, education can be achieved

through further 'Impact Aid reforms which relax present standards
)

of equalization to permillhore state offsetting of payments

received high resource districts. SectionI will explore

Athese reform.optIons in greater detail.

Z

The Pre-gent Program
(.In Perspective' 4

The preceding evaluation suggests that by FY 197§ the

Impact,Aid reforms of 1974 viere only partially successful in
.- ,\

addressing most "pre-reform". cri4kicisms of the program., For
./. , ,

, ,

example, while entitlements'for severa questionable types of

', chi dren.were'eliminated or reduplied, new prox"risions, were added
. . ,

tha guaranteed.funding for other, equally questionable ...

,

(. ' .... '''''-'11 1
t

. I _

_.,--Yiih-egories. . Similarl!, aIthpugh important first_steps were
y1

. f ,

'teken to.reduce the d4sequalizing effects of the program by

C

allowing States with "adequatel equalization _systems to waive
c

,.....-,*
.

the restriction against taking Impatt Aid paymentg into. account

when making State aidtallOcations,.striet qualifyingtdsts
...

. ., -

will prevent mostSt-ates frOM taking advantage of the w4iver. .
.-

.. , t :.

) Final , as we have shown,. substantill FY 197.6 Impact. Aid.
. -

paymentsCoAtihued tl1Vflow to district's that werent't.vecy
,

P.

burdened by Federal'ectivity districts that many would
41D.

argue have only *low priority claim on Fedegal Impoct

dollars. .

kL4
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This is not to say that the.1974 Amendments accomplished
'nothing. Indeed,4Table 13 indicates that some major distri-

.butional changes did occur between'F41975 and FY 1976. The
table Compares SAFA,payments.toILdistriCts,grouped according,

. 4
to their percentage ofiCederal children for 1975, the yeat

. .

#
before reform acid n

thesyear.in which the reform_was

partiall(implemerted for the first time.

As' may be seen- (ColuMn 4), reform seems to have

. oereduced the percentage share of total SAFA dollars received

by districts in the,,two lowesti categories 90 impact. OVerall,
these two groupings'tshare of the tAal SAFA budget was reddad
by about four percentage points, diopping from 24 percent in

1975 to about 20 percent in 1976.
r .

.

7.

interestingly, the combined share ,deceived by districts
i;

,. .

.

, ,in,the,three most heavily impacted categories also declined
t ..

somewhat from 1975 levels. Although district ,in the two most
.0&

increases,I);
-..

heavily impacted categorres experienced minor share ncreases,
reductions to t'

,

4districts in, the
(morepercent grouping

.s
than offtet these gains. Thus, ,the combindd share of total

4SAFA dollars to heavily impacted districts declined by about° Ci

five elpercentage points from about one -hal,f of total fuhding

in(1975.to about 45 percent in 1976.

The table shows that districts in the modeaely'-impacted

categorie's (i.e., those With Federal enrollments of between

10-24 percent) hchieved major-share increases in 4976. The

/ 1
88 .



Table 13. 'SAFA Payments to Districts by Percent SAFA Children --
1976 Tier 2 and 1976 FullReforms/1975,

--

s, Percent SAFA Children
'Total SAFA

S/ADA
(1.)

SAFA "A"

f /ADA
. ,(2) .

v. iv

1975 PaymentstV

U.S. Average (Total) S 23.58 $ 8.96
.......-....:,

.
.

75 - 100% 5 629.37 'S 587.92

50 -204 230.51 166.98
A "I...

25 - 49%

t

4
91.14 30:99

15 - 24% 52.19 p.22
,

10 -114% 28.38 5.90

5 - 9% 15.65 2.10

5% 5.05 .47

SAFA "
5/ADA
(3)

1976 Tier 2 PatmentsSi

$ 26.39 S 10.35i.....1....perage (Total)

'75 - 100% $ 1°731.86 $ 695.85

50 - 74% 250.60 183.83

/ 25 - 49 i . 91.21 41.02

il----.13 - 24% 4355 11..65

10 - 14% 24.80., 4.09 '

5 - 9%
IJ .

.. 12.27 1.07

5%, 5.,78., '.50

1976 Full Reform

U.S. Average (Total)' .5' 23.50 5 10.9,

75 - 100%

50 - 74%

25 - 44%

15 - 24%

10 - 14% rT

"

9t

<

" t SAPA

Dollars
(4)

$ 14.63 A 10 0

$ 41.45 12.

63.53

60.1,5 29.4'

34.96 17.4

22.49 7.9

13.55 11.6

4.58 12.7

$ 12.92 100.0

$ 25.45 12.6

50.61 9.0

40.66 24.31!

25.61 18.3

16.38 15.9

8.99 11%3

6 6

4.27 8.6

$ 12.52 100.0
a

S 721.27 $ 695.85 .5 25.42 14.8

234.41 183.83 50.58 10.0

81.6: ' 41.05 40.63 26.0

37.16 25.51 18.6
)4.

20.31

, 11.65

4.09 16:22 15.5
..

8.76 1.57 7.19 9.6,

3.65 .°0.56 3..49 . ,5.5

65.

9

Total SAFA $.

"(Millions)

(5)

Number of
Districts

(6)

Total ADA
(Thousands)

(7)

$. 42.5 4,215 23,003.3

S 66.8 106 106.1

47.9 104 207.7

159.2

94.2

418

434

1,747.2

1,804.1

,

d,

.
42.8 493 1,506.1

402.9 - 1,095 4,022.2

68.8 1,565 13,009.8

0

$ 610.7 4,221 23,138.4

4

$ 76.8 99 105.0 ..

55.0 108 F219.6

14 &.6 407 .1,629.2

111.7 480 2,563.6.

97.0. / 567 3,910.5

.069.0 1, 247 5,623.5

52.6 1,313 9,087.0 'ig

S .512.3 3,876. 21,806.5

$ 75.7 99 .105.0

51.5 108 219.6

131.0 406 1,627.8

. '

.

.95.3 480 2,563.6

79.3 565' 3,903,0

49.3 1,245 5,623.2

28.4 . 973 7,764.2

.

qt

Not included in SAFA payments are amounts distributed under goction,2?money paid to other Federal
agencies under Section 6; amounts paid out for major and Rinpoint disaster assistance under Section 7.

12/ FY 1975 data include "A" and "8" plus hold heroles; amound only. Districts were omitted if none of
these payments were made.

'1
. 4 . A ...

'.:,/ FY 1976 Tier 2 data raclude "A" and "Fr plus hold harmles0Payoents
only. 'Purtell distr cts are

included. District ith no -A-, '8' or hold harmless amounts have been omitted. Diptri is analyzedwere re-olassifie.:1 deg:A Af impact' where loss of eligibility for out-of-State "8" children
necelibitated this ustment. ..,

*(1/ FY f976 full reform data include "A" and 'B" pa/tents only. istricts which had no such payments wore
omitted as were those which due to out-on-State reforms, i. t thAr eligibility. Furtokl-districts
currently being phased out of the progrm were also/eliminated becluse they will be ineligible when
reform is fully,iplesented.

r
SOURCE: SAFA Program DATA Tape

\
1975-1976.
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combined share to districts in this grouping rose by about
nine percentage paints" from,25.3 percent in 1975.to.34.2.

percent in 1976. Most of this increase resulted from a

doubling' of the shares received by the 10-14 percent category.
Most of these changes can be'eplained in terms of the

reforms that were enacted. For _example, it would appear that
1 .the reduced FY 1976 payments for y."B" category children,

especially those for "B-out-of-county" and "B-but-of-State"

students, were at Yeast partially responsible for the smaller
shares' received by both heavily and lightly impacted districts:

The reduced number of relatively h ly impacted districts.
(i.e.,' those witheover 2'4 percent Federal enrollment) probably
occunredpecause some had their children

reclassified.-as "non-
'N 4

eFederal" when out-of-tate "B" entitlements were eliminated
from the program. Apparently, the sorting and 'sifting alich

accom aniedseform resulted in the reassignment in 1976 of
a'n er of these districts to lower impact categories.

.Reductions in'payment shares and in the number of

districts in the west cargory of impact can Illso:be attri

butpd to the sorting and sifting that accompanied these "B."

categony reforms. On the one hind, the category7-- ,

1

\have.lost many districts'through reclassifications Thatis,

*A I

it 40Aikely_that many f these districts 'migrated" to hiotter. .

.
..impact categories when they claided previously uncounted

.

public housing children toward their total Federal enrollments.

V

90 A
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0n the, other hand, districts rem aining in the category appear

to have received lower "refora payments 'for their "B" category

'children.
o

As may be seen,the moderately, impacted categories ex-

perienced increases in trleir shares of total SAFA dollars.,

Not surprisingly, the,shifting about which accompanied partial

reform seems also to have,repulted in large increases in these

groupings' districts and pupils. Similarly, large.district

and pupil'increases may be observed for the low impact 5-9

percent category, Although this grouping did not increase

its share of SAFA ddllars, along with the more moderately

impacted categoriesrt'5eems to have been; the, recipient of

. many reclassified districts.

The.1974 reforms had'dmportant consequences for the,total
,

per pupil amounts received by different categories of districts,

and,also for per pupil amounts distributed fo "A" and "B"4*

categarchildrep (Columns 1-3). For example, although dis-'

tricts in the three most 'heavily impacted groupings had their

combined share of total'SAFA dollars reduced between 1975 and

1976, the combined per pupil amount they received increased

by abdut $10"per ch ld (i.e.,. from $1.32.90 'n 1975 \o $143.52

in 1976); Most of this increase can to attributed jenormal

growth in "A" categorry payments, althdUgh districts in these

categories also Seem to have received some_hold harmless-aMounts

to, offset their uniformly lower "B" palimehts.

91
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Districts in lower impact-categories generally experienced

quite different changes in theiK per pupil rates. The excep-..

tion here is the most lightly impacted category, which seems

to have experienced a slight growth in its total per pupil
/

amount because it-lost children at a greater rate than it

lost dollars. Other moderate to lbw impact groupings. seem

to have had their abgOlute Impact Aid dollar increases diluted

by even larger pupil increases. These resulted'in

lower per pupil_payments for districts in the moderate to low

impact range..

To the dRtent thatJthe 1974 Amendme/ts sought to reduce

c
per Pupil payments for lightly.and moderately impacted districts

and increase these amounts for heavily impacted ones, they

-seem to have bben somewhat successful. As thOita e shows,,

similar.sticcesses were achieved in reducing per pupil payments

for the leaSt burdensome "B".cate4gOry children and increasing'

payments for,heavy burden "A" category students': .11

Table 13 also supplies information about how the program

would have looked in FY 1976 had all hold harmless provisions,

been eliminated andad the absorption component enacted by

the 197A refOrms been operating. "Purtell" districts are

gradually being phased out of the program because the have

lost Federal children and failed eligibility for reasons

unrelated to reform.. TFiey have alqo been omitted from the

anal sis. Because Purtell districts will not be eligible
r

(/

92. o.
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to partiCipate in the program in subsequent years and 'Since the

law dells for li out the hold harmless provis ne (they)
\

lire by 'FY 1979)' and phasing in t'he:AbsokptiOn (by FY:1978).

these data provide a look athoW the program would appear if
. 4

,

it were "fully'teformed" in accordance with Cohgressional intent.

/mhny would argue that this is thq only way to assess the 1974

reforms and no understate their effe .ts.1/

.Theipable shows that indeed, the extent'that this-is

.4 the most /appropriate perspective from which to view the

current program, our earlier assessment understates the

- changes Congress brought about. Had the program been fully

reformed and funded through Tief.2, total "A" and "B" payments

would have been reduced by bout,$30 million betWeen 1975 and

1976 and would have totaled about $512 million. .Tbe number

of Participating districts also would have declined -- from

4,215 in11975 to about 3,876 in FY 1976 -- with the majority

of the losses 'occurring to districts in 'the lowest category
. .

,.. of impact. As maydbe.seen, districts in this category would
,. (

I

have also experienced substantial reductions in their shapes
.

1/ On the other hand, some would argue that b'y Looking At
Tier 2 fun ng, this analysis. ovetstates thQ chaniles I

resulting om reforms,. since some Tier 3 payments were-
, made in FY 1.76. However, Tier '2 funding was used on

the theory that it reflects Congressional intent in
01. FY 1976, when the appropriations level was seta 't. an
amount estimated necessary to fund Zier,2, and is also
comparable to subsequent appropriations which, sped

1icallylimit funding to Tier. InclusionncJusion oT Tier '3 paym is
-would reduce the, distributional impr9vements achieved
through Tier 2.



7

of Impact Aid (their share of the total, would have dropped

from about 12:7 to5.5 percent) and would have lost over

half of their total 1975 payments to reform.

On the o er hand, heavily and moderately impacted dis-4

' tricts would generally, have increAsed4heir2Shares of the

.$512 million SAFA budget. For example, districts in the

first, and second highest impact categories would havp

70.

received share increases of about 20 and 14 percent respec-

tively.` Once more, moderately impacted districts would have

been the major beneficiaries of reform, presumably for the

same reasons noted earlier.

Comp.arison of per pupil rates in 1975 with those that

would have resulted had the' program been fully refOrmed in

FY 1976, shows that rates Would have risen for the twopost

heavily impacted categories, but wod'N have declined for"

all others. .The table also shows that while.(there would

have been a substantial 14,0 percent reduction in'total "B"

Category payments between1975 and 1976-under full reform,

total "A",eates would have rises by 23 percent,' enough to

offet."B" category losses and keep total per-'pqpil payment

rates at about .1975 levels.

These comparisons and those presented earlier suggest

.)

that the 1974 Amendments made'significant first steps)

toward addressing the Impact Aid program's major weaknesses. b

' Nevertheless, as we have noted earlierAin thisisettion, many

94
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questionable provisions and practices remain. Moreover,

the program continues to distribute about 20 percent of its

funds it relatively small per pupil amounts to over 2,500

lightly impacted districts -- districts whose Federalf7

imposed burdens are questionable. Although in this respect

the program improves upon its pre-reform predecessor, many

would note that even under full reform over 2,200 lightly

impacted districts would continueto revive about 15 percent

of all Impact Aid dollars -- dollars that could be put to

*. better use.

The next, section will examine ways in which the precedents

established in 1974 can be built upon tr4 solve some of the

09

program's remaining weaknesses.

..

w
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III. OPTIONAL REFPRM COMPONENTS

-4.

7.2,

The evaluation of the current program contained in Section
III suggests that there are several aspects of the prograT-Which

Might benefit from change. This section sets out a broad range
. of possible reform options which addresses the issues of burden"

c

equity, and State equalization.
Several options fOr change are

presented which address program inequities resulting from entitle-
.

e- -

06,. .ment and payment, rate calculation practices. Also included are
.

modifications designed to improvethe prog.am's ability to target
districts which are most needy because-they are most heavily
impacted. Still 'other changes are proposed which are 'directed

toward improving coordinatioh of Impact Aid funding and State
equ alization efforts. A crosscutting goal applicable, to all ofo
the options is that of achieving

administrative simplification.

Presentation of the reform options includes analyses of their.
s,objectives as well as tie effects each woul&have on program,.....f

cost, district part pation, and the'distributiou of prIpii4m

funds. 1/ This secti is intendesimply to .outline and desdrIple
. )

$/,.
.

1 /The analysis undertaken in this section examines changes in .SAFA "A" and "B" amounts only. When'changes resulting fromreform components are compared' with pre-reform amount gy arebased only on those FY 1916 monies districts would h dived'for "A" and "B" children (exclusive of hold harmless nta andpayments-from'other'spec41 provisions) had.the FY 1974refbrmsbeen'in'full effedt and the program funded through Tier 2., Sincereforms have been limited to changes affecting only "A" and "B"amounts, and,becau e the current hold harmless provisions expire.
1g

in 'Y 1973, limiti analysis in this manner seemed approaiate.Aes4ictinq analysi to' changes in Tier 2 payments seems reasonablebecause it has been the intent of the Congress to fund at this 4,.;level in FY 1976 through FY 1978. 'Given this poliaysof Ti4gir 2fundirw, comparisons based on Tier 3 amounts. would result i'n '.. overstatements of .funding levels for some dis rictus (e.g.,. those .*with public housing. children). ,

9 6 '. . ... (
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the effects of each individual option presented. No attempt

is made'to combine reforms. Because of the often complex

interrelationships among the various parts of the program, it

would be-very misleeding4merely,to add up.tihe effects of the

options., Consequently, Section. IV will combine selected - .

options into reform packages designed to illustr4te more com-

prehensive approaches for reforming the/program.

73.

Modifications Affecting the Types of Children for
Whom Payments Are Made,and the Way -)

Payment Rates Are'Caculated

As we have seen,- the present program allocates funds ,using
.

a formula which counts each district's Federally connected

children (weighted to reflect the relative amount of burden.

%...)each represents) and multiplies this count by a payments:rate

ahiCh is intended to approximate the portion of per pupil

costs that would have been paid from local revenues had Federal

impact never occurred. ,Although past investigators have

examined other payment strategies (e.g., direct Federal tax

payments, net burden compensation) and oftep have considered,

the present-per pupil payment formula a less than ideal way

to calculate entitlements, most hive generally concluded

that,,ali things considered, the present arrangement is-the

97.
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most technically and pediticaliy feasible method available.- 1/

It for this reason that the ref options affecting the

present Program's compensation system focus on changing the

kinds of childien who are counted foi entitlement purposes and

the methods used to determine local contributionra.tes, rather

than on the form of the. compensation formula itEelf.

Reform Options Affecting Types
.of Federally Connected Children
for Whom Payments Are Made

'Under present.law, entitlements are based on,the number and

type of Federallyconnected children who attend school in a

recipient district.. AS has been noted, districts may now claim

entitlements for over a dozen different categories of, children,
411

some of whOm, it is argued, represent no burden,on the district-, 6

V

or only a small burden. Because of the somewhat ambiguous

nature of thelosses created by sub children, many have

;zomai;-

1/ For example, Batterle's analysis of the program, notes that,
"The ideal entitlement formula would calculate the total .,
costs of education in/the district, subtract the total costs. .

that would have been incurred if there had never been a
Federal impact on the district and pay the difference between
pose costs: after subtracting the added revenues Made, availL-
dble from Federal activity. These added revenues would be
derived by taking the actual tevenues of: the district and Sub- -

tracting what those revenues would nave been had there
never been a Feder'al impact on the district, but had the
district continued to levy the same tax rate as it currently
does." However, Battelle goes on tonote that unfortunately '
this formulalis unworkable because there is no correct way
to estimate what either the costs or revenues would have been
had there never been a Federal impact on the district: See
Battelle Memorial Institute, School "Assistance,lin Federally
Aftpcted,Areasi 1969, pp. 84-85.

,
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.suggested reforms that would merely. eliminate or reduce entitle-

ments for all but themost burdensome categories.

Several of'these enti,tlement reform Options were investi-

gated' as part of this study. (See Figure 1 for an overview of

these). The most far- reaching would elimidate entiO.ements

for all "B" category children. This reform was proposed by

the current Administration in FY 1978 end by several previous

ones as well. It is-generally justified on grounds that children

whose Perenti live or work on Federal property, but not both,

. repliye'sentmuch less of a notentials-Teyentie
loss for a district

than children whose parents live and work on non-taxable Fed-

ea.1 pr9per ty.
- -

.© . Opponents ofthis measure argue that it is a severe one

which eliminates entitlements for many justifiable -"B"-category

children. Among these opponents, those sympathetic to reform

,argut for changes that are more selective and.less extreme.

Several such reforms_were investigated., The harqheit of

these examined the impact on payMents of eliminating entitler
;

sments for aill buts -the most unambiguously burdensome "s" category

children -- those whose parents are in the uniformed services

or whoare civilians living on (non-publid housing) Federal

property.
.

Since it can be argued that there is at least'a partial\

tax lots associated with children whose pai.ehts work but do not

live on Federal property -- a loss that would go uncompensated

99
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o FIGURF 1: Overview of Reform Options'Affecting Types of F

Are Made

Description

1 ELIMINATE PAYMENTS FOR ALL "B" CATEGORY CHILDREN.

lly-Connected Children for.Whipm Payments

Pro

. Would retain payments for most b

category children.

Pro/Con -x

ensome "A" ,

Con

Harshest reform examine eliminates over 4,100
districts and reduces ayment1 by over 450 pereent"
of current Tier 2 1R el:

Eliminates pa ts for Tightly and heavily,

jmpalted dist cts alike.

Has been p posedand rejected in the past
because t.would elimipate payments for irony

G
*

justi able children (e.g.: military "B's") -

Pro '. .

Would retain payments for."A" children and bast
burdensome "B" children. ..,

. . .

Con-
. .

* 2 ELIMINATE i, s
PAtENTSFOR ALL I

Althoug"
CATEGORY CHILDREN',

,

h less harsh than Optio' nt
-.

til/ eliminates
EXCEPT THOSE ITH PARENTS IN THE UNIFORAtO SER,VitES

.

AND THOSE WITH PARENTS WHO LIVE BUT DO NOT WORK ON
payments for many "B" children'Who are a burden on

FEDERAL PROPERTY
./ the district. A

. Eliminates 441 districts and reduces Tier 2
' payments by about 40 percent.

z
/ . Eliminate% payments for lightly and heavily

impacted alike.

.. Pro . 1
c

Eliminates paymenfs for least burdensome "B"
r children. Parents of these children work dR

Federal property in another diitrict. ,The
property would be unfiRiETI to the district eves

'1 -
if it were not Federally, owned.

. :.

3 ELIMINATE ,P YMENTS FOR "8" CATEGORY,CHILOREN WHOSE Option, is logical extension of1974 reform which
PARENTS _TWORK ON FEDERAL PROPERTY IN A COUNTY OTHER eliminated payments for out-of-State"B" children
THAN THE ONE IN WHICH THE DISTRICT IS LOCATED

//

0

4 ELIMINATE PAYMENTS FOR PUBLIC HOUSING CHILDREN.

N

Con

Without Federay presence, these children might
live in another district.

Even though tax loss occurs for adjacent district,
district of residence experiences a service burden
because it must educate.

Pro

. Public housing is locally owned. Federal government.
does not require that communities construct these
units.

., Federal government already provides subsidies and
in-lieu-of-tax payments this property.

More efficient and appropriate means exist
whereby the special educational needs of children
in these units can be met.

Con

. By subsidizing publichou1ing, Federal government
may draw these,high need children into a district.

. Eliminating these payments would adversely affect
' center city districts which are already hard-

pressed for resources. Payments to these districts
would be reduced by over 30 percent.

7.
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undet the preceding reforms -- more selective Modifications

.
.

. .,-
,.

which would,only eliminate entitlement made on the basis of
??..

.

.. -
... 6'the most questionably burdensome types of children were also,s, 4 r

investigated. Specifically, t*oe'such reforms were examiked:.. :
,

4

orA which eliminated payments b'ased on entitlements to publico
,

.

'housing,Children (both 4LA" and "B".publir housi7g studeNnts

were eliminated), and a second which eliminated payments
. c

resulting from entitlements to children whode parents'work.
.

i

i
on Federal property ,locatdd outside the county in which the. %.11,,

.district is situated (i.e., entitlements for,"p-OUt" children).
.

,

'It would have been desirab.le to test a reform.which elyinated

entitlements for all childrefi whose parents Work on Federal' .1,

.

, .

prr,nertv in,anothPr district, not.just tebse in another
...

-ounty; hOwuval, lleg4o1 data tn--,(;ded.;4uCh an v.L.;er,4went.

,1.
.

ReroiWEEfact6
,

,

.

The fiscal impacts associated with implementing these

reformcompOnents are summarized in Table 14. The table shows
FY 1976 Tier 2 "A" and "B" full reform payments for districts
classified by degree of impact;

metropolitan--status, and,,.4
. ,

._,property' wealth, as welas the percentage reduction in these
amounts that would result,ftoM each' of the four entit ementV -

reform'options.

All:of the reforms would result in some teduction,in total
costs. Reductions range from a low of about*5 percent. ($,25

million) when entitlementsfor IB-out" .rhildren are eliminated)
,

td.a high of over 504percent ($273 million) "when all "Ii.: 4 ..r \
_ .

v



ABLE 14.

0

PeAkent Reductions in Full Reform

District Characteristics

"A" + "B" Payments Resulting From Reforms

REDUCTIONS' LMCU RRED AFTER IMPOSING REFORM
Fully Reformed FY/6
Through Tier 2

4 of A + B
Districts Payments

(1) (2)

Affecting Children For Whom Payments Are Made

Eliminate All B's

4 of % Change
Districts in A+B

Eliminated a/ Payments
(3) (4)

B's Xaccept Milo

Civ, Live-On Children
4 of % Change

Districts in A+B
Eliminated a/ payments

(5) 36)

I

Eliminate Out-of-County
Payments

4 of % Change
Districts . in A+B
Eli:kin/Med Payments

(7) (8)

Eliminate Public
Mousin

4 of Change
Districts in A+B
Eliminated 2/ ..Payments

(9) (10)

ALL SAFA DISTRICTS

Percent SAFA

75 -

50 -

25 -

15 -

100

74

49

24

10 -, 14,

5 -

Less Than 5

Metrokolitan Status

CeAcii City

Suburb

Non4Metropolitan 12/

Unlassified

Property Per Pe it

Lowest Quartile

2nd Quartile

3rdLQuartile

Highest Quartile

3,876 5512,336.62 2,125 453:29 441 -38.50

99 $ 75,730.04 2 - 3.52 1

la . 51,476.38 9 -21.57 5

406 132,952.73 79 -49.74 18

480 . 95,268.97 190 -68.65 41

565 79,283.78 277 -79.85 70

1,245 49,267.4 831 ,0-82.10 176

973 28,35 78 735 .-84.62 130

252 $141, 0.16 111 -73.58

1.045 167,996.89 /00 -60.34

1,938 183,235.95 1,047 -34.13

641 18,873.60 267 -26.48 110

7

92

232

898

799

69&

673.

$163,926.24 505 -43.70 84

106,568.39 '470 -66.14 72

73,749.29 404 -67.01 82

83,902.25 385 -74.07 68

- 2.71

-14.20

.31.55

4 A
-4836.

-67.74

-66.85

-69:85

-59.62

-39.88

-25.76

.20.17

-30.27

-45.07

-4$.50

-65.06

A/
plied after the reforms,

Districts a considered to iJ6. eliminated when A+B payments equal zero. The eligibilit
were tint re

12/ These districts could not be classified by' metropolitan status. However, most are s
si Districts are classified on the'basis of within-State rankings.

I

SOURCE: /976 SAFA Program Data Matched with 1970
Cedbus (Metropolitan Status) and 19

64 t- 4.96

1 L o:o4

0.16

1 -\2.93

7 - 6.43

10 - \.70

24

21 v-15. 8

5 - 7.i6

46 - 3',82

13. - 3:12

12 - 3.28`

- 6.20

- 9.50

- 6.01

43 -10.58

1

5

20

17

3

13

26

1

.0.

- 0.21

- 2.17

*-10.16

-35.16.

-16 .'98

- 18.77.

.

-31.33

- 3.09

- 2.56

- 0.61

6 3.70

13 "- 9.28

14 - 8.29

-35.90

iteria of 3 percent r 400 Federal

. P.

y connected children

and,thus likely to be n. -metropolitan\in character.

-1975 Equalized Property Data, riperty Per Pu 11)
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category entitlements are eliminatea. As may be'rUn,

hating entitlements for all but military and civilian lnon-

public using) "B" children would fetult in the,next highest

reduction- (about 40.percent of FY'1976 payments), whileelimi-

mating publichousing entitlements would result in prog am

savings of about. 10.5 percent.e ..-

. ATable 14 also shows the estimated number of districts that
. .

would be eliminated from the program under each of the reorms.1/
, .

OnCe more, eliminating all '!13" category entitlements would have

severe effects. Almost 55 percent (about 2,125 districts) of

all recipient, districts exam/ped would be

h
eliminated due to

4
this option., Eliminating entitlements for 'i:1tit the most

burdensome "B"childrenwoul4 eliminate the next 41afgoest,number

of districts (about 441 in all), while the remaining reforms
a.

wculd have relatively negligible effects on this measure of

reform impact.

-49
Districtswere considered eliminated when "A" and " " pay-
ments would be zero as a result of the reform. The rrent
prpgram's eligibility criteriaw re not reapplied. 'Rea 1-
cation of these criteria would, r sult in'suhstantially great-

.er .q.tses of districts and dollars:*

O

Eliminate
All B's

'Elim. All
B's Except
Mil.
Li4e-on

Elim.
Out-of-Co.
-Payments

Elim. Public
Housing
Payments

#Dist. %Chg.in
Elim. A+B Pay.
(1) (2)

#Dist '%Chg.in
Elim. A+B,Pay.
(3) -(4)-

#Dist.
- Elim.

(5)

, ..

in
A+B Pay.

(6)':

-

#Dist\,
Elim. Y A+B Pay.
17) v44:0

3,041-2' -55:53 2,642 -42.1 649 -.74' 491 73.1.A9

---

t ,
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,Because aggregate figuries hide important-4mpact pitterns, the

distrib ution, and ImagnitUde o

districts are also df inta

For example, one) of the eizerest'criticisms that might be_leveled,

agairist_the.reform whiCh elim nates all "B" gategorit,entitlemetts is
-th,4t it.results'in relatively; large reductions for heavilyandlightly.

reductions across different types of
,

t when eivaluatinq these reform options.

,impadted districts alike. Plopr districts as well.aswealt one

large losses from 'thii reform and, as may be-see , payments

to central city districts ardAalmost entirely elimina:ted. Similar

-observations

entitlements

although, as
/ .

.

c .i ,might be made regarding the/reform,option which eliminates
4 ,

.for-all but thejmost burdensome "B" category children,.
....

4 ' . ]

A

one would expeci, losses to poor, 4eavi/V, impacted,
. 7

and city districts are somewhat lower than Wheri all!"B" payments.

are eliminated.

Reductions,resul ing fr6m the public housing and"B-out" reform-

options seem much more equitAbly distributed in terms of degree of

Federal impact and property wealth, with lightly iracted and wealthy

distiicts bearing the bruntpof the reductiohs. Howe'er, the public
,+housing reform results in.adidproportio nately large'reductton, in

'central. city district Paymeits. Given the present fiscal

ties of these districts, this may be a criticism of4te,reform;
-

however, the results were nct uneXpectedc since most;public housing

projects are located in thee city districts.

,Okt

7 --P4

t 4

; . \Each df the'four reforis t which have been examined' attempt to estab-

lish the principle that the'Federal governmenes responsibility should
- i

extend only to students who represent-a genuine Federal..burden on their
.

. . . ,
distr cts.

,
Of theseoptions, the first two are the harshest and, in our

4
_

10 ,
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opinion, the least'justified since they'indiscriminaNy eliminate

payments for many children who do represent a genuine Federally
_f

imposed burden. The last two reforms are more selectiVe andielim-

inate payments for children whose Federal burden on a district is
.

more estiOnaple. Makingpayments f'or children whose_pdrents work

on Federal-property in another district is a practice ,that is

difficult to justify' and should be, reconsidered. Eliminating pay-
,

:
ments.'for py.b:Lic housing children also-makes.sense, Wt. wil). beN -

,. o
.

1

ormore difficult
4
to accomplish. Although these Children do not

represent a burden in the Impact Aid sense, they often are educes-
'

tionally,disadvantagid and in need of special assistance: Moreover,

eliminating .

p4S1i6 housing payments will have its most adverse,effect

6n center city districts whose current.fiscaldiffitulties are

well known. Implementing thid reform may thuswell be impossible

unless the legitimate claims of these children and 'their dietricts,

are addressed through' increased efforts in programs
,

ESA -- programs which are designed'to deal more effect vely,with

the real educational problemsn'of these groups:

Reform Options Affecting the Way Local
Contribution Rates/Are Calculated.

The preceding section dealt with reforms that would.improve

compensatioll,by elimidating entitlements for children who are pot a

Federal burden or who are less of one than others. This discussion
.

examines reforms that would alter the way local'contribu4.on rates

are calculated. The changes we will examine are intended to improve

/-`
,\!

105
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'compephtion flor Federal burden by more accurately approximating

a district's average'per-pupil Costs o1 educating Federal stu.-1
, .

.

. .;
.

dents or by better approximating what per pupil educational ex
.

,

penditures (or revenues) would be if the district were not

Federally impacted.:. As will becoMe clear, none of the r/forms

presented here is optimal from all standpoints,, but ea responds

to a specific'set of criticisms of existing methods. Thus, any

final selection among these options must depend on the balance

that is struck between competing factors.

Figure 2 offers a-scheffiatic overview of the four reform

options to be considered.' Two points stand:out: All options
S,

\rad restrict or eliminate the,comparable distri5t method, and

three of the four would alSo dispense with the oie -half

average method. Perusal of the "Remark" col". of Figure2

dill als/0 serve to illustrate our previous co ent 'about com-

peting factors. These include reasonablenes assumptions

regarding Fdera.l.impact on district expendxtres and/or revenues,
.

distributional effects relative to district wealth and burden,

evenhandedness with respect to different State school finance
t

ystems, and ease of program agministr on.

10i

As may be see, from Figure42, the first oetion examined

represents perhaps the most modest reform that might be made to

,the present system. It would refine co parable district selec-
/

tion criteria and tighten up on Federal review and approva'pro-

cedures while restricting the use of the method to-heavily

Impacted districts' (i.e., distric where "A" category children

and/or "s" category children who e parents reside, but do not

4'
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FIGURE 2: OVERVip OF OPTIONAL LOCAL CONTRIBUTION RATE REFORMS

1
,

EFFECTS OF OPWWS ON METHODS OF CALCULATING LCR's ' REMARKS

.

Comparable l . DiAtributionai Administrative

Option DistrictDistrict 2/2 State '1/2 U.S, Reasonableness Effects enhandedness- . , Ease

.

Restrict use to (Retain both minimums, for moderArely Imperfect approximation, Modest overall reductions Not evenhanded-- Involves strioter

districts where and lightly. impacted districts) tut option does reduce Progressive on wealth, favors districts monitoring of

"A" and live-on likelihood of excessive Partially progressive on in high State aid/ comparable dis-

7B's" are at .
compensation for 4erceat Federal children. low expenditure trict method, but

least 50% of
districts that are Well- ^ StatesmOrethan for fewer dis-

total ADA i to-do in spite or becaus( ' - 3 others. , tricts.

of Federal activity.

. ...../.4 'tr.

Restrict as Automatic for all, but Eliminate Preferred to Option 1. Largest acrops-the-board From one perspec- Same renarks

above. high impact districts Nationally about 1/2 all reductions. Reductions time, more even- eppli as for
.

-.

as defined under State educatioh expend- are nevertheless progres- handed than Option Option l:
.

Option 1. itares are derived ' sive on wealth anepar- ' 1, but still fa- ' '

,
locally. Assumes 1/2 ' tially so on percent of -rs districts in

Stateaverage is a Federal children. high.Statesid/low ,

'

,reasonable estimate of -
1, expeklIture States.

..., ;

what average district,. . Although these

2
costs would be without districts lose,

. . N . Federal impact. Imper- .
they lOse less tha '.

, .

,
. fect because does not if they were being

adjust fo; expenditure _ compensated on 1

differences between or . basis of State e

within States. Other- . avg. t

,
wise, Option 1 cements Conver day, dis- .

. .
pertain. tricts in low ,

State aid Statear
-,

.

., f ,are'
.

finder-compen- .

. .
*sated.

.
t

I._
%._ . .

. .

.

Eliminate and Retain as basic ..` Eliminate Makes reasonable Results in relatively Option is even- Fidministratively

replace with minimum for districts % assumption that without large overall payment. handed. State aeg the f simple

rate basedion% not lasing State avg. Federal impact district reductions. Reductions }local expenditure . on to imple-

State's avg. local expenditure costs would be ibout" arid highly progressive. method is a reaso ment.

3 local expend- method. o equal to their State's on wealth & partially abld substitute fo'

Armes. avg. local expenditures. progressive on burden if comparable distric

not

Imperfect because does one disregards option's method in low Sfat
. t

not adjust for cost effect on payments to aid States. 1/2

-' differences between one unique, heavily. State acg. minimum -

,

-
-, districts in same State. impacted district in is a generous de-

N.
.

Option 1 comments also Alaska, minimus for high
.

apply.
State aid.Btate '

.
. \

. _
. \ districts. -

Eliminate and- Modify to guarantee Eliminate 'Makes reasonable Smallest overall reduc- Option is gemerall Most difficult

replice with 1/2 average revenues
assumption that without tions clan options evenhanded and of all options

rate deter- in the State and , Federal,impact.diArict hkamined. Although poor equalizing. to implement.

. mined by mul- retain as a bapic wealth would be about quZlity data preclude . Would require

4' tiplying each minimum for dik- equal to State' s.avg. defiAitive assessment, collection of

district's tricts notusing . Imperfect because it 'appears to be,rost.highly
.

' accurate up-to-

revenue effort,/ "tax effort" cal- does not account for

Abe

progres ive of all date property
.

times its culatron method. 4 effect of other servici options wealth and wealth and rev-

State's avg. : - "...
demands on wealth of relatively pr ssive

.

. enue effort data

local property certain districts (e.g, 'op burden. . for all partici-

wealth per pup cities). Optioh 1 pating,districts.

pupil. a. comments also apply.
:

- .

ma/

5-
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work, on non-Public housing' Federal property comprise at.least

50.percent of total enrollment). All other diStricts would be '

required to calcul te theirLCR's using'the higher of the two

current minimum me hods.1/

84.

The principal 'ustification for this option is that forcing

lightly and modest ly impacted districts t use one of the two

minimum calculation m thods reduces the likelihood that dis-'

tricts which are relatively well-to-do despite Federal impact

or whose financial characteristics have been improved'by Federal

activity will use these as a'means of increasing their:Federal.

grants. Because heavily impacted districts are generally unam-

biguously burdened by Federal activity, the possibility that

they will be able to take similar advantage of the'comparable

distridt method is less likely (or at, least the thought that they

might do so is somehow less distasteful). For thiS reason these

NI,

,1/ Many contend that the most straightforward modification that .

could be madt to rove the ,present compensation system would
be to leagenowik or less.intact while refining comparable
district selection criteria and tightening up on Federal re-
view'and approval procedures. This was'essentially the
approach recommgnded by GAO after it found that current selec-
tion instructions and'review procedures provide no assurances
that districts selected-are, in fact, comparable or that the
rates calculated are reasonable. While the proposal to
"clean up" the program has me-sit and, in fact, would be adopted
for.heavily irtipacted districts using the method under Options
1 and 2,' we do not believe the strategy is.Aqfficient by

]n effece,vwe feel that the comparabTh district method
is inherently defective becauge it requirds.the selection of .

districts comparable to the type of community the district
became as a result of Federal impact, rather than to what the
community would have been had the impact not occurred. Aore-7
over,,, merely "cleaning up" the comparable ,di tAct method
will do n6thing,tocorrect compensation errors which present-
ly result from minimum calculations which are equally impre-
cise.

109
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4

;districts are'permitted to continue their use of the comparable'

distridk method. Essentially, Option 1 makes a judgment that,'

to the extent that they occur, comparable diltrict compensation

errors- whiph favor'high impact districts-are more acceptable

than those that benefit districts which are le 'clearly burdened

and, in fact,-may haxie been helped once alread

Although this first reform option moves:awfy from the practice

of compensating distribts on the basis of characteristics acquired

as a result of Federal activities, tile fact that it p,rmits some;

lightly and moderately impacted districts to dontinue.calculating

their rates by selecting the current national minimum method

rl may irritate those who believe that the program i) intended

priparily to offset the added local costs of educating Federally

Connected children:. Although one could maintain that-considera-i

tionsof inter-State equity argue for Tetention of the national

minimum, calculation method, critics will,correctly note that the

r Impact Aid program is concerned p9marily with compensating fdle.

reduced district expenditures or revenues( and that its scope,

and coverage are too narrow to deal 'effectively with equalizing

expendituresxpenditures or revenues across States-. These critics will jus-
A

.
, 0 tO0

,

tifiably argue that by offering a minimum capulation Method

based on the national average, Option 1 merely perpetuates an A4i;,--

inequity of the current program: thatdistrict' 'n-low expen-.

diture States are compensated directly-for lbw:overall spending

..levels, while districts' in high expenditure States, where' cosh's
.

are generally/above average, are not extended a similar courtesy.

,/
110

4

A

4



86;

In effect, one could contend that if the national minimum method

is appropriate, then so too'is a cost of education formula adjust-
merit.

r

The second option addresses theSe criticisms. Basically,

thitreform is the same as Option 1, except that rather than, per-

mitting lightly and moderately impacted districts\to select from

between the two current Minimum calciilation rdethads, it requires

these districts to use the current State average method. Because,

on average, about one-half of all State education expenditures

are derived from local revenue sources, this option moves a step

closer toward the goal of compensating districts for increased

local costs. By eliminAing the national average calculation

and restricting use of the comparable district method, the option

also moves away from several practices which result in inflated

approximations of what district costs would have been in,the-

absence of Federal impact.

Critics, of this option will note that while it does eliminate

practices which result in the most signifidant overcompensation

for districts, it creates new proielems of its own. In particular,

while it is true that nationally about one-half'of all State

e-ducationexpenditures are locally derived, in fact, likf most

averages, this one' overestimates the percentage in some States

and underestimates it in others. Put another hay, basing district

LCR'S in all States on.a national average fails to adjust for

expenditure diffelvences between and within ,the States. Thus, while

districts in high State aidlloW expenditure States will generallyli-

find,their rates somewhat redubed by, this option, they will also

4
0
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contihue'to'receive higher amounts than if they were being com-

Ibensated exclusively on the'basis of average local expenditures

in their States. Convefsely, districts in States where at least

one -half of all education expenditures are derived from focal

sources.will" be compensated at lower than State average rates.

In effect, although Option -2 is more.evenhanded,than'OptiAn 1

b'ecause it eliminates the nationallaverage floor for districts

in low expenditure (generally low local aid) Statqt, critics will

'note that it too results in an imperfect setsof approximatidts

- for'what district expenditures would have been in the'absence of

Federal impact. '

The.last'two LCR reform options to be examined eliminate the
_ -

comparable district'method entirely and move toward compensation

schemes which utilize the local expenditure and revenue.pattenns

in each State to more perfectly approximate what district costs

would have been had Federal impact not occurred. The first of
.

these, Option 3, would set a district's local contribution rate

at either its State's'aver localexpenditureS per pupil
. .

at one-half its'State's average non-Federal expenditur Pupil,

whicheiter is higher.1/ This option was chosen bec

1/ "State average local expenditures" were calculated by multi-._
plying local elementary and secondary school current operating
expenditu es by 'the percentage which local revenues were of
total rev ues in the State. This product Was divided by
State ADA o obtain a per pupil amount. Since FY 19/6 SAFA
payment r tes are based on FY 1974 data, revenue,"expenditures
and ADA-are also for FY 1974.

*.t
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/adm1nistLative simplicity and because, not unreasonably, it

assumes that had Federal impact not occurred,,, district Per pupil

88.

expenditures would be about the same as the current averge'for

the State. 'Theone=half State average calculation method was in-

cluded to.provide dittric'ts in high State aid/low expenditure

States with more compensation than they would receive were average

local expend4Oures .used exclusively. In effect, it,was judged"

that as a deminiamus payment mechanism, the State average method

yields more reasonable approximations of what these districts'

. costs would have been,without Federal impact than does the U.S.

average ,method.

For many, the major problem associated with,thiS option willo

be that what it gains in simplicity.comes at the expertse of fail.--

ing to reflect 'differing situations throughout the State. in

effect, many will prefer an option that allows payments to vary

with each districts expenditure or revenue effort for education.

The final LCR reform examined in this section would partially

',address these criticisms. 'Originally.proposed in the Battelle
.,00"6

Study, Option 4 would guarantee each district its State's average

per pupil property Lase. Local contribution rates would then be

d'termined by multiplying this State average propeity base by the

district's own revenue effor rate, According to Battelle, thiS

op'tion has several benefits:
)

113
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"...4 makes a very reasonable assumption about the a
likelY situation in the district assuming the Federall
governtent has never had an impact on it. Iff,efEect,
it presumes that in the absence of Federal impact the
district would tend to halve had a tax base' er pupil
about like the current average in the Sta . This
approach is-preferable to giving the dist ict credit
or blame for Federal impacts that tend to reduce or
increase tax base per pupil. This assumption is
more likely to be,true than the one inherent in com-
parable districts1..(.which requirea)...the selection

of districts comparable to the type of community the
district became..., not districts codparable,to what
the community would haVe been'had-the Federal impact
not occurred."11/

89.

A second advantage is that this,option,guarantees that 'no district

can increase its LCR merely by manipulating the method of calcula-
,

tion. As Battelle notes, "The only way that'A-district could raise

its Federal payments is tovconvince the local voters or political

decisionmakera that additional expenditures are nkcessary."Y

Critics of this option, will note that has several major

drawbacks, First, it fang to adjust for'the effects of,other

service demands and higher costs on the wealth and' fiscal capacity

of certain districts. That is, while many may prefer this opticin-

over the a hers, they will alsonote that it still only imperfectly

adjusts for fferent local circumstances, particularly the higher

1/ Battelle Memor I Institute, school Assistance in Federally
Affected Areas, 969, pp. 94-196.

2/ This may be a dis-vantage as well. A predominantly Federal
district, (for exam.le; one with a 90percent "A" category en-
rollment) might find 't advantageous to raise tax rates in
order to increase Impat. Aid payments. Assuming that such an
action was not prohibite by State or local laws, doing so
would cost the Federal ma ority very, little. It could, how-
elier, result in disproporti.nate cost increases for4the ci-
vilian minority. Many will .onsider this inequitable.

'114
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costs and Ron-edticational service burdens that affect reVenue

efforts and fiscal resources in center city districts While

our analysis has not dealt directly with this crititisM, we

,agree that is a legitimate. issue and an appropriate topic

for futurvtudy -- one that needs, to be addressed for this

and all otheiloptions'which rely on, average values tp calculate(

compensation rates.

This option has at least one other major drawback' which

we have addressed. Specifically, it is not neutr in the

way-it teats different, but equally valid, State school fi-

nance arrangements. Thus, although districts in States which

° finance'a large portion of theif education costs from local

sources are'likely to do fairly well under this option, those

that are,in.States hich defray a large portion of education

costs by,tappi g.State resources are likely to receive smaller

comp,9nvOtioh rate than under the present system. One could

argue that this is e irely appropri te, since the Impact Aid

prOgam is%intended only to compensate' pr losAes in local

capadity. On the other hand, some minimuM for ttiese districts

pblitical'neOessity., Hence, tae have retained a revenue.'

based versipn of the State average miAMUm ca lation-method
.

\ .

(i.e., we guarap tee at least.one-half.tate a xage non=Federal

revenues) as an alterntive that wilt provide relief"for dis-

1.ricts in high State aid States. We have done this realizing

1
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thatssomeswill justifi bly complain that b?doing so we may be

overcompensating,some of these districts in the bargain.1/

. TSCR Refoim Effects
-If

Table 15 shows how each of the'-various reforms which"restric
or eliminated the current calculation methods would- affect each
State's SAFA payments., The table indicates that all of the

reforms result in overall funding reductions. As may be seen,
Option .1, which rest is s use-of th omparable district method
to high impact distri b t retains both current, -minimum cal7

culation methods, rdbuces ull reform" SAFA payments fromB.

$512.3 million to $478.7, million (i.e., about 6.5 percent).
Lightly to moderately impacted districts in States -which are

high spenders and/blarely largely on locally raised revenues
to, sppport education appear to be the most aftersely affected
by this Teform. For example, Massachusetts,,New Jersey, New
Happ'shire, and Oregon.(States -where districts depend heavily
.on the' coMparable district method) all experience pdyment reduc-

,

tions of.between 15-and 44 percent. In sore other States (e.g.,

Illigois and New York), losses appear to have resulted because
- a few major center city districts which account for large pro-
portion's of their States' Impact Aid Ajrans are .prohibited from

1/ For this option, district and State reven4es have beenadjusted to'reflect only that portion of total non,- Federalrevenues raised for current operating purposes. 'That is,both district and State non-Federal revenues have beenmultiplied by the pitportion of current operating expendi-tures to total State expenditures. .
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TAILS 15 Percentage Changes in Fully ReforMed rY 1976 Tier 2 Level WA 'AT and "II* Payments Resulting From Alternative LCR , 92.

Reform Options -- States (see'tbxt for detailed explanation of reform options) .

\
'

?

District Characteristics

Ni

-.

Districts
in'Saeple

(1)

i
'76 Ti. 2 Asa Full
Ref Payments

( usands)

(2)

Percent Change pros: . LCR Reform Option 4 .,

LCR LCR I/ LCR
Reform Reform Reform
Option 1 Option 2., Getion 3

t3) (4) (5)

Distiicts
in Sample

(6)

'76 Tier 2 Asa Full
Reform Pants

(Thous& )

(7)

Percent CharyiM

Frio:

(8)

Grand Totals

"Alabama
Aiaska
Arizona
hrkansas 4

6alifornia
Colorado '

Connecticut
Delaware
District of Cdiumbia
Florida

.

3,876

81 '

29

105
91

447
84

3:

1

25

'5

5

,

.

512/334

8,092
39,302

'19,240

3,002

60,528.

10,958

,E193

575
3,727

.,18,175

- 6.57 - 15.28 - 12.87

0.00 - 31.75 - 31.75

1 0.00
0.00 - 48.10

- 0:9/ - 7.69 - 8.29
0.15.- . - '30.13 - 37.70

- 2.77 a...,. 5.07 4,4% 5.24,
. 8.79'-gt-1t.33 .- 8.91
- 20.20. 20,70 - 6.90

'70.00
-.

...'4,"' 0.00 0

0.00 ... 0.00 33.15
0.00 - 12.80 - 12.80

1,885
.

50
0

21

41

191
49
21

4

0
22

5 371,158

5 7,217
NA

. .4,104

2, 7y\2

45,557 "
' 10,266

3,749
, 375
PA

18,054

- '0.47
..

- 38.75
NA
85.79

- 36.80
30,71

- 0.62
5.91
27,15

4.NA
x 4.38

Georgia
Hawaii
Idaho
Illinois
Indiana
Iowa
Xerxes
"Kentucky ,`

Louisiana
Maine .

.

76

1

64

149
35

28
, -68

61
21

65

At

10,050
12.592

3,522.

13,4577
1,938
509.

6,656'

2,512
301132.140.

, 0.00 - 28.53 - 28.53
0.00 0.00 0

-. 0.33 - 28.64 - 28.64
- 19.38 - 19.38 - 9.13
- 0.57 - 15.09 - 14.113

- .90 - 6.39 - 0.45
- 3.77 - 8.99 . 9.95

0.00 , - 37.25 - 37.25
0.007, - 19 6.5;, - 19.65

7 ..0.00 - 15.31 - 15.81

33

0

34

66
26

10

38
32 .1

21
33'

9,100
NA
3,136

'10,802
1,841

196
5,023
2,155
3,833
2,016

.

.

. 21.40
GA

-'26.92'
5.G5

23.09
,. 50.63

''.. 13.81
-',23.65

-.12.39
'22 06

Maryland .
massachusetts
Michigan
Minnosoy.a
Mississippi
Missouri .

Montana
Nebraska
Nevada
New Hampshire

.

'

.

14

94
63

' 39

36

129

126
25

14

28

20,191 e.

5,267 ,

6,213
2,881

3,460

6,519
6,47,5

5,617

4,002 .

1,673

- N - 15.7 - 15.87
- 15. - 15.96.1 10.48
- 2.38 - 2.36 '. - 2.38

0.00 0.00 0
0.00' - 41.36 - 41.36

- .2.10 - 11.33 - 0.95
- 4.27 - 5.60 8,12
- 23.19 - 28.47. 0.40

0.00 - 8.48 - 545
- 44.35 - 51.84 - 14.86

14
63
25

20
21

53

27

15
12
14

20,191
3,303
2,443
3,55.3
3,302
3,738
1,762
4,945

3,969
1,598

- .3.19
60.08
'9.10

6.02

- 37.17
15.91

- 0.80 .

69.28
-XJ9.47

3 36 ,-
New Jersey
New Mexico
New York
"North Carolina.
Nerth Dakota
Ohio
Oklahoma
Oregbn

'Pennsylvania
Rhode Islanh

.131

61

146 '

62

67

108
128

86
100
12

1142,976
VI7,648
31,678

3,667
4,957
8,974
12.726
3,036

8,680
1,658 c

- 25.20 - 25.20 8.13
0.00 - 1Q.91 19.75

- 21.88 - 21.88 - 8.53
0.00 - 23.24 - 23.24
0.00 - 13f50 - 14.18

-11.97 - 21.93 ' 0.79
.- 0.10 - 25.88 - 26.67
- 26.91 - 26.91 5.53
- 8.37 , - 8.37 ta 8.37
- 12 58 - 12 58 - 1.18

81

29

91

' 53

20
64
71

33 t

78
12

.

_1

12,203 1,

15,769
28,839
8,373
3,203
7,525 '
7,310 :r

2,l00
8,323
1,658w

r

- 29.15
- 21.21

- 17.44

-,11.47
12.90

- 5.01 -

- 22.35
2.14

- 0727
5 00

South Carolina
South Dakota
Tepn
Texas '

4tah
Vermont
Virginia
ashingtof.
Wait Virginia
Wisconsin
Wyoming

es4

.

.
'

,22

50

89
232
34

15

64

158

f2

39'
25

7,784
6,005
6,945
30,836
7,372

88
34.131

15,734
438

1.995

3,088
,

'0.00 - 29.15 - 29.15 13
- 4.88 - 11.35 - 0.36
. 0.00 - 32.14 - 30.14

0.00 - 23.11 - 27.56
0.00 - 25.36 - 25.36

- 10.07 - 12.31 14.13
.7_19.65 - 29.60/ - 20.07
-`.0.46 - 0.46 - 0.82

0.00 - 27.36 - 27.36
- 7.11 - 7.11 9.06

- .8.51 - 8.51 - 12.57

44
64

88
25

13
42

53

12

18

23

.

' 7,6S12.1

5,828
5,769

22,817
7,161

ci 81

33,433
11,566

438
4,008
3,058

- 32.13
11.95

- 21.t
- 10:

- 14.36
99.22

- 1.12
13.13

- 25.70
12.29
13.48

a/ To ainturaa& this option, ma's for heavily impacted distr cts were'retained. Even though sops of these districts are not now using the
comparable district method, the option gives these districts latitude to use it and thus retain or raise their current compensation levels.
A core Conservative methodologY, which was rejected, would have assigned high impact districts not now using the comparable district method
a rate equal to one-half their State.* average non-Federal expenditures pet~ pupil.

NA -- Not Applicable

-- State finances at least half of all edlAtion losts.,

SOURCES, Reform Options 1-3, 1976 SAM Program Data Piles (Average Lock). Revenues Usel for Option 3 Derived from 1974-1975 ELSEGIS Data File).

-Retort Cpti06 4, 19744975 ELSEGIS 1976..WSAFA Program Data Matched File.

1
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using the:comparable district method to calculate payment rates.
, .

In general; this reform option seems to have its greatest impact'

. on diStrIcts in..4aarge-hicill spending (high cost) urbail.States,
.

$ ,

. .

Although-Op ion 2 differs from Option 1 only by eliminating-_
.. ,,,

the U.8. avera e'ilinimum calculation method, its ithpact ,is much

especially those ih the,Northe4et.

'greater, resulting in a funding reduction of over 15 percent

(i.e.1-6AFA."full reform" monies drop from $512.3 to abottt $434
,

This result was predictable; over half of all SAFA

dietrictsrel
.

.

by this reform, and about 49 percent t° all' SAFA monies are
P i( o

distributed on thi's basis. -
'

on the U.S, minimum, calculation method eliminated

a c
0.0.

The effects_of,moving from Option 1 to Option 2, are additive.
.

)That whiCh lose under Option 1, lose as much or

more under Option 2. The geographic distribution. of.these
t1-4, 4), .

/losses. changes greatly, however. Specifically, districein

most So'thern and border States those which were generally
0

unaffected by the first reform option -- are among the most
1;

adversely affected by the'secohd. As'we have noted previously,
.0w

these States have'had histoEically low levels of non-Federal

spending 'foeeducation and are traditionally.high State aid

States which rely' on the U.S'. minimaWthod that is eliminated

by this optiOn.._

I5 general, thiS reform works to#the disadvantage of districts

in all but "a few States like Delaware, Minnesota, and Hawaii --

StateswhiCh.already rely exclusively on the State average minimum.
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Table 15 shows that implementing Option 3 would reduce
, _

overall funding by about 13 percent (i.e., "full reform" payments

would declif_aArom $512.3-to $446.4 million). The principal

beneficiaries of this option would be many of the heavy losers

under Option 1 -- i.e., district in high local aid and/or

high expenditure (or high cost) States like Massachusetts, New

Jersey; and Vermont. For the most part, these districts would

be able to take greater advantage of their relatively high

local contributions for education than they are now permitted

using present calculation. methods.

The major losers under this reform are districts 3;/.1 Alaska

and mOAt Southernand border States. Alaska's 48 per6ent loss

is som at t misleading, however, since it is due entire 47 to

reducecipaymentsimoneheavllyinipacteddistrict Without

reform this district'would receive over $2,200 for each of its

'14,000 "A" category children; with - reform the di -tr-ct receives
. .

only about $-968 for these same students. Other Alaskan districts

-WOuld neither gain nor lose under reform, because they would be

permitted to retain current paym6nt rate, which is based
,

on the program's,State average minimum.

Sop thern and border State districts lose under'thit optiOn

because of their overall low expenditure levels and because pf

their heavy reliance on State education' aid._-_That-is, average
--,..--

locally,finaced expenditures in these States are so low that_

most dis- tricts would have to Calculate their rates on the basis_
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of,the current State average minimum method. Because this

method yields LT's which are generally lower than those resulting

from the national average. minimum method (which disiprictsin

these States current ].y use), payments depline,dramatically.
1

Although the major gainers' under Option 3 tend tobe districts

gYe

in States where local aid is high relati to State aid, some
\ ,

of these districts also experience lo set from the reform. Again,
1 4

most,of these losses accrue to districts in States withllt

overall levels of expenditure for education -- States lilse°

Idaho and Maine where districts currently rely exclusively %Qp

thd,program's national averte minimum to boost their rates

well above State average local expenditures.

If one agrees that State average local expenditures are a

reasonable estimate d£ 'what distrjcts Would have been spending

had Federal impact never occurred, the results shown in Table
ti

15 for Option 3 also provide some suggestions regarding the
.extent to which the comparable district method accuratelym-com-.4

pensates for Federal burden. That is, if the 'Comparable-district

method were providing a reasonable approximation of local educa-.

tion--COsts, then one would expect that payments to districts

in States which rely heavily on this meth8eWould not be

adversely affected by Option 3. In fact, our data show that

", when 10 States which use this method exclusively or dispropor-

tionately are examined, six lose as a result of reform (Iowa,

Kansas, New Hampshire, Rhode Island, Wyoming, and-South Dakota),,

bUt only three (Kansas, New Hampshire and Wyoming) lose by anY

120
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significant amount. Four of the 10 States gain from 'refort

(Nebraska, New Jersey, Oregon, and Wisconsidl, with two (Wis-.

consin and New Jersey) gaining significantly. In effects

/given theae results, the comparable distric method seems to

\be compensatihg accurately in only ,about ha%the-States. In
-4k

the others it either'overcompensates or.undercompensa6sfor.,

Federal burden.

Table 15 also shows the geogrhNictstributionof gains

and,rosses resulting from Option 4. As may beseen, this option ,00
9

results in the most modest payment reductions of,all LCR re-

forms. Total program dollars decline by less than One-half
-- -

of 1 percent -- from $5L2.3 to $50919 million. ,.

. - t
-

The major gainers under this option are district 'n lowA.

-Stateaid States like Arizona, Massachusetts, and Vermeint4.,

Districts in thee Statescapparently gain because of.their rela

tively high local ,Ovenue e'ff'orts for education. .!"

Not surprisingly, districts in Southern States like Alabama,

Arkansas, Mississippi, and South Carolina ate the principal

losers°'uncler this option. These are high State aid/low-wealth

States, and<Aistricts located in'thlr lose because .these two t
factors combine toyield lower compensation fates than those

obtained cvrrently using the-program's national average minimum
,

method. Districts'in some high wealth/high localeffort States

also lose,.apparently because-rates calculated using Option 4

are lower than those obtained using the program's' comparable

.21.
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district Method. Distilcts in New York and New Jersey are the
, 4 . _ .. I

most striking-examples of this phenomenon. Their' losses prob-

ably occur because this option reduces payments to the several
.

.

large center city.districts which dominate these States%
!,

A somewhat different perspectixe on the effects of these

reforms is provided in Table 16. It shows the percentage change
,

.
.

,,..

in SAFA dollars resulting from each option for districts clas- 4.
.%.

siffed by degree of Federal impact', metropolitan, status, -ani

properq wealth.

As maybe seen, Options 1 and 2 result in acro ss-the-board

reductions for all types of districts, but,affect some ;more

drastically than others. Heavily impacted, non-metropolitan

..r

and lowweilth districts lose leaAt under both,refprms, while

moderately impacted, suburban, center city, and high wealth

dittrictsare the most adversely affected. In general, the

pattern of losses is progressive in property wealth terms under

both cTtions,'with districts experiencing larger losses as

their Wealth irforeases: Thiattern.e'only partially- repeated

for district 'classified by degree of Federal impact. 'what is,

lossesunder both options ^tend to be progresgive until they

reach the 10-I4 pererit impact grouping'. At this point the

pattern deterioiates with losses declining for the two least'

heavily, impacted categories.

Data showing the percentage of 1976 Tier 2 SAFA payments

recei7d by different types of districts from using the compa-
-, .

.

rable district calculation,metho4 suggest why these losses occur
.

122. .
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as they do (see Table 5). The data.indidate that those districts

-whiCh currently rely most heavi4yon the comparable district

zethod are,,as one might expect, the same LEA's which lose the

most when the use of the method'is restricted to heavily impacted

districts. For example:,*given that districts in the 10-14 per-,

_cent impact grouping derived over 62 percent of their 1976 Tier

2 Impact Aid money by using the comparable district method, it
is not surprising that,they should lose large amounts when pro-.-
hibited from using it. Similarly,,suburban, center city, and

high.weaith districts lose more than others because they tend
to rely_ heavily oa the comparable district method and are also

mile likely than 'other LEA's to be lightly or moderately impacted.

The combined effect of eliminating the dompa :able districte7

and national average calculation methods from the program and

substituting Option 3 in their place is shown in Column 5 of
Table 16. As may be seen, the most striking difference between
the first two options and tl)e third relates td the lattef's

effect on payments to districts in the most heavily impacted
category. In particular, whereas losses to these districts- are

relatively modest under the first two options (a primarily
attributable to the net effect of eliminating e national average

minimum calculation method), they are clyitela.rga-under'Option 3.

These losses may be attribute% to two factors. Fif-st, Option
,

3 eliminates the comparable district method -- a method which
generated over 60 percent of these districts'.FY 1976 Tier 2
SAFA payments. Second, a large portion of the lossresults,from
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'payment reductions experienced by the one large heavily-impacted

Alaskan district discussed in 'previous sections. That this cinpl---N

district tends'to dominate the high impact category is evidenced'
by what happens when it is omitted frbm,peanalysit When this441. 4413"
is done, the loss to heavily impactedlistricts declines from

over 26 percent to only 2.6 percent. Similarly, when this dis-L

trict is omittedy the loss to non- metropolitan districts is cut
in half (i.e., it. declines from -18.2 to'-9.6ipercen0.

Disregarding this one district, the patterns qt funding

change under Option 3 are not much different from those ob-

served for Options 1 and'2./High wealth, center city, and,

moderately impacted distritts continue to be the most ad ersely

affected b eforms which use State averages toapprox ate

what distrit expenditures would be,without Federal.' pact; while

low wealth, suburban, low impact and, for the most p rt, high

N\impact districts are jhe least affected.

"Table 16 also presents information about Option 4 would

affect funding for different types of districts. Unfortunately,
due to tec ical difficulties associates with matching data
from two differ nt sources, we were able to simulate this option
for only 1,885 dis icts (49 percent). While this sample awountsN\
for a substantial 72 percent of all "full reform" SAFAllars,
it.omits, among others, the large heavily impacted Alaskan dis-
trict., Thus,. even though our a are likely to be relatively

reliable for most of the district c. egories we are examining,'

they are probably not very good for some in particular, our

/
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TABLE 36: Percentage Changes in Fully Reformed FY 1976 Tier 2 Level SAFA "A" and "II" Payments Resulting from Alternative LCR
Reform Options: Selected District Characteristics (see text for detailedexplanation of reform options).

4.

.

District Characteristics Districts,
in Sample

(1)

'76 Tie 2 A+11 Pull

Reform Payments
(Thousands)

. (2) .

Percent Change prom: LCR Reform Option 4 ' , ,LCR
Reform

Option 1
(3)

LCR,

Reform
Option 2 c/

(4) '

LCR
Reform

Option 3
(5)

Districts
in Sample

(6)

'76 Tier 2 A+B.Full

Reform Payments

,(Thousands)
(7)

percent Change
From

, Option 4
(8)

Gr Totals.

Pe cent AFA Children

3,876

99
108
406
480 -

565
1,245

A 973
4

252
1,045
1,938
641

898
, 799

696
673

$ 512,334

'

S 75,740
51,476

132,952
95,269
79;282

49;267
28,356

.

.

S 141,130
'167,996
183,235
19,973

$ 163,926
106,568 ..

73,74p
83,9b2

- 6.57

.

.

6- 0.01
- 3.06
- 4.16
- 8.86
- 16.65
- 5.68
. 7:52

- 9.33
- 9.37
- 2.17
- 4.00

- 3.06
- 4.18
- 13.15
- 15.72

- 15.28

. .

-,_0.35
.---
- 9.40
-,16.50
- 20.62
- 23.63
- 16.97
- 15.86

.

- 18.61
- 17.78
- 11.04
- 9.59

- 14.06
. r 16.16

- 22.81

- 25.43
I

,

- 12.87

- 26.43
- 5.18
- 9.14
-'13.46
- 16.10
- 7.40 t
- 6.64

A

- 10.51
- .9.72
,- 18.16

- 7.55

.

- 4.66
- 8.15
- 16.34
- 19.80

1,885

16

35

174

198
254

° 621
587

227
751

03
54

519
475

"425.

403

1
,

S.
'

..$

6.

371,158

. .

12,594
36,742

104,138'
80,269

71,205

40,75
25,458

121,865
A51,014
96,746

.1,533

130,068
96,722

.65,389..

76,956 '

Alt

/

- 0.47

.

+ 11.34
+ 7.16
- 0.85
- 2.04
- 12.16
+ 5.90
+ 11.68

.

'- 2.82
-4 3.53
- 3.91
+ .9.80

.

,

+ 9.50
+ 6.34
- 7.45
- 19.90

7

.

- 100
..

5 - 75

5 :.' 50

15 - 25

1 - 15

- 10 .

Lesla than 5..
.

.
.

Metropolitan ClassificatiOn

Center City.
Suburban
Non - Metropolitan

Unclassified a/
.

Property Per Pupil b/

Lowest Quartile .

2nd Quartile
3rd Quartile

Highest,25v
../'

a/ These districts could not be classified by metropolitan status. However, most are small and thus likely to be non-metropolitan in character.

b/ Districts classified based on within-State rankings,

To simulate this option, LCR's for heavily impacted districts were retainid: Even though some of these distiicts are not now using the can -parable district method, the-option gives these diptricts thelatitude to use it and thus retain or raise their current compensation levels.A more conservative methodologyr.which was,Nrajectc61,
would have assigned high impact districts not now using the comparable district methoda rate equal to one-half their State's average norederal

expenditures .per pupil.

SOURCE: Options 1-3: Percent SAFA Data derived from 1976 SAFA Program Data Files; Metro Class derived from 1970 Census -- 1976 SAFA ProgramData File match; Property derived from 1976 SAFA Program Data File matched with 1974-1975 Equalized Property Data (Average Local,State Average Expenditures for Option 3 derived"from 1974-1975 ELSEGIS Data File).

Option 4: Same as above matched with 1974-197.5'ELSEGIS data on district revenues.
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confidence in the Ate. shown for districts with between 50 and

100 percent Federal enrollment and for rural and unciassrfied

categPries is not very high'. As a result, following analysis

of Option 4 is brief and very ,tentative.

aased on the limited data at hand, it would appear'that an

LCR reform which guarantees all districts their Stateks' average

property base but allows payment rates to vary in relation'to

district revenue effort results in a progressive pattern of---
a

gains and losses for districts classified by property wealth.

In effect, out results make it apparent that if all districts

had equivalent property wealth but were permitted to calculate

their compensation Kates on.the basis of- individual regvenue
0

effort, then current payments to wealthy districts would decline,

while those to less wealthy districts,wolild increase. These ,

findings tend to substahtiate the claims of many Impact Aid

critics who argue:that the present program is too generpus to
A

wealthy districts whose revenues (and compensation rates) are

hiq3'even though their revenue efforts a0. low.

Technical problems make it difficult to interpret results

for districts.classified ,by degree of.Federal burden, especially

as these pertain'to districts in the two highest categories.

This is particularly the, case for,the highest impact,category,d

since our sample does not contain the one Alaskan.district that

' we .kriow:dominates this grouping. One surmises that hAd otr

sample been pcire.complete, gailis to this category would have
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been.somewhat lower thah shown -- primarily because of the

` effect the optiOn would have on this one'districes funding.
4

Disregarding for the moment these technical problems, it

would appear that the fisaldmpacts on districts classified

bydegree of Federal burden only partiAll,y conform to 3..7h4t one

might expect -if it were true that property wealth incy ases

and tax effort decreases as the degree of Federal imp, t

declines. That ds, if the were highly''interrelated,

one might reasonably expect Option 4 to result in increased pay-
.

aments for heavily impacted districts and in progressively and

,substahtially reduced payments for moderately'and 'lightly im-

patted districts.
,

In fact, although the patterhs of change are exactly what.,

one might expect for districts in heavily and moderately impacted

categories, payments actually increase for distiiCts in Ithe.

two most lightly impacted groupings. ,Since earlier we apted

that these districts have about average property wealth per

pupil, one can onlyaonalude.that tax efforts in these districts

are higher than expected -- high enough to raise,their payments

above the amounts they receive.using current calcplafton methods.

Insofar as this option can be considered an improvement oven

. present calculation methods, it once more appears that major
.

overpayments-are.currently being .made to' high wealth and moderately

of between 10 and 15 percent. I/
impacted districts, especially tyse with Federal enrollments

t

Center city districts are also
- .

receiving-higher levels of compereton'under the present program
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ti
than they would under Option 4, although these payments do note

appear to be excessively large. Given the poor quality.of data

that,is available, it is to draw any strong conclu-
-

sions'regarding-hemily.ithpaCted and non-metropolitan district

payments.

Perhaps thvmost meaningful conclusion th can be drawh

from the preceding results is that although OptOn 4 has a

relatively modest impact pn.the overall level of SAFA funding;

it does seem to result i.n signi.ficant shifts funding-among

different types of districts.
- In particular; poor districts,

whether heavily or lightly iMpected, seem to benefit, while'

wealthy ones that are moderately impacted lose.

As stated earlier, reforms examined in this section move

away from the present practice Of relyingaOn biased or exces--

sively inflated estimates of what district costs would bewith-

out, Federal impact. They-do this by restricting or eliminating

use of comparable district and/or national average calculations

-and substituting in their place other methods based on the

averaqe revenue or expenditure patterns of individual States.

Though none of these reforms is perfect, all achieve -same measure
,

of reform. Options 3 -and 4 -probably come closest of all

reforms to achieving a balance between the competing factors

described earlier. Both make reasonable assumptions about Federal

impact, and both are relatively evenhanded with respect to

,
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different State finance cyst ms. OnelOh 3 has the added advantage

of being t\.he\easiest reform to impleMent --,a feature that

recommends it\over Option 4, which is by far the most adminis7

tratively difficult of all reforms examined. On the other hand, X.
disregarding fOr the moment that our data are incomplete, it

would appear that if`distributional effect is a major selection

criterion, then for the most part Optioh 4 is the more appealing

of the two.

.Options'l and 2 do not measure.up nearly so well on the

basis of these criteria as Options'3 and 4. One suspects that'

this is primari y because both try, to work with the current pro-

gram's compensdtion mechanisms. Of the two, however, the second

option makes tie most reasonable assumptions regarding Federal

impact arid also more evenhanded. Unfortunately, Option 2

is also the harshest of all reforms, a fact that will lead many

to ignore it completely.,

From our results one thing seems clear: Certiin districts

generally have more to fear than others from reforms that move

toward improved estimates of Federal impact. By far, those

with the most to lose are hi4h,A4alth districts and districts

which are moderately impacted., Districts located in' low expen-

diture /high State aid States (especially those in the South),

also' have much to lose ,from reform.

Those which lose least from reform (or gain) are'poor

tilctd. 'Indeed, the one constantjn all of these reforms is

. that they tend to be progressive.on wealth. Heavi mpabted.

129 ,

N



4

105.

<-10

districts are also relative.mgainers" from reform if one dis-

iegr Ards redudtions to the one unique Alaskan district which ,

sult from Option 3 (and probably Option 4). Surprisingly,

districts 'in the ,two lot catecjorie6 of impact do better than

expected under most reforms and even gain under Option 4:
1

yinally, districts in high expenditure/low State aid
\_ / t ..

States also do relatively well under most of the.44Lorms.-

,examined, especially under Options 3 snd 4, the reforms which

most improve arrangements.
Z1

Modifications to Achieve lore Equitable
Impact Aid Distributions to Districts

As has been demonstrated; the current program makes payments

to lightly impacted districts that do not seem 03 be burdened

by Federal activities and which may even benefit trbm their

'FedA-al connection vIn .1976, such districts constituted over

one-half of all eligible program recipients and received abput

'20 percent of all Impact Aid dollars. As we have noted, critics

of the program argue.that these payments overcompensate_ lightly

impacted districts and represent a low priority use for scarce

Federal resources. This section examines the present program's'

provisions for dealirig with these problems and investigates

how eligibility mechanisms might,be strengthened to achieve a

more equitable and efficient distribution of Impact'Ald funds.
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,

Although many have,argued that Impact Aid compensation

ought to extend!to-ell Federally connected Children-in every

affected'schoo.1 district, such Claims have always been rejected.

From the Pederal perspective, universal eligibility conflicts ,

with national education priorities and basic program goals.

It is also administratively
impractical. For example, many

districts contain only three or four Federal- sElid-ents. Such
r

districts have onlIr a minor claim on Federal funds because A
relative terms their burdens are small and can be easily

AW
absorbed from loc4J resources. Making payments to these dis-

tricts would be wasteful and impractical because the money

could be better spent on those who,really need support, and

because the administrative gOsts involved in making these.
:

,) nawards would likely be greater than the resulting payments.

The present program's eligibility requireMents were enacted

to prevent such payments. Spetifically, the current program

restricts participation to districts that have a Federal enroll-

ment equal to at least 3 ercent or 400itotal children, whichever.3 r

is less. If the 3 percent threshold is used, a district must

have at least 10 Federal children.to qualify. The 400 child

threshold is essentially a concession,to large city
1
districts
*p.which' would not qualify under the 3 peroent.minimum,

k
while 4

the conditional 10-child restriction limits part,ioipation by

very small rural diStr,icts which would otherwis ualify under

the 3 percent rule, even though they might have my one o'e.,

two Federal Oildreni.
ti
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4Although the preSint program's,eligibility provisions solve
, .

: °5 1the problem of making some 4eminimus payments, they may be
, .criticized on several grouhds. For dxample, they clearly*ao/

not prevent payments- "borderline"o t districts --4i.e.,*districts
% -.

,..

7,
.which are lightly'iMpacted but just barely manage to meet the

eligibility' threshold requirements. That these districtis receive

as mlich Impact Aid money as they do stems argely from the,

curre nt practice of. paying qualifying cis riots for all FederAkt

children. That is, -once a district meets or exceeds oneof the
. .

minimum thresholds, the program pays the districtg -for every

Federal child, ever those who are below the program's eligi-

biniy minimums

Critics of -the esent program have correctly observed that

because of these, p tices, Impact Aid eligible districts are

treated very differently frCim-inellgible districts eve though

the latter may have about the same number of children who are

Federally connected.°Thus, a district that barely meets the

eligibility requirements Of 3 percent or 400 Federal children
,

receives payments.for all such studenti',..-while a district with.1
%.. ,( 2.99 percent or 399 Federally connected students receives no

,-..

payments at all. Critics ask why some districts are, required

to "a bsor b",nothing, even though they may be lightly impaCted

and could do so.if required.

`In response to these criticisms, the Congress included a
- 0

ovision in the 19.74.AmendmInts which, beginning in 1978,

requites eligible districts to pay khe full costs of 61..mating4

a minimum percentage of their Federally connected children.
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This "absorption",provision,(Section 3(d)(2)(A) of the.present

law) partially reduces the inequities 'associated with requiring-
.

' some, but rat all, districts to pay for edAating a minimum

number of their Federal children. Although this provision is

a step in the right direction, restriction a bn the way

it is to be implemented will limit its effectiverie4a.

The following discussions examine the present absorption

provision in more detail and suggest how it might'be modified

and strengthened. The changes we will examine seek to improve.

targeting .of Impact Aid funds on heavilyvburdened districts

and achievela more equitable treatment of all districts, eligi-

ble and ineligible alike. In order .to assist the reader in the

analysis of these 'options, Figure 3 provides a brief overview

of the options, noting their strqngths and weaknesses in achieving

v.-reform objectives.

Adsorption Reform Based
o Current. Law

The current absorption provision is' designed to eliminate
t.

payments for a minimum number of "B" category students. The

number of children for whom payments are eliminated is deeiVed

by multiplying a district's average daily, attendtance by onehalf

the percentage of "B" category students in certain Impact Aid

districts. In 1976, "B" children constituted about 4 percent

of total ADA in these. districts, hence Oe absorption percentage

would have been about 2 percent.
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Thus, had the absorption provision been in effect in 1976, a V
,district with an ADA ofr'2,500 and a "B"

have been paidfor o y 150 of its "B"

ollment of 200 would

dren and would have
had to absorb the full cost of 50 (i.e., 2,500 ADA x .02 = 50
"B" .children t be absqrbed).

As we have naed,
the-cu_rreptip.roltisi:on's effectiVeness is

greatly restricted by several limitations. First, "A" children
are excluded in computing the districts' ADA for purposes of
calculating the absorption percentage. /Second, the provision
does not apply to distriAs where "B" children comprise 10 .

percent or more of thisadjusted ADA, or where Impact Aid pay-_

ments constitute 25 percent or mOre of the current operating
budget. These eXempted district , and those Impact Aid ditriCts
with no "B" children, are also:excluded When determining the
average. percentage of "B" children in ADA. Third,' the average'
percentage of "B" children cannot exceed 4 percent, IhUs
ing absorption, which is one -half of this percentage, to 2
percent. Finally, no district is required to<abSorb the costs
for more than 300 IrB" children. These, Limits on the absorption
assure that it will not result in t1 total elimination of pay-

.

ments for
any,local'education agency since, by definition,

^t.Impact Aid dittricts must ha e at least'73 percent or 400 Federally
connected children.

7

The current rovision constitutes a AOdest cost savings
measu e (FY 1978 savings are er.im ted at About.$27 million).
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The savings are'achieved by slightly reducing payments for "BIN

\ children in only the most lightly impacted districts, on grounds

that "B" children are the .east burdensome. To some extent, -

_

this absorption addresses the criticism that Impact Aid is in-

equitably distributed, since it reduces payments for the ?mime.'
4

impact districts. It also provides more consistent treatment

;

of eligible and Ineligible low Impact Aid districts 1)1 reciuiring,

both.to bear the full costs of educating some Federally connected

children. en 'the other hand, even when this absorption is
,

Aimplemented, 15 percent of all Impact Aid funds will be paid to

over 2A000 lightly impacted distrias where Federally connected

children comprise less than 10 percent of total enrollment.

While thecurrent absorption is an improvement over past prac-\

tices, it is not designed to result in a significantly more

equitable distribution of Impact Aid dollars".

The first abgtrption reform option to be examined in this

section builds on the current provision but removes most of the

present limitations which restrict its effectiveness. Under

this option, no maximum would be seton the percent or number.

of children for whom istrict must absorb costs, and no district

would be exempted from absorption (or the calculation of the

absorption percentage). This option is designed to extend the
i

applicatioq of absorption to all Impact Aid districts and to.
, .

completely eliminate payments for some of the.mOst light'y

impacted.
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FIGURE.). OVERVIEW.OF ABSORPTION R270#1 OPTIONS Page

OPTION PTION PRO/CON

CURRENT ABSORPTION WITHOUT
LIMITATIONS

2

2(b)4(c)

Prd
o Extends abtorption provision to all districti%

o Reduces payments for least burdensome children.

o Reductions ari progressive in terms of degree
property wealth. .

o Eliafcates relatively few districts (455).

of impact:, and

Con

o Does not adequately adjust for burden. Overadjusts for "A"
: children who may represent an absorbable burden in low

impact districts.

o Payments will continue for many 146 *pea districts.

o Impact Aid districts will continue CO receive payments for
soma children below the eligibility threshold.'

BURDEN - BASED' ABSORPTION District
absorbs costs of educating a number
of Federal students equal to a speci-
fied fwitreentage of the district',
non-Federal enrollment. The eker
system is eliminated, and full
entitlements paid for remaining
Federal children.

3 Percent Absorption

.4 a 5 Percent Absorptions

11.
-Pro

o Absorption adjust* directly

o By absorbing on non-Federal
impact are taken into account.

ent student burdens.

ens of district

o Eliminates payments for low impact districts and rechannel*
fund) to moderate and high impact districts.

Simplifies progrim by eliminating complex tier system.

,o Impact Aid and non-eligible districts tret equitably.

o!Eliminates many districts (over 1,900) from the progtsi.

Con

S P. '

Pro

:0 Effect* generally progressive in term* of degree of impact.

o Districts paid only for students representing above average
Federal impact.

Con

073verall program costs increase, since effects of Vbsorption are
not enough to offset payment at full entitlements for "B"
children and ;labile hdusing children. Moderately impacted
distriega experience large gain's in payments for these children.'

0 Although somewhat progressive with respect to effects on
districts classifietby property wgalth, greatest"increases
&riff.= high wealtIN"dietricte

Pro ' -

Jko Progres4Win affects'on districts.clasaified by impact and
property 1411th.

o Reduce overall program °oats.

Con'

o o 5 percent absorption hurts cities the most -- ding
payments to these district* by over 30 pert,
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Although this first option has the advantage of strength-

ening the 'current absorption provision, it can'Le criticized

on several grounds, One can argue' that it does not adequately

adjust for differences in burden associated with particular

types of children or for,overall Federal impact on districts.

By not,requiring absorption of "A" children and excluding-
.

thOk from the ADA count on which the percentage pf children to

be absorbed is calctlated, this option overadj9pt$ for "A"

children, *who may well represent an absorbable burden in

lightly impacted digtricts.

Finally, the problem remains that under, this option, non-

Impact Aid districts continue to pay the full costs of educating

all of their Federally connected children, while many Impact

Aid districts are paid for some children below the eligibiltiy

threshold.

c.

'Absorption Reform Based
on Federal Burden

An alternative absorption approach can be devised which more

accurately adjusts for differential burden and relative Federal

.impact. Based on a design originally developed, by Battelle,

-this'absorptiOn would'require each district to assume the full

- costs for educating a number of Federal children equal a

specified percentage of its non-Federal average daily attendance

(ADA).
I)
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This absprption.option has several features which recommend'

it for further consideration. First, when total Federal ADA iso

calculated, the absorption adjusts directly for different student

burdens by multiplying each "A" and "B" category child by his

or,her entitlement weight. Second, each district's non-Federal

ADA,is.adjusted to 4clude all non-burden students by subtracting'

weighted Federal ADA from total unweighted ADA. Quite simply,

non-Federal ADA is inflated by that portion of Federal ADA which'

does not constitute a Federal buAlen. Finally, by absorbing

on non-Federal rather than Federal students, different degrees

of district impact are automatically taken into account.' That

is, multiplying adjusted non-Federal ADA by the absorption per-.

centage in order to calculate the number of Federal students a

district, will have to absorb reduces the number of children who
,

must be ab orbed in heavily impacted districts and increases

the numbers in lightly impacted ones.

An illustration of how this "burden-based" absorption-reform

works m help clarify how these various.features combine t(

affect SAFA payments and student counEs indifferent types

districts. Fpr example, if absorption were arbitratily set at

3 percent of non-Federal ADA, a heavily impacted district whose

total enrollment of.1,000 was comprised of 100 non- Federal stu-

dents, 700 military "A" students, and 200- military "B" students
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ould calculate its absorption and SAFA grant in'the

following manner:1/'

First "A" and "B" student counts would be adjusted by
their entitlement weights and added together to arrive
at. .4 number of total Federal Children that reflected
fide relative Federal burden associated with each type
of student. In this instance,'700

military "A", students

Would,beNmultipliedby their entitleinent weight of
1, and 200 gllitiry "B" students would be multiplied by
their weight of .50. These results would then be
added to arrive at an,adjusted Federal Student count of

. 800 (i.e., :(1) (700) + (.5Q) (800).

Next, these 800 adjust2d-Federal,students would be
subtracted IrOm.the.districe.s tot&l,\AII5A of 1,000 to

Atarrive at an adjusted cont of 200 non- ederal students.

This number is adjusted because, in additi R to the

actual count of 100 non-Federal students, it in ludes
that 'portionof all Federal itudents_who do not re

114.

0

also be summarized
.1/ The calculation for this illustration canasfollows:

Total ADA
1,000Adjusted "A" Military ADA (700 x1)

700Adj6seed "B" Military ADA' (200 x .5) 100Adjusted Federal ADA (700 + 100).
800Adjusted Non-Federal, ADA (1,000 - 800). 200Number of Children to be absorbed (.03 x 200) 6Number of Children for Whom SAPA Payment's

Are Made (800 - 6)
794
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sent a Federal burden (in this instance, one-half the

200 military "B" children).

Fin ally, the '200 adjusted non-Federal students would

be multiplied bp°3 percent.to arrive at the number of
o

Federal children the districwouldhave to absorb.

In this example, the distriFt would have to assume

the full costs of educating six oY its Federal stu7

dents (i.e., 03(200)=6), while the Federal gdvernment

would pay the district its full local, contribution

rate for each of the794 remaining Federal students.

A less /heavily impacted district would be treated quite

'differently by this absorptiOn. To takean extreme but not un-

115.

0

cdmmOn example, if our hypothetical district had had only 10
military.:"A" and 20 military "B" children, ther3 percent absorp'

tion would. have been applied to a total nOn-Federal'ADA of 980.

the.number of students to be absorbed (i.e ., .03(980)=
.29.4) would have been greater than the adjusted Federal child'

A'
count of 20, no' Impact Aid paymenis-would

have been made to the
aistribt.

Although it may not be readily apparent, this'reform

iiision will also result i considerable uogram rationalization
and admListrative simpli,fication. In particular, absorption
Of this`form eliminates the need for a tier system 'to prorate''

entitlements. By reducing total program costs and
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transfo 'ing all Federal 'students into essentially equivalent units

of burden, this absorption permits the Federal government to

pay the full costs of educating all'non-absorbed Federal stU- 00

dents,1/`In ad 'tion, if the absqrption pereentage were set
equal to or greate than the present eligibility. thresholds,

then the latter could be dispensed with entirely (i.e., alSsorp-
,

tion would replace or substitute for the present eligibility
ni

criteria).±/ Establishing a single eligibility/absorption
threshold would have,the added advantage of treating eligible

and ineligible districts on a more equitable basis, because

ineligible districts would no longer have to absorb the costs
of educating a percentage of non-Federal children which is

greater than that absorbed by eligible districts.

If one accepts the argument that Impact Aid payments should
be more heavily targeted on high impact/high burden districts
than on districts that are lightly impacted and can affotd to .41

pay their own way, thenathese results are reasonable and progres-
sive. In effect,

the'absorption.reform,should.accomplish a
' significant amount of fUnd redistribution. On the one hand,

it should eliminate-payment's
for alr children in th4 most

.d4

V

This is only equitable. If schOol districts areto pay full costs for a share of their Federallychildren, the Federal government should pay fullments for non-absorbed F4deral students.
The 10-child minimum would be retained, however,deminimus payments.

141
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lightly impacted local education agbncies and for some children

in all but the most heaciily. impacted ones.',On the other hand,

because final payments to non-absorbed children are made at

full LCR (rather than at some prorated amount specified by t e

I

tier system), many heavily and moderately impacted districts
.

should receive more aid than they wpuld without absorption.

That is, this abso6tion should' eliminate paiments for lightly

impacted districts and partially rechannel these savings to

d &stricts that are more heavily impacted and in greater heed

of Federal support.
('`

Three variants of this "burden-based" absorption reform option

have been examined. These variants differ only in the level -,...,

(

of absorption each specifies. ,The first opion sets absorptions..

equal to 3 percent,' while the second and third variants require)--_,.
,.

respectively 4 and 5 percent absorptions. These levels were

4selected because they provide a range of options for reducing

or eliminating payments to lightly impacted districts whose

peraktages of Federally connected children are below or slightly

above national average Federal impact:. Essentially, all of

these absorptions seek to, establish the princlple that the

Federal government's responsibility "extends only to those dis-

tricts with an above average°Federal impact and for districts

that have such an impact,...only to the costs of educating the

students above that average." 1/

1/. 'Battelle Memorial Institute, School Assistance for Federally
Affected Areas, '1969, p. 117
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The 3 percent absorption was chosen because this:was-approxi-

mately the national average Federal impact that 'was calculated

lasing Impact Aid program child counts.- The 4 percent variant

is an upward adjustment introduced because our data have not-,

permitked.us to calculate average impact using Federally connected

studentsAn non-Impact Aid-eligible\ districts. Finally, 5 per-

cent was'selected. as the maximum absorption likely to improve

the program's ability to target funds'on heavily impacted dis-

tricts . A higher.absorption'idould probably' result `in unaccep-

tably large, losses for moderate and high impact districts.

Effects of Absorption Reform

0

a

The discussion' thus far'has focused on the cOncelitual justi-,
. .

Dication and, design of each of the absorption reforms without

On an' overall national basis, the student count 'situation is
approximatel4as follows:

3() Students weighted
3(b) Students (weighted)
Section 6 Students (weighted)

Total Federally. Connected Students 1,337,442
Total.Studenfs '(Approximate) 45,609,000

IA-rdent of Non7,Federal
Percent Federal of Total

364,946
930,496
42,000

3.02
2.93

Number of SAFA chil'dren based on
adjusted by entitlement weights.
from The Condition of Edudation,

. fOr Education Statistics, p. 30

/ 7/
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11W
examining 'whether any of these options actually results in s

:

-

more equitable distribution of Impact Aid funds-. This tectiOn

takes the analysis one step further by reviewing what happT

to the distribution of program dollars,when each of the refgrm

. options is. implemented.

Table 17 provides a summary of the funding changes which

would result from the four absoiptfOn reforms. The tableshows

FY 1976 Tier 2 "A" and "B" full reform payments for districts

classified by degee of impact, metropolitan status, and prop-,

erty wealth, as well as ..1.1e percentage changes in thes ounts

that would result from each of the

options.

As can be seen; -the first absorption reform, which removes

the limitatiOns from the current provision, reduces total"funding

absorption reform

by about 20 percent and eliminates 455 districts from-the program.

These changes\are as large as they are primarily because X.he,

absorption percentage for the option is approximatelyt4.7 percent.

This is more than double the current percentage and results
0

'from including all SAFA districts in the computation of average,

"B" impact and removing the 4 percent maximum limit on this

,calculation.

Savings and this option are the result of reduded. payments

.

for all classifi ations.of districts, although thelargest reduc-
,

tions are incurred by districts in the lightest impact categories,'

particularly those in the groupingwith less than ,5 percent

Federally connected children. This lowest impact category suffers
rt
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TABLE 17; Changes in FL11 Reform Tier 2 A + B Payments Resulting from Alternative Absorption Reform Option

.

District Characteristics

a 4

-

FY 76 Full...Reform t

(Through Tier 2)
I,

changes Incurred By Imposing Reforms
Current Absorp.With
Limitationo Removed

(Through Tier 2)

No Tier. Absorption Based on Federal Burden:
. ---.....1I.

1

3 Percent 4 Percent 5 Percent

4 of

Districts
(1)

A 4 8 I Number of
Payments Districts
(S in 0000) Eliminated,I

(2) (3)

% Change
in A t B
Payments

(4)

Number of .

Districts
Eliminated

(5)

1 Change
in A + B
Payments

(6)

Number of
Districts

Eliminated
(7) "

% Change
in A + B
Payments

(81e'

Number of 1 Change
Districts in A + 8
Eliminated Payments

(9) (10)
. .

ALL RAFA DISTRICTS
.. ..

Percent SAFA Pupils (Unweighted)

0

-

3,876

99'

. 108

006

480

565

1,245

973-

252

1,045

1,938

641

.

.
898

7 4'9

696

673

$ 51/733

J

$ 75.73

51.47

132.95

°C' 95.26

79.28

49:26

28.35

fa

$ 141.13

' 167.99

183.23

19.97

163.62

% 106.56

73.74

83,90

455

I --

--

--
f
--

--

--

455

12

170

257

22
,

99

110

111

97

.

a ,

.
.

- 20.26

-1.21

-..,3.20

- 8.72

-'li:'32

- 31.76
P

- 48.50.

- 83.63

.

- 3064

- 22.18

- 11.5:

iho.65 .

- 13.40

- 24.60

- 27.32

- 34.45

1,953

0

3

17

43

97

829

'964

12

83

956

309

403

407

1389

370

*

%

,,

+6.23

+1.97

+12.64

+27.45

+29.55

+22.11

-61.15'

-99.24

Iv
+19.40

- 0.28

+3.31 ,

- 5.30 !

,

1

:
s

+8.90

+*3.91 1

- 3.20 ,:

r

+13.33

`Vt.."'

, to
2,316

0

3

19
11

56

154

1,113

971

-..,.... 139

7041

1,135

338

477

378

494

435

'

4

'

- 7.48

+1.74

' +11.19

+21.37

+13.53

- 18.50

- 88.78

'- 99.94

,

- 7.22

- 11.25

- 3.93

- 10.16

+
't

+1.?2

- 12.90 ,

- 18.04

- 16.38

.

.

r

,

:

,

2,530 - 18.9E

.

Op +1.52

3 +9.74

19 +15.3d

58 - 2.48

267 - 57.00
.

1,194 - 97.17

973 -100.00
t

-

161 - 30.54

759 - 19.95
-

4
1,248 - 9.68 ,

3621 - 14.52

-

529 ' - 5.00

550 b - 2404
40,',

;505P4/'- 29.15

. 475', '- 42.79
.

75 - 100
.

50 - 74 .

25 - 49

15 - 24

10 - 14

5 - 19

Less Than 5
.

Metropolitan Status 3-

.Central City ,

Suburban
.

Non-Metropolitan

Unclassified a/
A

Property Per Pupil b/

Lowest Quartile
1

2nd Quartile '

3rd Quartile

Highest Quaitile

a/ These districts could not be classified by metropolitan status. However, most are small and thus like to be non-metropolitanlp charactet:b/ Districts are classified on the b is of within-State rankings. +

SOURCE; 1976 SAFA Program Data Matched th 1970 Census (Aet?bpolitan
Status) and 1974-1975 Equalized Property

Value Data (Property Per Pupil)
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reduce in payments ofeabopt 85 percent, including lobses

of 100 percent in 455 districts..
-.3

121.:

Since low impact,districts frequently are metropolitan in
.

.

character and are oftep in the top two quartiles of property"

wealth, large reductions for districts in these classifications'

are observed as well. 'The smaller losses in thehigh impact

categories probably-are the result of the low concentrations

of "8" children in these districts .

The-fir orption,option is 'an improvement over the
to

current provision and,has several features which may make

it attractive as'a reforA strategy. It-achieves significant

cost savings by spreading payment reduCtions across

yirtually all districtS. Jig-addition it is progressive,

in that the largest reductions occur in the least burdened
-

dist ricts . Finally, since only a relativelir few districts

would have their payments eliminated completely,:the

reform has a certain amount of,politicaa appeal.- ".

On the other hand, this option can be criticized for nott,
, 4

4dequate4 ad* sting for iederal burden. Low impact districtS

with small umbers df."A" children could easily absorb, the costs
)"of...educating these children. In addition, under this option,'

most participating districts would continue to be in the. two

lowest impact categories and would also continue to receive

their funds in relal,vely small per pupil amounts.

The 3, 4, and 5 percent burden-based absorptions are sig-
-

nifiaantly different from the first absorption option, partic-.

ularly'with respect to treay they affect partLpation
p
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and payments for districts in the. most heavily and \lightly

burdened categories.

Table 17 shows that while the fir? absorption roll.° t elim-,

mates all paymentg Tor 455.districts, the numbe'y for.whi

payments are el,iminated completely under the burden -based

absorptions ranges from 1,953,(about 50 percent of all districts)'

under the 3 percent option to 2,530 (about 65 percent of all,

districts) under the 5 percent reform. Few of the districts

eliminated by any of the, burden-based absorptions come from

the three most heavily impacted categories. Indeed, as may

be seen, most of these districts are lightly impacted, with

Federal enrollments of leSs than'10 percent. This result was
f4kto be expected. After' all, a principal goal of these three

reform options is to eliminate or reduce funding for, districts

which are not significantly .burden_ed by Federal. activities.

Although similar to each other in terms of their effect
Ion district participation, the burden-based absorptionts differ .

in their impacts on total program costs. Thus, whileYedUZ:ti.ons
.,under the 4 and 5 perceht absorptiOns aw°, respectively, 7.5

and 19 percent,-the 3 percent,absorption actually increase's

total program costs by over 6 percent.

These fundilig effects are the result of two separate

absorption design features. On the one hand, reduction's in aid
'0

to districts occur because payments are made for fewer Federally
A

(#connected children (those not absorbed). -1:or-example, in the

two lowest impact categories many districts noslonger receive

148
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payments because the number of Federal children for whom costs_

are to be absorbed approximates
and sometimes equals their total

number of Federal children.

denOn ther hand, increases under absorption are the result
.

.

,. of makipg payments for the remaining Federal children at full

entitlement, rather than at Tier 2 'levels. For districts in the

three most heavily impacted categories, where fewer children

are absorbed, the funding increases from eliminating the tier

system outweigh the savings from absorption. Increases are

smallest for districts in the highest impact category foecause

many of. these districts' already receive lull compensation for
; 4

Vi
their "A" children under the current law's prosion, which
sets Tier 2 payments for "A" children equal to entitlements
in districts where, these Students constitute at, least 25'percent

of totenrollment
r

Although all three burden-based reform options in ease pay-
ment to distriCts in the heavy impact

.

categories and stantially
reduce r eliminate payments in the lowest impact categories,

they di,f er in their-,efpects on payments to moderately impacted
A e

districts (i.e., those with Federal enrollments of betwefn 10 and..

24 percent).

The 3 percent absorption9increa'ses payments to districts
>

which are moderately-impacted primarily because these districts,

contain many pdblic housing and "B" category children -- children

for whom full entitlements are-substantAll reater than Tier 2

payments. 'it would appear that, in these moderately impacted.

r__ 14u, IP
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districts, the 3 percent absorption does not reduce the ppmber

J

of children for whom payments are made enough to offset.the:
.

effects of paying full entitleMent for all reMaining children.

Thus, large increases in payments result for districts in ,these
>- / .

two impact-categories. Similarly, when districts'are plassifired.

, by metropolitan status, cities -7 which contain the majority dt

public housing children -- gain over 19 percent in Impact Aid

funds, Sinde cities tend to rank in the highest property wealth'

quartile, it is-not surpri§±11, tb find that payments -to these

wealthy districts increaseby about 13- percent.--li

lh contrast to the increases resulting from 'the 3 percent

absorption, the 4 percent absorption would reducepayments to

the 140-14 percent impact category and increase payments.LK the
sK

,15 -24 pertent group. Under the 5. percent absorption, both

categories-would experience redactions. Apparently, these higher

absbrotionrates more than offset the effects of paying EK1I.
"G

entitlements to districts in these categories, with the result

that alei.r payments are redUCed as the absorption percente is,/
`increased. Not surpri n'and high 'weaith quantiie (U'

tricts experience payment'reductiOns tinder` the 4,and 5 -1,-

/,percent options.

° 1/ When a 3' percent absorption is combined with the elimaaticA
of.entitlements for public housing and "B" out-of-country
children, the effects are similar to those-of the 5 percent
absorption option. Total program.costs'i4odld be. reduced by
22 perpent;.the moderately impacted categories would lose
from,16 to--67 percent of their payments; city jdistricts
would experience.a 51 per4nt reductivin;, and payments to
top quartile districts, would decreaseThy 69 percent:

411,
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Altholigh all of the absorption reforms examined achieve

some measure of success in reducing payments to lightly .

burdened districts, the burden-based reforms are the most
.

successful at rechanneling these funds to districts which are

heavily impacted. By eliminating the need for a tier system

and separat*A7bility revirements, they `also achieve a
.4'irrA%

considerable measure of program simplification and, equity.

Requiring that all districtt absorb the costs of educating an

equivalent percentage of their non- Federal children solves'the

problem that under the present program Impact Aid districts

are paid for all of their Federal students (even those below

the eligibility threshold), while non-impact Aid districts

receive nothing. Assuming full' local costs for.all nen-

absorbed Federal students, rather than only a portion of these_

as determined bx the: tier system, reaftir.ms the Federal

government's commitment to pay a fair share, of the burden it.,

created.

As a practical matter, however, the burdened based absorp-
.

tions do have one major dtawback. Specifically, their benefits -
are achieved by eliminating many districts from the program,

'Something-the first optiod does not do: Indeed, in this respect,

the first option is the,most acceptable reform examined, even

though it'has few of the',44ministrative and equity propertiep

which recommend the thee burden-based,reforms. If saving

districts is a major selection criterion, then retaining the

'current absorption without its restrictions is the most viable

reform option 40k have examined.
.

4"
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- *4
154'



A

126.

Modifications. to Improve Coordination
with State Equalization Efforts

Previous sections have identified several ways in _Which

the Impact Aid program may interfere with State efforts to equal-
,

ize school finance. In a few States the net effectiouf-ht. eru-

gram actually is disequalizing -- 95th to 5th percentile. dis-

parities after SAFA payments are larger. In these cases, the

cost forthe State achievinga given degree of equalization

is increased'corfespondingly, which means that Federal and State,

dollars are pulling in opposite directions. In other States the

program has an equalizing effect, but this effect is so modest

that is isalmost imperceptjble. This is bec4vse almost as many

funds are distributed to high revenue distrilks as are distrib-
"'...41%r

uted to low revenue districts. Finally, the program effectively

interferes with equalization efforts by barting all but a few

States from offsetting 5AFA payments to high wealth districts.

In this section we will concentrate on reform options

designed to moderate the prohibition against State offsetting

under conditiong: that contribute to further equalization ( ee

Figure 4 for an overview of these options). elearly, olution

fto this general problem will, provide relief in those ew States
. .

where Impact Aid presen4ly is disequalizing and wi serve to

advance further the cause of equalization in of States.

5
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Option

'Figure 4: Equalization-Related ions

Features dvanta es Disadvanta7
,

Option.lt
'

Permits offsetting in
proportion to how closely
the State approximates
Federal equalization
standards -

-..

.

o

.

.

-

Recognizes differences
of degree among States
below the present
equalization threshold

.

.

o
-

o

Federal standards are
Open to criticism

.

May be regressive

with respect to low.
wealth districts

.

EXTEN
b T .

X PTION
-OVISION

.

.

Option 2:

.

.

Permits offsetting in
proportion to the portion
of each district's, local

revenues that, is equalized
under the State's'program

.

o

o

.

Dispenses with
Federally prescribed
standards

-,

Fully consistent
with State equaliza-
tion efforts

.o

o

Extent of offsetting
not limited by

..-

degree of overall
equalization

Low-wealth districts
could lose in States
with inadequate plans

t.

,-,ELIMINATE
. FEDERAL

EQUALIZATION
TESTS

,

Option 3:

,
,

/.

Maximum offset rateis based
on the equalized portion of
localrevenues and gpplies
to districts at.125 percent
or more of average wealth,
with proportionate reduc-
tions'for districts in the
range 101 to 124 percent

.

o

.

..0

Provides a graduated
approach based both on
district wealth and
overall levels of

4

equalization in each
State

.

Limits offset to
high-wealth districts

.

o
.

..

Prevents equal treat-
ment of low-wealth
districts in highly
equalized States

,

.

.

- PERMIT

OFFSETTING
FOR HIGH
WEALTH
DISTRICTS
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02tion_1:,_ Exten'sion_of,.the_Current
Exception Provision

. .4

The first option to be examined would extend the currentf...

128.

exception provisioh to allow States.which.have achieved signif-

icant equalization but do not meet the strict qualifying tests,
.

° to offset a.portion of Impact Aid payments. Under'thistreform,

the amount of Impact Aid which a-State ccUld substitute for itr

own equalization aid would depend on the /

extent to which the
.-

.

State has equalized expenditures." Stat s which attain or sur-
f

pass current Federal equalization stan ards would cont4nue to

iMplement the present provisions for ounting Impact Aid as

-local revenues. A State falling outside the Federal standard
.

would count a lesser portion of its Impact Aid payments corres- .

ponding to the degree of the States departure from the Federal

standard.'

For instance, under this option a State with a disparity

0i0,0'ratio within the current 25 percent limit would still be eligible,

for the-'maximum offset. Proportional,reductions from the maximum
g

.

offset would occur for States. with disparity ratios between
.

25

and 50 percent. A State with.a ratio that was greater than 50,.0
..,,

...

,

percent, or double the present limit, would still be ineligible

.to count Impact Aid. Based on current information about within- go,
...:

State disparities, this graduated cutoff provision would extend
e

eligibility to nine States that otherwise would ,not be eligible.

'
<
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This option responds to the criticism that the current tests

. are too restrictive and do not recognize the efforts of states

which have achieved a substantial: degree of'eqUalization, but

still fall outside the cutoffs established by current Federal

criteria. tinder the present lacr, States which nearly meet the

critegeria (e.g., a State where spending disparities apong.the_

5th and 95th percentilesare 30 percent', rather than 25 percent

needed to qualify) are treated the same as those which have not

.made any attempt to equalize, and may have disparities of as

much as 200 percent betw411 een high and-low\resource districts.

This option, however, provides an imperfect solution. It

would require continued reliance on Federal standards to determine

the degree of equalization achieved by'the*State.' These start-.

dards have been criticized on the ground that they are based on

questionable assumptions as to the propel' goals and methods forA
achieving equalization. ,Curredtly, there is little consensus
as to what are the most appropriate goals and methods. Conse-

quently, some view Federal standards as a firtt step toward

dictating how the states should equalize.

Perhaps the strongest criticism of-this option is that it

4fails to protect the interests of resourcepoor districts within
. States which have inadequate equalization plans. Reductions in

State ,aid for even a portion of the Impact Aid ptyments to low

resource districts would reduce revenues where they already

are'..at critically low levels.

-r.
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Option 2: Elimidation of the Federal
.Equalization Tests

r.

130.

Option 2 would entirely eliminate the Federal tests ,for

determining whether a State's-program is *sufficiently equalized

to*elualify for the exception and be permitted to count Impact

`Aid as local- revenues. All States with an equalization plan

.(i.e., currently all but one, State) would be permitted to count,
. .

Impact Aid as local revenue. This option would retain the pro-\

viso that limits the share of, Impact Aid which S State can count

to the proportion'of locally raised revenues covered under the

State equalization plan. Under this option the Federal govern-
°

'ment would no longer set standards for State equalization pro-

grams, a_ process which has proved'to be veq..difficult-and con-

troversial.

This app-Aach is intended to assure thatImpact Aid dis-

tricts are treated in the same manner as non,Impact Aid districts

under the State's equalizing plan. Permitting the State to

count Impact Aid payments in the same proportion as it counts

local revenues under the State plan provides 4k approximation

of the way revenues would have been treated if the local district

had been able to tax Federal property. In effect, this option

would permit a State to redirect its resources away froMo,high

wealth districts) thereby improving equalization.
. 4

0 States which have enacted extensive equalization plans

covering"the largeSt portion of locally raised revenues would be

156
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able to substitute the greateSt fraction of Impact Aid for

State Aid. To the extent that highly equalized States would

benefit most under this option, it could be veiwed as dnd4uraging

States to equalize.

Although it would reduce interference of Impact Aid pay-

ments with State efforts to equalize, this pption can be criti-

cized on several grounds. In particular, although both Impact

and non-Impact Aid districts might be treated equally under

the State plan, this similar treatment could be disequalizing

in States with weak programs.

As in the case of Option 1, a.disequalizing effect would
9

result from taking away Ifipact Aid payments to low resource dis-

tricts/which are inadequately served under the State plan.

Unlike Option 1, the State offset is not direqtly diminished

( for departures from:equalization. As the data provided in

Table 11 (page 60) indicate, ap0.oximately 53 percent of Impact

Aid districts lank in the lowest two quartiles in terms of

reve es per pupil. These distribts receive about 61 percent

of a 1 Impact Aid funds: In such districts, the Federal payments,

if offset by reduced State aid, would tail,tb provide either
,/

adequate compensation for burden or improved equalization.,

Critics of this option will also question whether treatment

of Impact Aid payments under the State plan would be equivalent

to the treatment of revenues that a district would have raised'

M.
if the Federal property were taxable. As our.evaluation of the

157
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program demonstrates, Federal Impact Aid payments may not be

a geed indicator of what local revenue-raising ability would be

o it Federal property were taxable, or what it would have been. 4

in the absence ,of the localFederal activities. In addition,

even if a district raised the additional revenues as opposed

to receiving Impaot,Aid, it does not follow necessarily that

State payments would be reduced. For instance, States May

guarantee a minimum level of aidto all districts. Thus in

high wealth, districts receiving the minimum level Of State aid,

additional local revenues would not result in reduced State aid.

Option 3: Wealth-Related Option

This third equalization optiorrdirectly addresses the problem
6

of Impact Aid' payments which increase the resources Of already

wealthy districts. The current qualifying tests would be replaced
r

by a measure that*ermits a State to offset Impact Aid at the

maximum rate (i.e., .the proportion of total local revenues covered

under each State's plan} far, all districts 25 percent or more.0,

above average wealth in the State. Proportional reductions in

the maximum allowable offset rate would be made for districts

with wealth advantages in the range.of 1 to 24 percent over the

State average. Thus, for a district whose wealth is 10 percent 1.

above the average and where 75 percent of all its local revenues
*

are equalized, the allowable State offset would amount to 30

percent of the district's SAFA payment-ji.e.,.10,t25thi gf 75

158
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percent). States would not be able to count any Impact Aid

as.local revenues in districts of belOW average wealth."

Over,1,000 Impact Aid'districts (about one-third of all

Impact Aid districts) are above their State's average wealth

and would be included under thie option.. More than 600 ate over

isthe 25 percent advantage level where maximum offset is per-

missible. If State finance systems were'fully equalized then ,

the total $AFA dollarS that wouq.ld be at risk in districts of

above average welthyould amount to about $90 million.

Under this option, the wealth measure in the State equalize-
.

ranked
45

tioi plan wouldbe used to determine how each district
.,

relative to others in the State. Although there is no uniformly
,,,:

.

applied measure of wealth (e.. , income or property valuatdg pp
/

/

, -. -,,
,-

?,,,/:.

are tAD common measures)', nearly all States 'have implemented
4, L. .:

:','

y ,

some system for measuring the fiscal capaitieg of their districts.
, .

Since this
>

option is concerned with the wealth of IMPlact Aid dis-

tricto relativeo othelisdiStricts in their respective States,
.

(').
,,,

reliance on the'State's ownemeasurewould be a reasonable solu-
',,f

.

ti4to t,he prOblem of.rariking districts based on their wealth,

short of iMposing.a4hiform Federal,lefinition .
...;;, . - .

,
.

The threshold of4125 percent of State average weallth was
,

.:. _ ,e
..

.;.;
..;

Selected;,in order to assure that redtittionsa_,, State aid Will not

impair the district'slity to' finance education; Al'theugh it
z.,

is tot -possible, to identify 0,ecisely A- point aboveiliich it is ,

certain that ever district woule at a fiscal advantage in fi
-0 #

e '

nancing its eduipationcosts, it does_not seeal,unreasonAla to

\

x.59 ,f4
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assume that.districts_which.re 125 percent of State average

wealth have such an advantage. Ttie 125 percent threshold, as

opposed to a threshold-6et_at the State average, allows dis

triCt's an extra margin above-the State average for diffeiltkng

pupil needsand greater edbvational service costs. Proportional

reductions for districts between 100 and 125 percent of the

Stte,average wealth protect against excessive losses of State
4

aid o districts closest to'the State average. The sliding,,

scale also avoids the inequity of substantially different treat-

meht for.diSt-r--icts which are very close to,,he 125 percent

threshold:

. On balance, Option 3 succeeds in meeting most bf the objec-
,

-tions that can be directed against the first two options: low-,

wealth districts are fully protected', States &re permitted to

-apply their own measures of wealthand,rates of offs tting
'k

are scaled to both State equalization' and relative dis rict

wealth. On the other hand, this option can be criticized as
.

potentially disruptive of State school finance hform efforts.\

In particUr, by preventing highly equalized States from -reduCing

State Aid to offset Federal payments the.option can upset state

efforts to reduce-inter-district revenue disparities. In efLect,

it causes total revenues in low-wealth Impact Aid districts to
ta.

be much higher than thosd in low- wealth
,

non - Impact Aid districts.`,

That is this provision can create new cdisparities 0 its ohn.

160
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..Given the variation among the States'in the methods , and.
if.

4 goals of school financelequalization, as well 1.is in' the, extent,z'

to which eqakitation ha; been achieved, fashioning a Federal'

policy regardlthe-relationship bf Impact Aid to State efforts

to equ.ilize is a compricated task. The currency provision, which

eo'resolve some of the problems ,---, if only in a few

highly equalged'States represents,an improvement' over the

absoi4te prohibition againstStates taking, Impact Aid into

Idcount when distributirig their'State aid. However, for'' the

vast jta,jority'of States, many 'of which currently are trying to
Aic

improve t.45 ability-of-,,their aid programs to equalize educational

expenditures, f ct Aid can interfere with State obTectiyes -.0"
.

.. tl.
.If thgobjective,bf_refprm is-to ensure that,t'ne impact Aid

.

.program remains neutral with resPect4o State equalizatibn efforts,-> -- , -..
i'4,..,

, ,the second option, which would eliminate the strict qualifying. 4
.,.

4,e'
,

-- ..,ktests and permit virtuallyfall St4tes%0 count 4mRact Aid aynlents,
.:4 ',

5

f
goeNhe f4frthest of theto,three options toward achieving at

,

goal. ,.To a lesser ''etent the fiat option also i\Odirectd toward
. .

coordinating Impact Aid with the State plan for distrib.,tinq

its aid. However, if-one is most concerned with assuring. that
..,.%

.

Impact Aid has the effect of increasing4equaliiationf
the .tiapird

.
.

option, which considers the wealth bf I pact Id districts, would

be preferable. Finally, Options i and 3 might be considei-ed as

161.
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a package. This combination permits the maX4im'Fedeal coor-.
. ;

dimation in highly equalized States and improves eqUalization

frith respect to high wealth'districts.in all States.
,

By almost any aggregate measure, equ-aizaeionVepto.d reforms

'4,6111

,of' Impact Aid provisi.onp ran exert onlY-a modest infldinre on
. * . .

State finance- Nationally, 'SAM payments amount to less than

2 perc. ent of all current expentlitures
, for public e lementary

and secondary education. Thus; the importance attached to r

posals of the type just considered is 1prgely based on p?in-

ciples of equity and policy concerps in the areas of Fedor t1/1'

State/local, cooperation. At he distridt level, s pecific refnrms,

options can have a substantial effect.for certain high impact ,

di'stricts.' At State and Federal jevels,'the fact that program

dollars may be pulling in opposite directions must be' a matter

of policy concern, irres15ective of the absolute magnitude of",

the amounts involved. For bo,th of these reasons, equalization -.

related reforms are d crying of serious consideration.
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IV. COMPREHENSIVE OPTIONS,

`The preceding section examined the independent effectS on

funding and district participaCion_of several solutions to

problems presently besetting the Impact Aid program... This con-
,

e

cluding section essentially repeats that analysis for different

combinations' o f.these options. The cpmbinations we examine!"
illustra e what 'happens when a number of current program pro-

visions ar- modified simultaneously to adikress the major issues

raised throu

design several

,direct ion of improving the

oitt the report. In effect, we have 'sought to

ehensive reform packages which move in the

ogram's ability to equitably com-

peniolle districts for.genuine Federal burden.

-SiX design, principles have guided our selections. TheSe .

principles, or reform goals, generallydescribe our-poin't of

t.
view' concerning the Federal role in Ithpact Kid and may be stated-

as follows: ***

(1) The Federak responsibility should extend only' to '

students who represent a genuine Federal burden on
the district.

(2) Methods used to calculate payment rates should be as
objective a$ POssible to minimize the likelihoodof

rollabuse. Procedure ich yield unbiased approxima-
tions of what'sloc 1 education expenditures or revenues
would have been in the absence_of Federal imph.etare
to be preferred over others.'

-1,.

(3) Heavily impacted districts have a more valid, higher
priority claim on scarce Federal resources tHan
lightly impacted districts.,

1.4) IMpct Aid payments should not interfere with State
equalization programs.

-,
-\(5) Program operations should be rationalized and simpn-f.M.

' .. ,

(6) Insofar as they occur, fund-reductions from reform'
_ should be progressive in terms'of district burden._

163 .
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As will become clear, teach of the reforms presented here

emphasizes some principles more than others, and none is optimal
S

from all standpoints- Any final selection from amc.mg these o

options must therefore depend:upon the importance each reader.

places on these different goaland his judgment regarding each
. 4

proposal's ability to attain them. -For the most part, our in-
\

tention has been to demonstrate that major problemban be

addressed-in a variety of ways, not to present g set of defini-_

-----t-ive7pro,gf-am___eform. In effect, becaLse they differ interms

- of the number of districts they eliminate, their cost implica- p

tions, and the extent to which they depart from current prac-,

,

tices, these*triree options illustratep range of plausible

strategies for addressing,the'principles and refoaft goals we

have described.
11'

An Overvie of the Options

Figureo5 summarizes the three reform options to be con-

sidered here in terms of the elements each uses ddress the

six goals or pqnciples we have defined. As will b noted,.

Option 1 is a welatively conservative reform, in th at it is

comprised ofelements which generally represent'modest ae artureS

from current_p;Ogram provisi ons. Thus, whil
,

eli minate§ pay.ments for low burcyn.out-o .count children,
,

it continueslio compensate districts' fir public ho sing students

who a--uably are not even Federally c nnected.
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Comprehen-
sive Reform

Option/

Reform,Goal 2:

Children for
Nhost Payments

Are Made -

FIGURE 5

DESCRIPTION. OF
Reform Goal 2:

Overview is Comprehensive

REFORM
Reform Goal 3:

Districts for
Whom Payments

Are Made

ELEME PE
Refo Goal 4:

,Coordination With
StateEqualitation

Programs

Reform Proposals.

SIGNED TO ADDRESS:
Reform Goal 5:

Administrative
Simplification

Reform Coal: 6
sl

Progr4 ve Cost 1

Reductions

Remarks

,

1

Eliminate Pay=
ments for out -

of- County "B"

category
children.

, ,/

"Clean Up" compar-
able district
method 6, restrict

use.to heavily

impacteefeistricts.
All other distribts
use greater of 1/2
U.S. or State avg.
expendit s per
pupil.

Retaix current
absorption
provision,without
limitations...

IMplement wealth-
related equalization4
provision.

rz

_None Reductions are
progressive on
percent Federal
students 6 wealth
but cities lose
about 38% of
their funds.

Most modest departure from
ptesent program. Achieves
reasonable cog* savings with-
out eliminating massive
numbers of didtricts. However,
reform will net go far enough'
for. critics. LCR reform is

espetially weak element of
this prOTosal:10ption achieves
no administrative simplifi-
cations. '

2-

Eliminate
ments for
of-county
children.

Eliminate
ments for
public housing
childreh.

Pay-
out-
"B"

pay-

"Clean Up" compar-
able district
method 6 restrict
use to heavily '

impacted distracts.
All othet'distridis
use 1/2 thesi St's.
average expendi-
tures per pupil.

Implement 3% No
tier burden-
based absorp-
tion,

i.e., absorp-
tion at national
average. '

Implement wealth+
related equalization
provision

Eliminates
tier systei

Reductions are
progressive on'
percent Federal
students 6 wealth,
but cities lose
over half their r

funds.

Intermediate levervform
which achieves moderate
savings. Reform eliminates
payments for both major
categories of low burden-
mhildten, while burden-bas
absorption,gduces Or
eliminates yments for many
light-moderate impact
districts. Heavily acted
districts are rela vely
untouched by ref . LCR
reform Improves ver Optien 1,
but still rem ts.in imperfect
rates.AdminAtrative simplif-
icationte Its ,froM elimin-
ation of ier system.Reform
may Ice harsh for some, as
it el natee over 2,400
dist cts.

3

Eliminates pay-
ments for out -

of -county "Fe
children.

Eliminates Pay-
ments for
public housing
children.

I.

Eliminate copper-
able district.

method entirely:
e

Calculate LCR
bated on State's

locally-derived
expenditures per
pupil or 1/2
State average
expenditures per
pupil, whichever
is greater.

Implement 5% No
Tierburden-
based absorp-
*tion.

Implement weaith-
related equalization
provision *

rtr

Eliminate

tier system
& comparable
district.
method:

Disregarding
effect of option
On one district,
reductioni are
progresSIve on
perceneFedera
childrin. and
wealth but ¢sties
tOsi,almo 70%
of their funds.,,

s

ts

i v A
jot reform which athieves

/7arge savings. Eliminatespayments for both major

'children
of low burden

'children and 5 percent

absorption. Eliminates all
payments to districts in
lowest impact category.

Disitgarding affect on gne
district, districts in top
2 categories of impact lose
lees Or gain compared with
Option 2. LCR reform is
strongest of all

examined. Significant admin-
istrative simplification
results from eliminating

comparable district method
and tier system. Reform too
harsh for many and probably
most controversial.

'4`

166



O

140.

although Option 1 restricts use of the comparable district

.method to heavily impacted LEA's, it retains the current

national aVerage method, a locedure.that is subject to sortie

of the same problems which beset the comperable district method

and one that yields equally poor approximations of the local..

Federal bgrden.
°

Although Option, 1 accords heavily.impected districts

higher prioritl/then lightly and moderately impacted ones, it

410 does so by retaining the current Rrogram's absor pro-
.

vision without its present limitat,ions. While eliminating '

these restrictions is'an improvement, the resulting arrangethent

.still constitutes an unsatisfactory way to adjust for differen-
:,

tral Federal burden. For example, lightly. impacted districts

whose Federal enrollments are comprised entirely"of "A" children

will not have to'absorb costs for any of these students,.

. because the current adsorption isetaken only against %."B" children.
,

On the other hand, similar_ districts which just 1?tarely fail to

meet the,program's eligibility requirements will continue to

assume the full costs'1of educating all of their children.

Like the two remaining options, Option 1 specifies imple-

mentation of a new weafth;telated equalizakiOn forovi'sion similar
F,

to the one-deScribedin Section III.. Alphough data limitations.

prevent us from-determining the net effects of this.provision

on total district revenues, we have included(it in all of the

reform packagft to emphasize our concern that Federal programs

a
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be better'co9,rdinated with State finance reform efforts. This

provision represent the one major deParture from current prac-

tice that may be found in'Option 1.

Compared with Option .1, Options 2 andrepresent more

drastic departures from the present program. Option 2 is an

intermediate level reform.' Like the first option, it includes

a wealth-related equalization provision and eliminates payments

for out-of-county "B" children. In addition, however, the "*.c

option. accords low burden districts and children less impor-

tance than Option 1. It does this by eliminating paymentt for,,

public housing children and by implementing a 3 percent burden-
.

o
9

based absorption. which 'reduces 'paymentS to districts in the
, I

.

impactmpact category.

Option 2 extends the firgt reform's LCR-ProN;ision by

inating use of theyational average minimum. As We, have

already noted, thp,national average calculation yields as podr

an estimate of,local burden, and is as subject to overpayment,

.as any method used. Although the StatenaveTage-calculation is441

fad- from pertect-Itor reasons we have detailed in earlier sec-:
- _

tions), it does at least conform with what- we know abOut
-ts

.--t- national average State/local expenditure patterns Admittedly,
.

. . .
. ..

jtaking one-half of each State.'sverage per pupil expendituresq.. ..

v : . yields a gross estimate .of district burden. 'However, gross'

,t dtt,imai.es ga, this one is less subje&t to manipulation, t han the
-A.

- ceinparpble dist?ict.method and is to be preferred to tarang one-
c /. N-- . We' p ; .*': half of national non'- Federal expenditures per puOil.,(

)\
4
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Option 3 constitutes the most far-reaching reform examined.

'Building on changes introduced by its predecessors, Option 3

would deal with the issue of Federal/S,tate coordination by
.

%implementing-a wealth-releted egiialization provision. Like

Option 2, it would also prioritize funding by eliminating

payments Cor,low burden out-of-county "B" and public housing

children.

Option 3 differs fr6m its predecessors primarily, in terms

VIP

of the absorption and LCR reforms it specifies. As may be seen,

Option 3-would increase the second reform's 3 percent absorp-

tion and impose a strong 5 percent provision in its placd.

While the general form of these two absorptions is identical,
the 5 perCent provision eliminates...all payme4ts curreritTY

received by districts i the.lowest category of impact,and re-
. .duces payments to othe lightly. and moderately-impacted.Cate-

%
gories, 14 effect,

implements the 'principle that the Federal gOvernment' respon-

is strong absorptipnprov.isi'on fully

sibility*%xtends primarily to districtswhich are most heavily

burdened by Federal activities. As was noted in -a'previous

,section, this provision actually increases payments to districts

14-
in the three highest impact'groupings. This is becadse the 41,-

r.form` of the provision spetifiles that payments for all remaining ).

non- absorbed) children be made at full entitlemen't

irether than at some prorated titer amount.

a 4 ,
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In certain respects Option 3 comes cLoSest of all reforms

to addressing the objectives established for payment rate cal-

culations. As may be seen from Figure 5, the option would

eliminate the comparable distict method entirely and replace

it with a rate based on each State's actual locally derived

expenditures per pupil. Alternatively, districts would be
.4

permitted to calculate their compensation using the preceding

option's rate of one-half State expenditures per pupil.

The advantages-and disadvantages of this calcmlation arrange-

ment have been dealt with earlier. At this point it. seems

'sufficient lionote that paying on the basis of each State's

average local expenditures ields estimates of local Federal
,

. .

burden, that, on .average, ar at least as reasonable as those

generated using present procedures. The reform method has the

added advantage of'being relatively straightforwarg,and free

from manipuLation and abuse.1/
at

v

0 '.

Within-State adjustments -for special distiict circumstances
might improve this reform and make _it-more _acceptable to
high cost districts, especj.ally those which serve the center.
cities. Essentially, 'am improvement of this sort would re-
quire that a suitable substdtuteefor the comparable dis,tric-
anethod be identifie, one that permits rates to. vail based
on within-State j&st of education differences. Unfortunately,
there dsiiittle concensus among expertt about whether or how
such' adjustments should be made for unimpacted districts,
much ress,impactedoones. As a restilt-,.we haye tabled this
issue for future, study. In the end, this problem may be
moot. CenteT citydistricts,are predominately lightly im-
pact:edi With Tederal'enrollments comprised principally of Q
public housing children who are arguably not Federally con-
nected to begin with. Consequently, any reform that aims to
accomplish significant reductions in payments 'for low burden
sttidents and "districts is also likely to eliminate-a di's-
proportionat'e_ number cf cities from the program, teqardless
of:how localconteribution ratds are c culated°.-,

170'
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Thus far our discussion has examined the three reform'

packages primarily in terms of how each addresses the first

four reform goals. As we have seen, all options are comprised

of elements which deal with these objectives, but each differs

in terms of the extent towhich it does soby departing from
?

current practice. Thus,Option 1 is a relatively conservative

package that tries to bring about change by itaying pretty much

within the Confines of the present program, while Options 2 and

3 go beyond the current 'set of arrangements and irctroduce

radically new reform's affecting the types of children and dis-

tricts for whom paymenti are made and the way these payments are

calculated. In addition, it should be nOted,that Options 2and

3 also differ from Option 1 because they bring about signi
. 4

ficant administrative simplification by eliminatitg the tier

system (Options 2 and 3), nd the compatible dis9(ict calculktian

method Option 3).
.

The sixth.goal set for each of these reforms specifies that

they reduce costs in as progressivea manner as possible-with

respectto district burden. Assessing whether they accomplish

this purpose is the topic of the following section, which examines"

each option s effects on fund34and district participation.

-Effects on Funding and pistrict PaxtiCipationl/

Table as shows the impacts on f ing and district partici-

pition of each of the three reform o ions. Ai may be seen, the
1

._. .

. 1/ Baseline comparisons in this section are made against FY
1976 full reform Tier 2 "A" arid "B" payments only.

171.
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TABLE 18: Changes in Full Reform Tier 2 A and B Payments Resulting from` Alternative Comprehensive Reform Options
°',

District Classification

FY 1976 Full Reform

(Through Tier 2)

Changes Incurred By Imposing Reforms:

Comprehensive
Reform 1

Comprehensive
Reform 2 c/

Comprehensive'

Reform.3

Number of
Districts

(1)

A + B

Payments

(2)

Number of m % Change
Districts in A + B
Eliminated Payments

(3) (4)

Number of
Districts

' Eliminated

(5)

% Change
in A + B
Payments

(6)

Number of
Districts

. Eliminated
(7)

% Change
in A + B

Payments
"(8)

.
All/ SAFA Distmicts 3,876 t 512,336.62 1,012 - 27:95 2,412 - 32.48 2,787 - 43.38

Percent SAFA Pupils

75 - 100% 99 $ 15,730.04 1 0.39 1 + 1.37 1 - 25.16 *
50 -. 74% 108 51,476.38 --- - 5.35 , 4 + 0.31 4 + 2.72
25 - '49% 406 132,952.73 6 - 14.86 28 - 5.73 37 -, 8.70
15 - 24% 480 95;268.97 28 - 29.78' 119 - 33.42 165 - 47.85
10 - 14% 565 79,283.78 59 ::. 47.94' 259 - 72.72 406 - 89.29 '

5 - 0 9% 1,245 ° 49,267* '251 - 59.17 1,037 - 85.90 1,201 - 98.02
Less Than 5% - 973 '28,356.78. 667 7 87.66 964 - 99.3'r -.Ammo

Metropolitan Status

.
.

Central City 252 $ 141,130.16 28 - 38.06 175 - 57.44 202 ' - 67.10
Suburban 1,045 167,996.89 - 340 - 34.54 709 30.80 819 - 37.64
Non-Metropolitan 1,938 183,235.95 563 - 15.52 1,197" 16.47 1,388 - ,32.46 *
Unclassified a/ 641 19,973.60 81 - 15.20 331 17.12 ' 378 - - 24.29

Property Per Pupil b/

Lowest Quartile 898 $ 163,926n4 228 - 17.40 501 - 14.32 ', 589 - 17.39
2nd Quartile 799 106,568.39-' 242 - 32.02 ,i., 524 - 34:62' 619 - 45.87
3rd Quarttle 696 7.3,749.29 225 - 43.95 1179 ' .- 47.97 . 555 - 59.18,11

I

Highest Quartile 673 83,902.25 ' 196 - 47.94 478 - 76.42 534 - '81.71

SOURCE: 1x976 SAFA Program Data Matched with 192-6 Census (Metropolitan Satus.) and 1974-1975 Equalized Property Value Data (Equalized
Per Pupil) .

'
* When the one large Alaskan district which dominates this category'is omitted the loss to districts with 75-100 percent impad
j declines from -25.16ito -0.44; the loss to non-metropolitan "distircts declines from -32.46 to -27.11.

° .

a/ These districts would not be classifiled by metropolitan status. However, Most are likely to be'non-metr4olitan in character.
r 4 )0 1

b/ Districts classified based on within State rankings.
-1

c/ Tq simulate this option, LC 's for heavily impacted districts were retained. Even though sane th,m districts are not now using the
comparable district method, e option gives these dis,tricts latitude to use it and thus retain or raise heir curruit compensation levels.
A more conservative methodolo , which was rejected,"would have assigned high impact districts m now using Che coiarable district method
a rate equal to one-half the tate's average non-Federal expenditureS per pupil.

'
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extent to whi;Ch`the options depart from,current practices is

parallelled by thg: degree to which each option changes overall

fundingand participation.. For'examPler Option 1, ccInceptually

146.

the most conservative reform, also rezults ih the'mos4, modest

overall cost and district reduCtions. Had this Option been in

,effect inj11/1976, total Tier ll reform "A" and "B" fundiny
4

a

would have been reduced by about 28 percent, and 1,0124districts

would have been eliminated from the program.

By ,comparison," had Option 3 been operdting, FY 1976 funding

would have' been'reduced by over 43 percent and nearly 2,800

'districts (over-70 percent of all current participants) would.

have been eliminated. Option 2, the intermediate level refprm,

would have resulted in intermediate level funding reductions

(about 32 percent); however, it would have'eliminated 2,142
,-

disticts, almost 4s many as Option 3,4the harshest.reform

examined. That Options 2' and 3 eliminate so may more district,

than Option 1 may be attributed almo.st entirely to the different

types of absorptions they specify. The reasons for. these
-

.differeti nces were noted in Section III and thus come as no surprise.
. ..,

.

All options successfully address the sixth-goal. of'qducing
...

,

costs progressively in terms of district biirden, althbugh4 the ', v,

' 6
heavy losses which result (or districts in the

'A4

highest.itpact
......--

category under Option 3 may give some xeaders pause. These losses
'4

are somewhat misleading, however, as thEy result becadse the LCR

teform element in this option severely reduces paymentS' to the

,

4,4

1.
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one large digtrict that dominates the grouping. Omitting this

one district from the analysis, aggregate losses.to these

heavily impacted districts are less than one-half of 1 percent --

a result which compares favorably with these districts' expe-

riences under Options 1 and 2.

4, Disregarding the effects of reform Option 3 on this one

'district, our results indicate that aggregate dollar losses toIL

districts in the top three categories .of impact are rbwer fora

Options 2 and 3 than lor,Option 1. These resul primarily

reflect the effects of the two forms of.absorption hat have

been employed. By paying full entitlements for b11 non-absoibed

child en, Options 2 and 3 apparently compensate for thefact
.,

that'their absorption components require districts to assume some

costs for botE"A" and "B" categorychildren. Although'ais-

tricts are not required' to absorb "A" children under -Option 1,

payments are lower because they are made at less than futl en-

tit1ement levels. The net eff4t of these differences is that,

in the aggregate, payments to heavily dmpabted districts,t.are.

higher under Options 2 .and 3 than under Option 1.
. .

vThe combined effect of abSorption and eliminatiqp of public

housing payments is the princip.al explanation for the larger

dollar and district losses that occur to moderately and lightly

impacted districts under Options 2 and 3. Although all options

reqce funding to districts in these categories, clearly, Options
.-sf

2,and 3 do a much better job than ppticlon 1 of achieving. the

kindsof reductions and redistributions that most Impact Aid

critics call for.
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The progressive pattern of changes,that is'Observed for

districts classified 4y percent of Federal children is repeated

for districts classified by property wealth. That is, payment
4

reductions increase as district wealth increases. Although

losses to districts in the lowest wealth quartil3re more or

less the same under all of these dctions (i.e., between tft and

17 percent), losses to districts in the wealthiest quartile

are much higher under Optione2 and 3 than under Option 1.

These d4lifferent results may once more be attributed primarily

to the combined effect which burden-based absorption ak elimi-

nation of public housing have on paymehts to high property wealth

. -districts. As will be noted, similar differences may be

'observed when the three options' effects on relatively high

property wealth center city districtScompared.

Our findings result. in -8dveral conclusions fegarding the

pitfalls and problpmp which confront those, who would atteMpt to
-

im9roVe the ImpactJAid program's ability to equitably compensate

districts for genuine Federal burden.

Though it is perhaps-obglous, one point needs-to be made

befdre all Others-: Impact Aid reform which adheres to the prin-
,

ciples we have defined Will -reduCe Or eliminate payments for many

districts, There is absolutely no way to accomplish meaningful

reforib and maintain the status quo, because majority cu rent

176
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program recipients are not significantly burdened. .As we have

seen, even a relatively modest reform like Option 1 reducet'

funding and participation by substantial amounts. 4Mbving to

reforms which' adhere more assiduouslty,to the 'principles we have

deScrY6ed results in even larger reductions and eliminations.

Th*Option 3, which comescloser than any .reform to achieving

all 6£ he goalt wave established-, also results in the largest

funding reductions and distridt eliminations. Practically

to'speaking, the most theoretically "pure" reforms mai, also b,,e

the least politically acceptable options.

A Second lesson to be learned from our ,analysis is that

reforms which seek to sharpen the program's ability to target

genuine Federal burden will generally have an'adverse effect

on-some types of districts and children who have a legitimate

claim on other categories of Federal assistance. For example,

whiiip center cities are not bUrdened in An Impact Ald sense and
-7.

hence do poorly under all of our reforms, they .do have other

critical educational problems'Which need attention. Similarly,
-

. )

although public housing children do wit, in our .opinion, represent

a valid Impact Aid concern, many are educationally disadvantaged

and thus have a valid claim on other types of Federal assistance.

Bee4us, Impact Aid has nev really been equipped t deal with

these kinds of pioblems,'other vehicles which an address these

concerns need to bd devised; or, if such vehicle already exist,

they should be more effectively exploited. Expecting Impact Aid

. 177
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to.continue to (fic) this kind of douS e and triple duty.is un-'

realistic and inconsistent with both'the program's principal
..t,

purposes, and thp ../reform objectives we haVe set.
_

. .
4

Finally, althoug'h we have atempted tobe as thorough es,
,

.
.

possible in our analysis.and explore as, wide a-L, range Of elements

and optiong as we could, areas exist where further study is i
% - aP.

warranted. In particular, additional investigation 6t-lterna-

tive methods for gauging the. net - effect of Federal activities! on

district resources would be most heletul and could result in
.44

more eguit re compensation schemes than we have devised.

Further investigation of. the types of E-Myren for whom pay-

ments are made is 'also needed. For example, the extent to which

paylts are made for children whose parents work on Federal

property in another, .district,but not in another county should

10 , ti
be determined, since theSe payments are as difficult to justify

as those which are made for out -of- county "B" chi,15ren.

Last, more information is needed about the ,effects Which
- 4

'more flexible Impatt Aid-equalization provisions-will have on

total district revenues, Because improved coordinatioM between

State equalization fefo an ederar fAding is a topic which
0 ,

9

transcends tie Impact d prograM, research might have parti'cul-

larly large payaff,s. I might even result in Federal programs

ufhich Are designed'to facilitate Stare reform efforts,
A' ,

17 8
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