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This policy brief addresses the issue of issue of

whether or not current federal funding policy under the Individuals
with Disabilities Education Act (IDEA) should be changed from an
identification system to an overall population-based system. The
current federal funding policy is described, in the context of the
legislative history of IDEA. Arguments for change include: working
outside special education is more cost-effective; some students may
be better served outside special education; over—identification is
now a major issue; and procedural safeguards would remain in place
with a population-based system. Arguments against change include: the
system would not be fair to states and districts with higher
incidence rates; procedural safeguards cannot be maintained if
students are not identified; a retreat from the traditional federal
role of fostering and promoting special education services would
occur; fiscal accountability would be jeopardized; and current levels
of special education funding would be threatened. Implementation
issues are also addressed. Among these are whether or not the
expenditure of funds sho- 'd be limited and whether states and
districts should be "held harmless." Other adjustments to federal
funding policy considered are cost-based adjustments and need-based
adjustments. The paper proposes that selected states be granted
waivers when making specific reform efforts. (Contains 11
references.) (DB)
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Federal Policy Options for
Funding Special Education

bv Thomas B. Parrish, Co-Director, CSEF

Abstract

This policy brief addresses whether current federal funding policy under
IDEA should be changed from an identification- to an overall population-
based system. The current federal funding policy is described in the
context of the legislative history of IDEA. The author outlines arguments
for and against changing the current federal funding policy, as well as
implementation issues that need to be addressed.

Overview of Federal Funding Policy

Current policy. A key component of the Individuals with Disabilities Educa-
tion Act (IDEA) is a state grant-in-aid program, which requires participating
states to furnish all children with disabilities a free, appropriate public educa-
tion in the least restrictive setting. Part B funds are allocated ameng the states
based on their number of children with disabilities, ages 3 through 21. The for-
mula provides that states may receive up to 40 percent of the national average
expenditure for all pupils (APPE) for each child with a disability. In fact, fed-
eral allocations have never come close to meeting this 40 percent goal. It is esti-
mated that federal funding under IDEA will equal 8.79 percent of the APPE in
1994. The total Part B appropriation for the 1993-94 school year is estimated at
$2.0527 billion, with a FY 1995 request of $2.1637 billion.

Relevant history. In 1975, in extensive hr.arings to extend and amend
the Education of the Handicapped Amendments of 1974 (P.L. 93-380), testi-
mony indicated that a large percentage of children with disabilities remained
unserved or underserved across the states, often due to state financial con-
straints. Statistics provided by the Bureau of Education for the Handicapped
estimated that of the more than 8 million children (between birth and 21 years)
with disabilitv conditions requiring special education and related services,
only half (3.9 million) were receiving an appropriate education; 1.75 million
children with disabilities—usually those with the most severe disabilities—
were receiving no education at all; and 2.5 million children with disabilities
were receiving an inappropriate education (U. S. Senate, The Education of
the Handicapped Act).

Passage of the Education for All Handicapped Children’s Act (P.L. 94-142)
in 1975 amended the provisions for state assistance under Part B of the Educa-
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tion of the Handicapped Act (EHA,
P.L.91-230) and expanded the Part B
program into a multi-billion dollar
federal commitment to assist state
and local education agencies to pro-
vide appropriate education services
for children with disabilities.

The new formula enacted under
P.L. 94-142 was a significant shift
from the way funds previously had
been distributed to a state under the
EHA, which had based allocations to
states on the number of all children (i.e.,
population), ages three to twenty-one
within a state, times $8.75 per child.
The Senate Committee on Labor and
Public Welfare stated that it “believes
the simple “pass-through’ of funds
based solely on the population of the
local educational agency fails to pro-
vide an adequate incentive for serv-
ing all children ....” (U. 5. Senate,
The Education of the Handicapped Act).

Concerns about current policy.
CSEF recently polied ali 50 states to
assess, among other things, their per-
spective on federal funding policy.
By far, the states’ greatest concern is
the failure to meet the early promises
of federal support under IDEA. How-
ever, a limited number of states also
expressed concern that current fed-
eral funding provisions run counter
to reform efforts.

Although these reforms tend to be
muitifaceted, one common aspect
tends to be a reduction in the number
of students identified for special edu-
cation services. This has been accom-
plished through interventions such as
utilizing special education resources
in regular education classrooms, allo-
cating resources for prereferral ser-
vices, and severing the tie between
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state special education funding and
the number of students identified for
special education services.

These reform states feel that this
reduction in the count of special edu-
cation students is a change for the bet-
ter. They argue that they are often
serving a broader range of students
with special learning needs in a less
restrictive and more appropriate man-
ner. They contend that identification
for special education services should
be avoided when possible. They be-
lieve that once students enter special
education, they never get out; that the
system itself can be debilitating for stu-
dents by casting a stigma on them and
by limiting and shaping their educa-
tional options; and therefore, that
many students can better and more
efficiently be served outside the formal
special education system.

Because the IDEA allocationis a
flat-grant formula based on the num-
ber of students identified for special
education services (up to 12%), states
that are finding ways to serve certain
special need students outside of the
formal special education system are
losing federal funds. One state direc-
tor argued that “according to the
USDE report, Patterns in Special Edu-
cation Service Delivery and Cost, the
cost of the assessment to determine
eligibility for special education is
$1,206. Assessment is an exercise with
little or no instructional benefit, and it
is conceivable that states actually lose
money by participating in the federal
entitiement for special education...”
(Tucker, 1993).

The major issue to be addressed in
this brief is whether the federal funding
allocation system under IDEA should
be changed from an identification-based
system to one that is more neutral on the
issue of the identification of special educa-
tion students. For example, a funding
system might be based on the count
of all students in a state. Such a policy
would sever the relationship between
the funding received and the number
of students identified. [t assumes that

the actual need for special education
services is fairly constant across dis-
tricts and across the states.

Arguments For Change

The change in federal policy being
proposed is essentially a return to the
way funds were previously distrib-
uted under the EHA, which based
allocations to states on the number of
all children (i.e., the population of all
students ages three to twenty-one).
What are the arguments supporting
this type of change in federal policy?
® Working outside special educa-
tion is more cost-effective. At the
same time that the number of stu-
dents needing supplemental educa-
tional services appears to be growing,

“These reform states feel
that this reduction in
the count of special
education students is a
change for the better.”

there is increasing competition for
public funds and growing signs of
fiscal stress among public agencies
at all levels.

The special education process is
costly. Two separate studies showed
that only about 62 percent of the spe-
cial education dollar at the local level
went to direct special education in-
structional services (Moore, Strang,
Schwartz, and Braddock, 1988;
Shields, Jay, Parrish, and Padilla,
1989). For students with 1::ild disabili-
ties in resource room programs, an
average of 22 percent of all funds for
special education services was spent
on assessment and 15 percent on spe-
cial education program administra-
tion (Shields, et al., 1989). Concerns
about the cost-effectiveness of assess-
ment practices are raised by the num-
ber of studies finding that the tests

and methods used to classify students
for special education services do not
provide information that resource
specialists or regular teachers report
to be of use in developing instruc-
tional programs for these students
(Lovitt, 1967; Shepard and Smith,
1981; Ysseldyke, Algozzine, Richey,
and Graden, 1982).

® Some students will be better
served outside special education.

In addition to cost savings, there are
other important reasons to serve stu-
dents outside special education when
possibie. Regardless of the iabei as-
signed to the student, special educa-
tion programs, by their very nature,
tend to isolate students and to lead to
more restrictive services. Affiliation
with special education tends to have
a negative connotation for students
that stays with them throughout their
schooling, and perhaps throughout
their lives. Once students are identi-
fied, they tend to stay in special edu-
cation programs. The programs do
not seem oriented to short-term inter-
ventions that return students to regu-
lar education status in a relatively
brief period of time.

® Over-identification is now the
major issue. When federal special
education funding shifted from a
population-based system to a special
education pupil count system in 1975,
it was estimated that large segments
of the special education population
were being underserved. However,

a number of policymakers a gue that
the resultant funding systerdevel-
oped for special education services
created incentives to over-ic entify
students, and that this, rather than
under-identification is now the major
concern.

E Procedural safeguards would re-
main in place. Movement to a popu-
lation-based, rather than an identified
student-based, funding system would
not jeopardize any of the procedural
safeguards under current law. While
the number of students with mild
disabling conditions (e.g., learning




disabilities) would be expected to
diminishk under such a system, the
more clearly identifiable students, for
whom IDEA was primarily intended,
should be largely unaffected by such
a change.

Arguments Against Change

Some special education advocates
argue against such a change in fed-
eral policy. Some of the positions
they express are as follows:

B The system would not be fair to
states and districts with higher inci-
dence rates. A population-based
funding system assumes comparable
incidence rates of special education
students across states and districts.
States and LEAs with greater num-
bers of special education students
would tend to lose federal support
under a population-based funding
system. Districts might have higher
percentages of special education stu-
dents because of differences in the
characteristics of the students they
enroll and because they have been
especially proactive in identifying the
needs of, and setting up programs
for, special needs students. A popula-
tion-based funding system would fi-
nanciaily penalize those very districts
that have been most responsive to the
state and federal call to fully identify
and serve special education students.
B Procedural safeguards cannot be
maintained if students are not iden-
tified. The foundation for the whole
svstem of procedural safeguards that
has been established for special edu-
cation students is identification and
assessment. Students cannot be pro-
tected under the law unless they are
singled out and identified.

¥ A retreat from the traditionai fed-
eral role of fostering and promoting
special education services would
occur. The traditional federal role in
special education has been one of
leadership and protection of students
with special needs. A returntoa
population-based funding system

would send a message to states and
communities that the federal govern-
ment is backing away from this
position.

B Fiscal accountability would be
jeopardized. Because the generation
of funds is not based on the number
of students identified, the link be-
tween funding and the cost of ser-
vices is weakened. This appears to
detract from fiscal accountability
considerations at a time when such
controls are seen as increasingly im-
portant by taxpayers.

& Current levels of special educa-
tion funding would be threatened.
Traditional levels of support for spe-
cial education services would be
likely to diminish when they no
longer can be attributed to specific
special education students with legal
entitlements. Overall funding for spe-
cial education services could erode
over time.

Implementation Issues

If the federal allocation formula
under IDEA were to be changed to

a population-based system, what are
the most important implementation
issues?

B Should the expenditure of funds
be limited? Current policy requires
that federal funds allocated under
IDEA only be spent on the special
education students who generate
them. Under a population-based
funding system, could federal dollars
from IDEA be spent on all students,
all students with remedial education
needs, or only on special education
students? State policies regarding the
use of state special education funds
vary considerably from state to state.
However, a number of the states re-
quire that these funds be spent exclu-
sively on special education students.
This is important because if special
education funds cannot be spent on
other students with learning difficul-
ties, it still may be necessary for
LEAs to identify students as special

education to provide the special assis-
tance they require.

Perhaps the most important role
for federal funding policy is the ex-
ample it sets. The states may look to
the federal government for guidance
in the types of incentives and disin-
centives that state policy should be
attempting to foster. Federal policy is
more likely to affect local practice by
the example it sets for state fiscal
policy than through the limited finan-
cial leverage it wields.

8 Should states and districts be
“held harmless”? States and LEAs
will need time to adjust to any new
federal policy direction, and to avoid
financial hardship and the possible

“Federal policy is more
likely to affect local
practice by the example
it sets for state fiscal
policy than through the
limited financial leverage
it wields.”

ioss of services if they have tradition-
ally identified relatively large per-
centages of students with special
needs. Thus, it may be desirable to
phase in any revised federal funding
policy in a way that will ensure that
LEAs do not lose funds from their
prior year’s allocation.

Other Alterations to Federal
Funding Policy

Cost-based adjustments. Just as there
are differences in the cost of living,
the costs of providing educational
serviceg are higher in some states and
communities than in others. Equal
dollar allocations result in differential
levels of educational resources in
high versus low cost areas. Some
form of resource cost adjustment
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might be incorporated into the federal funding formula as a way to enhance
overall equity.

Need-based adjustments. It has long been argued in the literature that
there is a considerable subjective component to the identification and assess-
ment of students with mild disabilities (Ysseldyke, et al., 1982; Shinn, Tindal,
Spira, Marston, 1987; Gerber and Semmel, 1985). Thus, it is not clear whether
LEAs with a higher incidence of special education students have more acute
needs for special education services or whether they simply employ more
liberal standards for program admission. If work were done linking predicted
incidence to certain conditions known to place students at risk (e.g., low
nutritional standards, poverty), it might be possible to derive more objective
criteria for adjusting federal special education funding to varying levels of
student need. However, this type of approach would rely on complex analy-

ses, and any adjustment of this type would likely be subject to considerable
disagreement.

Coniclusion

Many of the arguments in favor and opposed to changing federal policy are
compelling. In light of the seriousness of these ccncerns in this era of escalat-
ing educational needs and dwindling public resources, a global change in
policy may be premature. On the other hand, it would seem counter to the
federal interest to discourage well planned state reforms designed to increase
the efficiency of services to students with special needs.

A more tentative approach might be to grant waivers to selected «*ates
making specifi - reform efforts. On a trial basis, states might be “h¢ .. harm-
less” as they allowed their special education enroliments to drop atter federal
approval of a well-defined state plan to serve a broader base of students with
special learning needs outside the context of formal special education. Such
a program could be closely monitored to assess the impact on students still
identified as special education, as well as all other students with special
learning requirements.
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