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California's Special Education Funding System Creates Challenges and
Opportunities for District and Charter Schools

Executive Summary

In California, the responsibility and cost of serving students with disabilities across the
public school system is part of a discussion about the impact of the growing public
charter school sector on financial stress in traditional school districts.

Tightened budgets are a reality in far too many California school districts. However, the
simple narrative that charter schools directly serve fewer students with disabilities,
driving disproportionate cost to districts, misunderstands how special education
programs and finance work in the state. It also overlooks the ways charters, and other
schools, contribute to the education of special education students, including students
they do not enroll.

In California, for special education purposes, charter schools can operate either as a
member of their authorizing local education agency (LEA), or as an independent LEA.
The default structure is for charter schools to function as a member of an LEA. For
special education, this legal designation matters.

While special education services are principally provided at the school level, financing,
student placement, and staff hiring decisions are made by LEASs. In this structure, LEAS,
and not individual schools, determine which and how many special education students
they serve. As members of an LEA, charter schools do not control special education
decisions or budgets.

As an independent LEA for special education purposes, a charter school has more
control over special education placement decisions and funding, but even then, charters
participate in the structures the state relies on to allocate special education funds.
Independent charter schools, as all LEAS, contribute to the collective provision of
special education services through Special Education Local Plan Areas (SELPAS).
SELPAs are consortia of LEAs that collaborate, share resources, and pool risks, to
provide special education services to students across member LEAs.

Given how special education finance works in California, it is an oversimplification to
blame special education in charter schools for draining funding from traditional school
districts. Nevertheless, the state’s special education system can be improved to
eliminate barriers and improve collaboration between traditional school districts and
charter schools so as to serve students with disabilities more effectively.

This report analyzes special education funding in California and how it affects traditional
and charter schools. The goal is to build a better understanding of the funding structure
and related challenges, and identify potential solutions that focus on improving
opportunities for all students with disabilities in the state. However, this paper is not
explicitly about the impact of those policies on students. We believe strongly that any



policy considered by state leaders should first prioritize the well-being and success of
students with disabilities.

Key Findings

e Special education funding at the federal and state levels is not keeping up with
rising special education expenditures, forcing LEAS to cover an increasing share
locally. California LEASs currently cover about 61 percent of special education
costs.!

e State per-pupil funding rates for students eligible for special education services
vary across California, with some local entities receiving $488 per pupil
compared with as much as $936 in others.

e California does not allocate sufficient supplemental funding to help provide
adequate services to students who require significant, high-cost support. With
only limited financial support from the state, LEAs must further strain budgets to
provide necessary services for these students.

e The legal classification of charter schools as either independent LEAs in a
SELPA or as members of an authorizing LEA affects their autonomy and control
over special education decisions. As a member of an LEA, charter schools have
little say over special education placement and budgeting decisions. Rather,
those choices are made on their behalf by the authorizing LEA.

e The state’s SELPA structure is designed for participating LEAs to share costs
and services. However, each SELPA operates somewhat differently. In some
cases, they do not establish structures to pool risks and share resources.
Moreover, each SELPA constructs its own funding allocation process that can
affect how resources are distributed to LEAs and ultimately to schools.

Recommendations

Improving California’s special education structures to better serve students with
disabilities requires a systemic approach. Funding is part of the solution, but not the
only part. It’s critical to improve the effectiveness of the systems that determine how
special education services are provided by schools and how funding is aligned to
support those services in the best interest of students. These are some key steps that
state and federal leaders can take:

e The state should increase its overall special education funding.

e The state should equalize per-pupil funding rates among SELPAs.

e The state should design a mechanism to provide more substantial financial
assistance to SELPAs for students with low-incidence disabilities or who require
high-cost services.

e More SELPASs should explore alternative models for collaboration with charter
schools to provide them with additional autonomy and control over the provision
of special education services.

e The state should establish and set funding allocation guidelines for the
distribution of special education funds from SELPAS to LEAs.
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e The federal government should increase its investment in special education.

These findings and recommendations will be discussed in greater detail throughout the
report.

The Big Picture of Special Education Funding

Funding for special education is shared among federal, state, and local sources.
Estimates of the federal share of special education funding under the Individuals with
Disabilities Education Act (IDEA) vary. The National Council on Disabilities found the
federal government contributed approximately 16 percent of the average per-pupil
expenditure for a student with a disability in 2017." When Congress originally enacted
IDEA in 1975, the law promised federal funding to support 40 percent of the cost of
providing services to eligible students. i

Although IDEA was amended to move away from allocating funds based specifically on
the population of students with disabilities to a formula based on the overall population
of students, IDEA continues to be underfunded. Between 2011 and 2019, the federal
special education grants to states increased by 6.5 percent, which likely did not keep up
with inflation, let alone rising enroliment and costs.V

Regardless of the federal government’s contribution to funding the cost of special
education, LEAs have a responsibility and an obligation under federal law to provide a
“free and appropriate public education” (FAPE) in the “least restrictive environment”
(LRE) to students with disabilities. FAPE and LRE are legal standards established to
protect the rights of students. Students identified for special education services receive
an Individualized Education Program (IEP), which is a legal document outlining the
services the LEA will provide to support a student’s learning.

However, tensions arise at the intersection of these rights and responsibilities, and the
practical realities of school budgets. For LEAs, and the students they serve, the
challenge of underfunding is not limited to federal contributions. States also have a
history of underfunding special education. The cumulative impact of underfunding from
both the federal and state levels exacerbates the financial strain on LEAs and schools,
which must meet their obligations under federal and state law whether or not sufficient
funds are provided.

California is no exception. The state’s funding for special education has not kept pace
with rising enroliment of special education students and the cost of providing them with
appropriate education services. Between 2007 and 2014, state per-pupil special
education expenditures fell from $4,900 to $4,478 after adjusting for inflation."

With state funding not keeping pace with costs, LEAs must make up the difference from
local funds. This creates a fundamental challenge for any California school serving
students in special education, a reality in play across the country. However, features



specific to California’s special education funding structure complicate both the
challenges and the solutions.

Overview of Special Education in California’s Traditional and Charter Schools

A common refrain from critics of charter schools is that traditional school districts serve
a higher proportion of students with disabilities and a greater share of students who
require the most significant and costly supports, resulting in traditional districts
shouldering a disproportionate share of the cost of providing special education services.

It is true that charter schools in California enroll a lower percentage of special education
students compared with traditional public schools. According to the most recent data, 10
percent of students enrolled in charter schools receive special education services
compared with 12 percent at traditional schools." Some of the gap is due to differences
in parental choices, and the fit of students with disabilities in specialized charter
schools."i

Statewide, California serves nearly 775,000 special education students. Among the
state’s special education student population, 38 percent have a specific learning
disability, 21 percent have a speech or language impairment, and 15 percent have
autism.V' (See Appendix A for a breakdown of state and national students with
disabilities by category of disability.)

Of California’s special education students, 58 percent are served for 80 percent or more
of the day in the general education context with supplemental supports and services. A
smaller percentage, around 20 percent, spend less than 40 percent of their education
time in a general education setting.* Finally, a small subset of students receiving special
education services, about 1 percent of total K-12 enrollment,* have low-incidence
disabilities that require considerable, high-cost support.

An important factor driving the difference in enrollment of students with disabilities in
charter schools compared with traditional schools is the legal status of charter schools
as either members of an LEA, or as an independent LEA themselves in California.
Although charter schools can operate in either structure, the default arrangement is for
charter schools to be members of an LEA. In that arrangement the LEA, and not the
charter school, is ultimately responsible for placement decisions and providing FAPE to
students with disabilities.

Given this reality plus other aspects of how special education is delivered and funded in
the state, a simple argument that enroliment patterns translate directly to funding
inequities across school types belies a misunderstanding of how special education
funding is allocated in California. Moreover, it misses more fundamental financial
challenges that affect all students with disabilities, regardless of whether they attend a
traditional district school or a public charter school.



Indeed, rising special education costs squeeze LEA budgets. The driving force behind
this squeeze, however, is not solely a traditional school district problem driven by
enrollment patterns in charter schools. Rather, it is a challenge, common across both
traditional and charter LEAs, motivated primarily by lagging federal and state investment
in special education. Declining financial support from dedicated federal and state
resources shifts costs to the local level, affecting all schools serving students with
disabilities.

In addition to shouldering a greater share of the financial responsibility to fund special
education at the local level, all LEAs are simultaneously confronting ballooning health
care and retirement benefit costs.¥ Altogether, this creates a severely strained fiscal
environment. This is not to say that charter school expansion does not carry financial
consequences for traditional school districts. Declining enrollment can lead to a loss in
revenue that exceeds the corresponding decrease in costs, and a share of declining
enrollment in traditional districts does result from families choosing charter schools.
Nevertheless, it would be irresponsible and inaccurate to foist the lion’s share of blame
for these financial realities onto charter schools.

California’s Regional Approach to Special Education

In general, states receive federal funds for special education and then allocate those
dollars as well as state funds out to the local level. While federal law sets requirements
for the minimum levels of state contributions for special education funding levels, states
have latitude on how they distribute special education funds to the local level through a
variety of different structures.

In California, special education funding is allocated outside the state’s primary school
finance mechanism: the Local Control Funding Formula (LCFF), which it enacted in
2013-14. While the LCFF took steps to increase school finance equity, it does not
identify special education students, who often have the highest costs among all
students, for additional funding. Thus, the state’s greater investment in education,
through the LCFF, does not result in additional special education funding.

In California, special education funding does not flow directly to LEAs. Rather, those
dollars are distributed to Special Education Local Plan Areas (SELPAS), which were
established in 1977 to coordinate special education services among their member
districts.X" SELPAs are consortia of LEAs across a region, or in some cases, single
large school districts, that coordinate special education services and other supports
across member LEAs. Also, there are statewide, charter-school-only SELPAs.
Currently, there are 135 SELPAs in California. i

All LEAs are required to belong to a SELPA. Large LEAS, such as Los Angeles Unified
School District (LAUSD), typically create their own SELPA. Smaller LEAS, however,
create consortia through SELPASs that bring together multiple LEAs to collaborate on
providing special education services. Charter-only SELPASs were created to support the
provision of special education services for charter schools across the state. By working
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