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SPECIAL EDUCATION: EXPENDITURESAND OBLIGATIONS

by Janet R. Beales

EXECUTIVE SUMMARY

To comply with the federa mandate now known as the Individuals with Disabilities Education Act,
Cdlifornia implemented the Master Plan for Specia Education in 1980. That legidation ushered in a
new eraof education rights for children with disabilities.

Although Congress and the California legidature created ample provisions to protect and serve children
with disabilities, neither included a cost-control provision in the law to protect the schools. In fact,
under the law, cost alone cannot be used as a defense for modifying or denying education and support
services to a student with a disability. This has contributed to growth in special-education spending. In
Los Angeles, for example, inflation-adjusted direct-instructional expenditures for special-education
grew by 147 percent between 1980-81 and 1991-92. By contrast, spending for general education
increased by 46 percent. After adjustments for enrollment growth, spending for direct instruction
increased 47 percent per pupil in special education compared to an increase of 24 percent for
nondisabled students in general education.

While specia-education spending continues to grow, funding has not kept up, forcing school
administrators to “encroach” upon general-education revenues to pay the costs of special education.
Over a quarter of al special-education program expenditures in California, on average, are paid from a
school digtrict's general fund. In 1990-91, statewide encroachment was $577 million for special
education, beyond the $167 million already contributed from local general funds as mandated by law.

Because most students with disabilities today spend the magjority of the school-day in regular
classrooms, the actual cost of educating a child with a disability is higher than the program costs aone
would imply. Taking total costsinto account, the average cost of educating a student with a disability in
the Los Angeles Unified School District was approximately $11,500 during 1991-92. For nondisabled
students, spending averaged $4,000 per pupil.

The above figures illustrate the need to reexamine special-education spending. Reductions in costs
could come about by implementing a reasonableness standard to protect schools from excessive costs,
neutralizing adverse financia incentives, and allowing more private-sector participation in special-
education service delivery if costs can be lowered or service-quality improved. Greater efficiencies in
service delivery could be realized by funding special education on a block-grant basis rather than using
the current practice which ties funding to specific uses. In addition, relaxing some staffing requirements,
such as the requirement that instructional aides be provided to 80 percent of resource specialists, would
enable schoolsto staff according to local needs rather than state mandates.
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l. INTRODUCTIONI. INTRODUCTION

The stated purpose of public education is to provide every child with the knowledge and learning
skills necessary to help that child reach his or her full potential. This commitment to all youth
includes children with disabilities. In making that commitment to educate, taxpayers have assumed
responsibility for paying its costs—costs which vary from student to student depending on a child's
unique talents, abilities and needs. Most people accept the financia inequities inherent in public
education. Y et, most people would also concede that such inequities must not be alowed to become
S0 gresat asto jeopardize educational opportunitiesfor everyone.

The challenge to educatorsis to balance limited financia resourcesin away that is fair and respects
the needs of all students. The task is not an easy one. Special education is among the most costly of
school programs. The annual cost of providing specia-education services to a single student can
range from a thousand to tens-of-thousands of dollars. In extreme cases, costs can approach
$100,000 a year for a single student. The following examples, some typical, some exceptional,
illustrate the kinds of services public schools and the state have been responsible for providing to
students with disabilities.

A four-year-old autistic child attends a private school at public
expense in Los Angeles where tuition is $4,000 per month.' Because
of his age and the fact that the school is located away from his home
in northern Cdifornia, he and his family requested additional
reimbursement from Union Elementary School District, within whose
borders the child lives, for airfare to and from the school,
transportation costs while in Los Angeles, rental housing at $895 per
month paid on an apartment so a parent can be near the child when
school isin session, and reimbursement for utilities. When the school
district sought protection from these costs, a U.S. District Court
upheld the decision of Californias Special Education Hearing Office
which had earlier decided in favor of the family. The case is now
before Court of Appealsfor the Ninth Circuit.?

In a hearing before the California Special Education Hearing Office,
a school has been ordered to pay the costs for an out-of-state
placement in a private-residential facility for an 18-year-old student
with a serious emotiona disturbance, including transportation costs
for that student. Because his parents testified that he was incapable of
traveling to and from the school unaccompanied during vacation
bresks and holidays, the hearing officer required that one of his
parents be flown to Texas, where the school is located, to escort the
Student at the commencement and end of each school term, the
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Thanksgiving holiday, spring and winter breaks, and for therapeutic
passes earned at the school 2

A child is assessed with having a specific learning disability (SLD).
To help him compensate, he attends class in a special-resource room
with more individualized attention from a specialy certified teacher
and an aide for one or two periods a day. He is aso entitled to
support services such as counseling because of his disability. The
cost of providing these services annudly, on top of the cost of the
child's regular education, is roughly $4,000 on average in Los
Angeles schools* In 1980-81, there were approximately 157,000
children receiving services for SLD in Cdlifornia. By 1991-92, that
number had increased to 275,000 children with SLD.°

A dispute over reimbursement for a portion of a $3,000 one-time
placement cost between a school district and the plaintiff family is
settled on behalf of the family during a two-day hearing before the
California Specia Education Hearing Office. Attorney's fees incurred
by the plaintiff and charged to the school district for the hearing
totaled over $25,000.°

A fiveyear old child with developmental delays has attended
preschool in a separate class for children his age with disabilities. He
also receives speech therapy services and adapted-physical education.
Now that heis of kindergarten age, his parents decide to place himin
aregular kindergarten class with the support of a full-time aide, paid
for by the school district. The annual cost of the aide is approximately
$20,000 versus the $7,000 cost of the separate class. Despite the
higher cost of complying with the parents preference for full-
inclusion, the district acquiesces rather than take the case before a
gpecial-education hearing officer and risk incurring attorney's fees
thought to be in excess of $50,000 if the fair hearing islost.”

At issue is not whether students with disabilities are entitled to an education, but at what public-
sector cost? Each child is unique. Some require little assistance to learn, others require a great dedl.
Subsequently, some students may be more costly to educate, some less. Ultimately, public schools
must balance the individual needs of al children against limited resources. Educational quality
depends not just on the total resources available, but on how they are shared.

Balancing the demands of various students has been frustrated by a far-reaching law designed to
protect students with disabilities. Under the federal law known as the Individuals with Disabilities
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Education Act (IDEA), schools are required to provide the education services deemed necessary for
that child's education virtually regardless of their costs or the local school district's ability to pay for
them. Designated funding for special education hasrarely, if ever, covered its costs. In 1991-92, the
specia-education program in Los Angeles incurred a deficit of $154 million—a deficit recovered
through nonmandated encroachment into the school district's general fund.® Moreover, in Los
Angeles as elsawhere, for the last decade costs for special education have grown at afaster rate than
total district costs, despite the fact that the proportion of children receiving specia-education
sarvices has increased relatively little. Some have called for fully funded specia education—in
essence requiring the state to pay the costs of specia education regardless of how high those costs
might go. But given state-budget constraints and the lack of adequate cost-control measures for
specia education, such aresponse a the state level isunlikely and unwise.

This report will examine specia-education spending growth and severa of the policies which drive
it. In addition, the report will propose policies to improve the cost-effectiveness of special- education
programs. Theseinclude:

1) funding specia education with block grants;

2) deregulating some aspects of special-education service delivery;

3) conducting performance or financial audits to safeguard service quality and
economic efficiency;

4) neutralizing adverse financial incentives, and

5) implementing a “reasonableness’ standard to control excessve costs and
reduce litigation.

II. SPECIAL EDUCATION: WHO DOESIT SERVE?II. SPECIAL
EDUCATION: WHO DOESIT SERVE?

About 495,000 children under the age of 22 in California receive special education through
elementary and secondary schools. As a percentage of total school enrollment, the proportion of
children identified as needing specia-education services has remained fairly constant over the last
decade at about 8.0 to 8.5 percent in California® By contrast, direct expenditures for specia
education in many districts have grown steadily.

Who are the children who receive specia-education services, and what are their identified
disabilities? According to national data, students receiving specia education tend to be male and are
more likely to come from single-parent and low-income families than are nondisabled children. The
number of African-American children with disabilities in the United States is higher relative to their
representation in the general population. For whites and Latinos, the number of children with
disabilities is proportionately lower.'® The reason for these disparities continues to be the subject of
much debate.
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By far the most common disabilities are Specific Learning Disabilities, or SLD. Today, students
with SLD make up over haf of al students with disabilities. Learning disabilities are perhaps the
least well-defined disability category. Cdifornia's Education Code defines the digibility criteria for
SLD as™

(W)hen it is determined that all of the following exist:

(a) A severe discrepancy exists between the intellectual ability and achievementsin
one or more of the following academic areas. oral expression, listening
comprehension, written expression, basic reading skills, reading comprehension,
mathematics cal culation, mathematics reasoning.

(b) The discrepancy is due to a disorder in one or more of the basic psychological
processes and is not the result of environmental, cultural, or economic
disadvantages.

(c) The discrepancy cannot be corrected through other regular or categorical
services offered within the regular instructional program.

So ambiguous is the eligibility criteria for SLD Tablel
in general that researchers at the University of
Mign@otafound that 85 percent of the stU(tjymts

. ; e SPECIAL EDUCATION BY DISABILITY
they tested, who had previoudy been identified - R
as norma, would have been classified as Specific L earming Disabilities
learning disabled under one or another of the S7% :

e Speech or Language | mpairments 26%
SLD assegsment systems used by professiona Mental Retardation 6%
assessors. Serious Emotional Disturbance 3%
Hearing and/or Visua Impairments2%

Table | shows the composition of students with Other 6%

disabilities in Cadlifornia by their primary-
handicapping condition. These figures vary
from district to district.”®

1. BACKGROUNDIII. BACKGROUND

When Congress passed the landmark Education of All Handicapped Children Act (P.L. 94-142) in
1975, it set in motion a legidative mandate that would fundamentally ater the way students with
disabilities are served in the public schools. The act, later renamed the Individuals with Disabilities
Education Act (IDEA), provides federal funds to states for the purpose of educating students with
disabilities. In order to receive such funds, IDEA requires that states adopt specified policies and
procedures for special education. IDEA mandates that every child with a disability be provided with
a “free appropriate public education” in the “least restrictive environment.” To comply with IDEA,
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Cdliforniaimplemented the Master Plan for Speciad Education (SB 1870) in 1980. The Master Plan
is administered at the local level through approximately 110 regiona offices caled Specid
Education Local Plan Areas (SELPAYS).

SELPAs may encompass a single school district, a single county, several districts or severd
counties, depending on the size of the special-education population served. Each SELPA specifies
how it will provide special-education services to children ranging in age from birth until the age of
22 residing within its boundaries. Responsibilities of SELPA directors include the distribution and
management of federal, state, and local funds for special education, curriculum development, legal
assistance, staff development, contracting for nonpublic school placements, and ensuring that all
children with disabilities are served. Depending on the size of a community, or the loca
adminigtrative plan for special-education service dedlivery, the functions involved in providing
specia education may be carried out by either a SELPA, a school district, or a county office of
education. For purposes of smplification, the term Local Education Agency (LEA) shall beused in
this report to denote these organizations.

LEASs are responsible for identifying, assessing and serving children with disabilities. Educational
and support programs are mandatory for all school-aged and pre-school-aged children (ages 3 to 18),
as are programs which serve students between the ages of 18 and 21 who have not yet completed
their individualized study programs. Some programs for infants are also mandatory.**

Once a student has been identified and assessed for a disability, a small team of specialists, teachers
and the child's parents or guardians are directed to meet regularly to design and review an
Individualized Education Plan (IEP) for that student. Such a plan specifies the type and duration of
educational services, the student's current level of academic achievement, and educational goals. For
older students, career planning is included in the IEP. Support services such as psychologica
counseling, transportation, and medical care, are also specified in the |EP.

As articulated by IDEA, Congress intended that children with disabilities be educated in the “least
restrictive environment.” Rather than segregating children with disabilities into specia schools or
gpecia classrooms, the law encourages the placement of children with disabilities into the regular
classroom when appropriate. This has been accomplished largely through “mainstreaming,” or
placing children in the regular classroom for portions of the school day. In recent years, some
educators and parents have gone a step beyond mainstreaming caling for “full-inclusion.”
Advocates of full-inclusion contend that children with disabilities have a right to be in a regular
classroom for the entire school day. Opponents, both inside and outside the specia-education
community, believe that regular classrooms are not suitable for every child.

Whether educated in the regular classroom for al, part, or none of the school day, children with
disabilities must be provided with a continuum of placement options as required by federal law.
With thisin mind, |EP teams may select one or a combination of the following placement settings as
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a supplement or replacement for the regular classroom setting:

Resource Secialist Program (RSP): RSP students spend most of the instructional
day in regular classrooms receiving specia-education services on a pull-out basis
(Pull-out refers to the provison of supplemental education outside the regular
classroom). RSP is the most common placement setting. No resource specialist may
have a caseload exceeding 28 students and at least 80 percent of resource speciaists
within a SELPA must be provided with an aide.

Secial Day Class or Center (SDC): This is a placement for those students who
receive specia-education services for more than 50 percent of the day. Students
placed in SDCs tend to have more severe disabilities or disabilities which are less
easily accommodated in the regular classroom (such as a severe hearing impairment).
SDC classes are funded based on an average class-size of 10 students. Following
RSP, SDC is the second-most utilized setting. Under “full-inclusion,” some LEAS
have begun moving students out of SDC and nonpublic schools and into the regular
classroom where they may be assisted by a special aide in addition to the regular
teacher.

Designated Instruction and Support (DIS): DIS services are those services not
normally provided in RSP, SDC, or regular classrooms. DIS services include: speech
therapy, vison and audiological services, adapted-physica education, physical
therapy, and counseling. Caseloads may not exceed 55 students for language, speech
and hearing specialists on average across a SELPA.

Nonpublic School (NPS): Fewer than 2 percent of Californias special-education
population attend nonpublic schools located both within and outside the state's
borders. Nonpublic schools are privately operated nonsectarian schools which
contract with LEAS to provide special-education services. Unlike regular private
schools, nonpublic schools are certified by the California Department of Education to
provide specia-education services. Tuition at nonpublic schools is at public, not
parent, expense and is negotiated by public schools. As the placement of last resort,
nonpublic schools are available “when no appropriate public-education program is
available”™ Most placements in NPS are for children with severe emotional
disturbances. Some of these children are placed in out-of-state NPS residentia
facilities.!® Private-sector providers of specia education are aso referred to as
nonpublic agencies.

Sate Special-Education Schools and Hospitals: This includes hospital programs, state
schools for the blind and the deaf, and the Diagnostic School for Neurologically
Handicapped Children.
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Figure | shows the number of California students with disabilities in each of the most common
placement categories. Extensive due-process procedures ensure parenta participation in all aspects
of assessment, placement, and education-program design for children with disabilities. No
assessment or placement may be conducted without the written consent of the child's parent or
guardian. Due-process hearings and complaint procedures are available when disputes arise.

Figure |

Placement Settings
California
1991-1992

RSP 204,402 Students
41%

. NPS 7,810 Students

SDC 150,929 Students DIS 132-;’!";““""““

30%

Source: Californila Department of Education, Speclal Education Division

Reason Foundation

V. FINANCING SPECIAL EDUCATIONIV. FINANCING
SPECIAL EDUCATION

In California, specia education isfunded on the basis of each LEA's expenditure for various special-
education program costs in the base year of 1979-80, shortly before Californias Master Plan was
enacted statewide'” By law, the base-year amount increases with total enrollment growth and
through cost-of-living adjustments (inflation), but in practice, such increases have not always been
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funded due to state-budget constraints. Depending on how expenditures were reported in the base
year, large disparities in funding can, and do, exist between LEAS. These disparities have prompted
many in the special-education community to call for equalization in specia-education funding, or a
complete revision of the funding model altogether.

Computation of the state's contribution to special-education programs (a type of categorical aid)
involves several steps. Briefly, state funding for each LEA equas the difference between the
entitlement formula and all other sources of funding. The entitlement formula computes the amount
of total funding for special education to which the LEA is entitled. The computation is based on a
combination of base-year costs and the special-education pupil count categorized according to
placement setting (i.e. RSP, SDC, DIS, NPS). The entitlement is capped at alevel which represents
service provision to 10 percent of the total student population. In other words, LEAs may only
receive funding for specia education for up to 10 percent of their total student population.

In calculating the entitlement (and hence, revenues), units, not students, are the basis for allocation.
A unit, called an Instructional Personnel Service Unit (IPSU), can be thought of as a classroom. That
is, an IPSU represents ateacher plus any required aides for a particular classtype and size, including
salary and benefits for both. Units have different dollar values, depending on the type of classroom
(SDC, RSP, or DIS), whether or not the students have severe or nonsevere disabilities, and the base-
year costs of personnel at that LEA. For example, the value of a unit was $58,591 for a Special Day
Class for nonseverely handicapped children with one teacher and one aide in the Los Angeles
Unified School District (LAUSD) in 1991-1992. The IPSU is augmented by a support-services
entitlement. The value of the support services entitlement is derived by applying a state-specified
percentage to the IPSU. For the case above, the support-services ratio was .5321, resulting in an
additional $31,176 for the IPSU entitlement.’® To arive at the calculated entitlement formula
presented in the first line of Table Il, al of the IPSU entitlements are summed aong with
entitlements for low-incidence disabilities, and Program Specialists and Regionalized Services
(PS/RS).

10
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Once the entitlement has been
caculated, nearly al known
sources of revenues are
deducted (on paper only)
from the entitlement to arrive
a the state's share of special-
education funding. This is
shown in Table 1.
Deductions include federa
funds for IDEA, the Loca
Gengral Fund Contribution
(LGFC)—the amount of
money each education agency
is required to contribute to
gpecid education from its
general fund depending on
base-year levels, and the per-
student revenue-limit
allocation when applicable.
(Revenue-limit money is the
basc funding for every
student that comes from the
state-education budget and
local-property taxes. Revenue
limits are only deducted for
students in  SDC-placement
settings  because  those
students spend most of their
time in specia classrooms.
Revenue-limit  funding for
students placed in nonpublic
schoolsis used by the LEA to
help offset the costs of
tuition.)

Tablell
CALCULATION OF SPECIAL-EDUCATION STATE

FUNDING FOR THE LAUSD 1991-92

Calculated Entitlement
$376,372,887
Less, Revenue limit
$55,088,891
Federal funds
$18,676,040
LGFC
$39,178,280
Subtotal
$263,429,676
Less; Nondeficited amount $21,001,834
Plus PS/RS entitlement
$6,236,699
Subtotal
$248,664,541
(to which the deficit applies)

Deficiency Factor .9069585401
Subtotal
$225,528,429
Plus; Low-incidence fund $1,553,163
Nondeficited amount

$21,001,834

Net Entitlement (State funding)
$248,083,426

Total funding for special education equals the state portion plus the
deductions (excluding deficits) listed here.

SOURCE: Cdifornia Department of Education, Education Finance
Division.

In 1991-92, Los Angeless computed state-aid entitlement was $271,219,538, including Program
Specialists and Regionalized Services (PS/RS) and the low-incidence fund. State allocations for
specia education have been below the reported entitlement level because cost-of-living adjustments
(which increase the unit rate) have not been funded in recent years. Because of this “deficiency
factor” (.9070 in 1991-92), Los Angeles actually received less in state-entitlement revenues than the

11
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computed entitlement. Actua state revenues were $248,083,426. Los Angeles aso receives the
funds that are “deducted” in the process of calculating the state's share of special-education funding.

Funds for preschool programs, licensed children's ingtitutions (LCl), and severa other programs are
usualy funded directly by the state and federa government or through noneducationa agencies,
such as local-county offices of mental health. For students placed in nonpublic schools (NPS), the
LEA receives the revenue-limit amount for that student and must apply it toward the NPS cost.
Beyond that amount, the state will reimburse 70 percent of the NPS cost at year's end while the LEA
pays the remaining 30 percent. Costs for transportation and other support, if included in the contract
between the LEA and the NPS, may also be reimbursed at the 70/30 rate. Because the deficiency
factor applies to the state's share as well, the LEA may actually end up paying more than 30 percent
of the cost of the NPS placement. The exception to the 70/30 split is when the student is placed by a
nonschool agency such as a hedth or socia services agency. In that case, the state pays 100 percent
of the cost of the placement beyond the revenue-limit amount.

When the Master Plan was enacted, a cap of 10 percent of the total school population was placed on
the number of students who would be funded for specia-education services under the act (excluding
preschool students). Trandated as units, this means that athough an LEA may operate units in
excess of the number needed to serve 10 percent of the total population, the state will only provide
funding for up to the 10 percent level. To the extent that they have children in need of special-
education services, LEAs usualy have an incentive to operate units, and receive state funding, up to
the 10 percent cap. (The exception to this is when the reported-historic costs of school personnel are
so low that, even with inflation and COLA adjustments, the cost of operating the IPSU exceeds the
state funding for it). Paul Goldfinger, a school-finance consultant and vice president of School
Services of California, Inc. writesin Revenues and Limits: A Guideto School Finance in California:

In admost al cases, the marginal revenues from the unit rate and support entitlement
will exceed the marginal cost of operating that unit. Because of this, the funding
formulazsO create an incentive to operate the highest number of I1PS units that will be
funded.

The 10 percent is a cap on funding, not on services. This means that LEAS can provide services to
more than 10 percent of their student population, but they will not receive extra funding for those
services beyond the amount they take in for per-pupil revenue limits. Exceeding the 10 percent cap
in their special-education population, or spending beyond the level funded by IPSUs contributes to
“encroachment.”

Encroachment results when school districts spend more for special-education programs than they
take in through federal, state, and local revenues designated for special education. As aresult, school
administrators must frequently dip into, or encroach upon, the unrestricted portion of the genera
fund beyond the mandated-minimum level known as the Local General Fund Contribution (LGFC).

12
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The LGFC isthe portion of the school district's general fund that school districts must, by law, spend
on specid education, in addition to all other sources of special-education revenues. Encroachment,
and more generally, unbounded spending growth for special-education programs, is a serious
problem for California's schools.

Figure Il
Special Education Revenue,
Expenditure and Encroachment

LAUSD Encroachment: $154 miilion
Millions (1991-1992 non-mandated)
$600
$500
$400
$300 ﬁ
$200 -
$100- :;a: cI::IIIIon
$0 Jpor-1902)
87-88 88-89 89-90 90-91 91-92
School Years
[l Revenue [ ILGFC ES Encroachment

= Total Revenue < Total Expenditure

Source: J-380 documents for 87-92 and Controllier's Annual Report 74-86,
California Department of Education

Reason Foundation

In 1990-91, nonmandated encroachment statewide was $577 million beyond the Loca Generd
Fund Contribution amount of $167 million.?* This total of $744 million represents 25.9 percent of
the special-education budget, meaning that over a quarter of special-education program costs were
paid from the genera fund. In LAUSD aone, encroachment totaled $154 million (excluding the
LGFC of $39 million) during 1991-92. Taken together, the $193.5 million represents 37.6 percent of
specia education expenditures in the LAUSD. Figure Il shows the level of encroachment over time
in the LAUSD as spending for specia-education programs has consistently exceeded specia-
education revenues. (See Appendix | for data.)

13
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There is considerable disagreement over the definition of encroachment among educators, finance
specidists, and policy makers. Some include the LGFC in the encroachment figure arguing that the
L GFC was cal culated based on based-year measures of encroachment in 1979-80. Others count only
the amount of deficit spending in excess of the LGFC pointing out that localities are expected and
required by law to contribute a portion of their unrestricted general fundsto special education. Either
way it is defined, encroachment consumes millions of dollars from local genera funds in California
schools.

V. EXPENDITURESV. EXPENDITURES

Special education is a multibillion-dollar industry in California. In 1991-92, spending topped $2.6
billion for special-education programs and support services.?> Over 495,000 children under the age
of 22 receive specia-education services in California®® Specia education provides employment to
nearly 56,000 full-time, or full-time equivalent special-education professionals under contract or
employment with the state of California and local governments. Less than half of these professionals
are classroom teachers;, the mgjority are teachers aides, psychologists, counselors, physical-
education teachers, physical therapists, recreational and occupational therapists, socia workers,
diagnosticians, and administrators.®*

In attempting to balance the diverse educational needs of al students against limited-financial
resources, many schools have found themselves in the difficult position of having to satisfy one
group's needs at the partial expense of another. IDEA requires that LEAS provide education services
to children with disabilities without regard to an LEA's ability to pay for them. In fact, cost cannot be
used as a defense in failing to comply with a student's IEP, nor may cost be considered in
determining the appropriate placement for a student (except when choosing between two otherwise
equivalent nonpublic schools). Section 56365.5 of the State Education Code requires the state
superintendent of schoolsto review placements in which the cost exceeds a certain level ($34,374in
1992-93). In practice, however, this provision serves little more than a rubber stamp. It is no
wonder, then, that spending on special education is growing steadily.

Not only are expenditures for special education increasing (after adjustment for inflation), they are
doing so a a faster rate than spending for genera education. As a consequence, special-education
expenditures are composing an ever-increasing portion of the total instructiona-education budget.
For example, in 1980-81, shortly after the Master Plan for Specia Education was implemented
statewide, spending on specia-education direct instruction in Los Angeles represented 13 percent of
instructional costs. A little over a decade later, in 1991-92, that figure has climbed to 20 percent.”
Meanwhile, over the same period, enrollment in special education changed from 8.1 percent to 9.6
percent of the total LAUSD population. (The proportion of children served by specia education in
the Los Angeles Unified School Digtrict is dightly higher than the statewide average of 8.6 percent.)

14



Reason Foundation Special Education

The rate of spending growth differs dramatically between special-education and genera-education
instructional programs. Figure 111 shows the growth in direct-instructional expenditures for special
education, general education, and both programs combined. As can be seen, growth has not been
uniform across al programs. While expenditures for general education increased 46 percent, special-
education spending rose 147 percent between school years 198081 and 1991-92. Direct-
instructional expenditures for both programs combined have risen 59 percent since 1980-81, when
the Master Plan for Specia Education was implemented. The increase in spending growth is
especialy dramatic when viewed over the longer period from 197475 through 1991-92. During
that time, spending for direct instruction increased 288 percent for special education and 24 percent
for general education. (See Appendix Il for data. Between the years 1980-81 and 1991-92, total
enrollment growth increased 19 percent. In 1991-92, direct-instructional program costs composed
nearly 58 percent of total LAUSD expenditures.®)
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Figure llI
Direct-Instructional Expenditures
LAUSD
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Even after spending, in 1992 dollars, is adjusted for the enrollment growth in specia education,
general education, and total education respectively, significant disparities in expenditure growth
rates still exist. Figure IV shows spending growth adjusted for inflation and program-specific
enrollment. In other words, total expenditures for each of the three education programs described are
divided by the number of students served in that particular program. Measured this way, per-pupil
expenditures increased 47 percent for special-education direct instruction compared with a 24
percent per-pupil increase in general education for direct instruction between the years 1981-82 and
1991-92. Average per-pupil growth for al students rose 29 percent during the same period.

Note: because of changes in accounting proceduresin 1986-87, for which no comprehensive data is
available, figures that compare spending over time represent only direct-instructional program
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costs and exclude other programs and support costs such as administration, overhead, and
transportation.

Figure IV
Expenditures per Pupil for

Various Enroliment Populations
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Computing Total Costs Computing Total Costs

During 199192 in Los Angeles, the average per-pupil cost of instructional special education
programs was roughly $8,900, based on the cost of providing special-education instruction alone.?’
However, because most students with disabilities spend a large portion of their instructional day in
regular classrooms receiving special-education services on either a pull-out basis or concurrently
with their regular-classroom instruction, the average cost of educating a child with a disability is
actualy higher than the program costs aone would imply.

The following analysis applies a portion of the cost of regular education for those students in DIS,
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RSP, and SDC programs who are mainstreamed in regular classrooms for part of the day to the cost
of educating a student with a disability. For purposes of identification, this cost will be referred to as
the mainstream allocation cost. Students placed in nonpublic schools, residential facilities, separate
schoolg/facilities, or home/hospital programs are not allocated a share of mainstream costs because
few, if any, students in these placements participate in regular classrooms. By combining the costs of
specia education with a portion of costs representing the amount of time students with disabilities
spend in the regular classroom on average, the total per-pupil average cost of education for children
with disabilities is around $11,500. Table Il shows different per-pupil education costs. See
Appendix 111 for dataand explanation.

The above values must not Tablelll

bl A VERAGE PER PUPIL EXPENDITURES IN THE LAUSD
the cost savings in the AVERAGE PER-PUPIL EXPENDITURES IN THE LAUSD
absence of specid educa- Students with Disabilities (includes special education and $11,500

mainstream dlocation costs)

tion. Mot of the figures
presented above for stu-
dents with disabilities
compose both  specia- Nondisabled Students (excludes mainstreaming alocation and $4,000
education program costs specidl-education costs)

and a portion of regular-
education costs. Presum-
ably, if children were not
served by special-

Students with Disabilities (special-education program cogts only) $8,900

All Students $4,700

" This figure is a subset of the $11,500 figure and does not include all costs
of educating a student. It should not be interpreted to mean that a child

education programs, they educated in a special-education placement exclusively is less costly than one
would consume their full who is engaged in both special and regular education.

share of regular-education

costs.

Note aso that the mainstream allocation composes less than 23 percent of the total per-pupil costs
for students with disabilities. The mainstreaming allocation does not represent the cost of
mainstreaming. Services such as teacher retraining, persona aides, and specia curriculum which
may be necessary to mainstream a student with a disability into the regular classroom are accounted
for in the program cost of special education. The mainstream alocation smply represents the
amount of time and services a child with a disability consumes from the regular-school program,
depending on the portion of the day he or she spendsin regular classes.
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VI. WHAT DRIVESSPECIAL-EDUCATION COSTS?VI. WHAT
DRIVES SPECIAL-EDUCATION COST S?

Federa law requires that children with disabilities be provided with a “free appropriate public
education.” To fulfil this mandate, Cdifornias Master Plan created an elaborate service-delivery
system intended to provide quality services to students with disabilities. When the issue of cost-
control is raised, if it israised a al, many assume that changes to the service-ddivery system to
economize on costs would implicitly lead to a deterioration of service quality.

Such concerns are understandable, but not entirely justified. Eliminating waste, redundancy, and
excessive spending does not require the elimination of needed services. Moreover, to the extent that
specia-education cost-controls can hold the line on encroachment, and perhaps reduce it, school
administrators will be under less pressure to reconcile the financia requirements of some students at
the expense of others. The following paragraphs briefly describe some areas of specia-education
policy that drive the high costs of specia education. These policies should be revised to reduce the
growth in spending on specia education. It may be the case that both the state and federal-funding
formulas should be revised in their entirety, but such an examination is beyond the scope of this

policy study.
A. IPSU RequirementsA. IPSU Requirements

The funding process for special education ties state and federal revenues to procedura checkpoints,
not instructional quality. In other words, funding policy tends to put the emphasis on inputs to the
service-delivery model, not on outputs. Specia-education revenues, funded as units, come with short
strings attached. These dictate the settings that must be operated, the size and credentids of the staff,
and class-size limits, among other restrictions. When funding for new units is received, those units
must be operated. Recall that a “unit” refers to a specia-education teacher, and an aide if required,
associated with a classroom or caseload of special-education students. These requirements hold even
if the existing special-education programs are operating at a financial deficit. Rather than having the
flexibility to spend revenues as their local special-education needs would indicate, the IPSU
requirements may actually encourage more debt and more encroachment when unit revenues do not
cover unit costs.

Policy Recommendation: Deregulation. Grant education agencies flexibility in how they administer
funds for special education by distributing specia-education funding as a block grant. Block grants
would operate under the stipulation that they must be expended on students with disabilities or used
perhaps for prevention purposes, for example, providing assistance to “sow learners’ to preempt a
later identification as learning-disabled. By block granting special-education revenues, LEAs will be
able to better respond to the particular service needs of the students with disabilitiesin their schools.

There are a number of ways that a block grant could be designed. Care must be taken in its design
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not to create adverse unintended consegquences. A block-grant policy should incorporate al of the
following safeguards:

1) an accountability mechanism to control spending;

2) deterrents from falsely labeling students for funding purposes,

3) flexibility to enable schools to lower costs;

4) flexibility to serve studentsin need of special-education services; and
5) monitoring processes to ensure that funds are spent appropriately.

B. Staffing RequirementsB. Staffing Requirements

Strict policies concerning the use and qualifications of personnel to teach or assst students with
disabilities limit the flexibility of LEAS to manage education programs, respond to the needs of their
students, and allocate resources in an efficient manner. For example, regulations governing the use
of resource speciaists mandate the following:®

Case loads (not to be confused with class size) must not exceed 28
pupils, regardless of how much time a student spends per week with
the resource speciaist.

An instructional aide must be provided to 80 percent of al resource
specialists, regardless of the actual need.

A resource speciadist cannot simultaneously teach regular classes
while assigned to serve as a resource speciaist, even when his or her
timeisunder utilized.

Those assigned to teach in the RSP setting must hold a resource-
speciaist certificate of competence in addition to a regular teaching
credential. This creates an effective barrier-to-entry for genera-
education teachers whose teaching loads might otherwise allow them
to provide instruction, when appropriate, to students with disabilities.

Policy Recommendation: Deregulation. Allow LEAs more flexibility in administering special-
education programs by relaxing specia-education staffing, caseload, and certification requirements
where appropriate. Teaching competence should be the primary consideration in selecting educators,
not certification. To maximize utilization of staff time and encourage greater integration of special-
education and general-education programs, selected educators and aides should be alowed and
encouraged to teach in both settings when appropriate.”

C. Nonpublic SchoolsC. Nonpublic Schools
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Nonpublic schools are an important component of special-education placement options because they
can often provide services or controlled environments not otherwise available in the public schools.
Typical day-rates charged by a nonpublic school range from $80 to $120 per pupil. Charges for
additiona services, such as speech therapy or counseling may or may not be included in the day rate.
A child may attend the school for the full year (known as an extended-year program) or for only a
portion of the year. In 1991-92, the state of Cdifornia paid $132 million to nonpublic schools for
specia education.®® This sum does not include the costs incurred by the schools (equivalent to at
least 30 percent of NPS costs, beyond the revenue limit amount, when the placement is made by the
school district).

Figure V
Growth in Placement Settings
California
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Reason Foundation
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Figure V shows the growth of various placements over time. Most noticeable has been the increase
in NPS placements. Over the five-year-period beginning in 1987-88 through 1991-92, NPS
placements increased by 47 percent. Meanwhile, placements in all settings on average grew by 19
percent. Average per-pupil costs (to the state) for nonpublic schools have aso increased by nearly 13
percent after adjustment for inflation.®* (The cost increase may or may not be due in part to a shift in
decision making from education agencies, in which case the state reimburses at the 70-percent rate,
to noneducation agencies where the state reimburses 100 percent of the excess-tuition costs.)

1. Last Resort

The Education Code stipulates that nonpublic schools be the placement of last resort. Because of this
requirement, nonpublic schools typicaly receive the students that are the most difficult (and most
expensive) to educate. This has led to the perception that all nonpublic schools, by their very nature
as private entities, are more costly than equivalent-service operations in the public schools. This may
not be the case. Nonpublic schools may enjoy some competitive advantages over public schools in
economies of scale, less regulated employment policies, and exemption from some regulations (such
as the Field Act) which govern public schools. As such, they may be able to offer services at lower
costs than those typically provided by the public schools. Contracts with nonpublic schools or other
private-sector providers in the public-school environment may be more cost-effective, while
providing equivalent service quality, than operating similar special-education services in-house.

Policy Recommendation: Deregulation. Remove regulations which limit nonpublic schools as
placements of last resort subject to the following conditions:

1) the LEA must assume 100 percent of placement costs, with one
exception described in the paragraph below;

2) the placement must be at lower cost than the public-sector aternative
or provide better service quality at the same cost as the public-sector
placement; and

3) the placement must be consistent with the studentss |EP plan.

In cases where an NPS placement is truly a placement of last resort, and no lower cost alternatives
are available in the public sector which provide an “appropriate” education, then the LEA would till
be digible for reimbursement under the 70/30 policy. The purpose of deregulating placement
options is to broaden the supply of service providers for specia-education, while controlling costs
through competition. The LEA is made no worse off because the 70/30 policy still applies when an
NPS placement is the only placement that will serve a child's particular needs. The LEA might be
better off if it can contract out some services or placements, for which it is responsible for 100
percent of the cost, to the private sector at lower cost or for better service quality.
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2. NPS Cost Allocation

There are severa problems in the way NPS services are contracted which may contribute to higher
costs. Firgt, the entity that bears the most cost for nonpublic schools—the state—is furthest removed
from the contract-negotiating process. Generaly, negotiations take place between the LEA and the
nonpublic school. Although the LEA is responsible for some of the costs of NPS placements and
cannot obtain reimbursement until the end of the year, it may not have as great an incentive to
control costs because it is not primarily responsible for payment. This division of responsibilities
between the one party who negotiates and the other who pays can create perverse incentives, both
from the child's standpoint and the taxpayer's. For example, some LEAs may actualy have an
incentive to over-utilize NPS placements when having to choose between paying 100 percent of the
cost of an unfunded unit for SDC versus a 30 percent share of NPS costs. For the schooal, the costs
associated with the NPS placement (in which the state picks up the remaining 70 percent of costs,
less the deficiency factor) may be less than the cost of the SDC unit. However, the total cost burden
is much larger for the NPS placement when all sources of reimbursement are considered.*

There may aso be a human cost. Children placed in an SDC, which is separate but adjacent to the
regular classrooms, stand a better chance of being mainstreamed for part of the day than do their
counterparts placed in nonpublic schools, which use separate facilities. Since placement in the “least
restrictive environment” is one of the guiding tenants of IDEA, the funding mechanism for
nonpublic schools may actually thwart legidative intent.

Policy Recommendation: Procedural Reform. The state should remove financial incentives to place
students in a more costly setting by paying to the LEA the difference in costs incurred by the LEA
between the SDC placement and the LEA's share of the NPS-placement cost. Because the LEA is
made neither better nor worse off with the decision to place a student in an SDC or NPS, the
placement decision is not affected by financia incentives. Moreover, when students are placed into
the SDC, in lieu of the NPS placement under these circumstances, the state saves money.

3. Audits

A third potential problem arises from the fact that there are no state requirements for regular
financia audits. On-site performance audits are conducted by the state once every three years to
ingpect nonpublic schools for compliance with certification, hedth and safety, and other
requirements. LEAs may, at their own discretion, require financial or performance audits of the
NPS. However, many LEAs may choose to forgo the expense of an audit in the face of more
immediate demands. Financial and performance audits can help verify whether the quality of
services contracted for are actually delivered.

Policy Recommendation: Procedural Reform. Public schools must not abdicate their responsibility
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to ensure that students in NPS settings receive high-quality, cost-effective services. In large
metropolitan areas where there is likely to be a large variety of NPS providers, competition among
the schools will help control costs. For LEAs in more geographically dispersed areas, where
contracts between education agencies and NPS occur with less frequency, the education agency
must develop strong, comprehensive monitoring systems for both performance and cost. These
could include: contractor reports, inspections, forma complaint mechanisms, testing, and surveys of
parents.

D. Reasonableness StandardD. Reasonableness Standar d

While Congress never sufficiently defined the term “appropriate’ in “free appropriate public
education,” various court interpretations have shown that Congress never intended for IDEA to
foster unbounded spending on special education. The courts have demonstrated many times that cost
is one, though not the only, valid consideration in providing special-education and related services.
However, both IDEA and Californias Education Code lack an explicit and meaningful cost-control
provision. Court decisionsin recent years have made the foll owing assertions:

Because the Act (IDEA) requires the state to establish “priorities for providing afree
appropriate public education to all handicapped children,” we find that Congress
intended the states to balance the competing interests of economic necessity, on the
one hand, and the specia needs of a handicapped child, on the other, when making
education placement decisions. (Barnett vs. Fairfax County School Bd. 927 F. 2d
146, 154, 4th Cir. 1991, Cert. Denied 112 S. Ct. 214.)

Although we agree ... that the Board should not make placement decisions on the
basis of financial considerations alone, “appropriate,” does not mean the best
possible education that a school could provide if given access to unlimited funds.
(Barnett 927 F. 2d 146, 154.)

to require ... the furnishing of every specia service necessary to maximize each
handicapped child's potentia is... further than Congress intended to go. (Hendrick
Hudson Dist. Bd. of Educ. vs. Rowley, 458 U.S. 176 L Ed 2d 690, 102 S Ct 3034.)

The school district must balance the needs of each handicapped child against the
needs of other children in the district. If the cost of educating a handicapped child in
aregular classroom is so great that it would significantly impact upon the education
of other children in the didtrict, then education in a regular classroom is not
appropriate. (Greer vs. Rome City School Didtrict, 950 F.2d 688.)

Cost is a proper factor to consider since excessive spending on one handicapped
child deprives other handicapped children. Cost is no defense, however, if the school
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digtrict has failed to use its funds to provide a proper continuum of aternative
placements for handicapped children. (Roncker on Behalf of Roncker v. Walter, 700
F. 2d 1058, Cert. Denied in 464 U.S. 864, in 104 SC 196.)

Californias Education Code requires that cost must be considered in cases brought before a special-
education hearing officer, however such a provision does not in fact constitute a meaningful cost-
control measure. The code states:

In decisions relating to the placement of individuals with exceptional needs, the
person conducting the state hearing shall consider cost, in addition to all other factors
that are considered. (Education Code 56505.7(h))

Short of litigation or the hearing process, LEAS have little protection against unreasonable demands
(and costs) and little guidance as to what congtitutes an “appropriate” education. Many school
adminigtrators are reluctant to pursue court remedies even when they believe the outcome would be
in their favor because of the high cost of litigation both in terms of financial resources and goodwill.
“We would rather put $50,000 into the kids than into the pockets of an attorney,” said Bob Farran,
SEL PA Director for the Southwest region of Los Angeles County.*

The courts do not accept cost considerations alone as a defense against failing to provide appropriate
gpecial-education services to students with disabilities. However, as agencies responsible for
balancing the needs of al children against limited-financia resources, LEAS should be afforded
some protection against unreasonable demands for services or reimbursement.

Policy Recommendation: Procedural Reform. In State Education Code, codify language of court
decisionsinto a“reasonableness’ standard which states that LEASs may use cost as a defense against
“unreasonable’” demands, provided a continuum of appropriate-education options are available to
children with disabilities* Such a standard should avoid a fixed-dollar amount in favor of a more
comparative weighing of costs, benefits, and aternatives. Although a reasonableness provision will
not rule out court action, and the high cost of litigation, it will send a strong signa that LEAs do
have the protection of the courts from unreasonable demands.

Guiddines specifying to the extent possible what congtitutes an “appropriate public education”
should be included in the Master Plan, and approved by the U.S. Department of Education. The
guidelines should specify, with case examples, services or costs which exceed the intent of Congress
inits use of the term “appropriate.” Likewise, the guidelines could aso describe instances in which
children with disabilities have been under-served by public education. Clarifying the responsibilities
of the LEAs and where those responsibilities end may help reduce disputes, and attorney's fees, over
placement decisions, support services, and | EP implementation.
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VIlI. CONCLUSIONVII. CONCLUSION

The past decade has witnessed dramatic increases in special-education spending coupled with high
levels of deficit spending for special education. Y et despite the billions of dollars spent for specia
education, many students and parents of students with disabilities fedl they are under- served by the
public schools. While some schools do an outstanding job of serving students with disabilities,
others downplay specia education fearing a Pandoras box of costly programs, encroachment, and
litigation. Guidelines describing the responsbilities of schools, and the limits of those
responsibilities, could aleviate many of these concerns.

Additiondly, steps should be taken to reduce the inefficient use of resources within specia
education. Regulations that constrain the use of talented educators or promote inefficient alocation
of resources must be revised. Congtraints which limit the involvement of the private sector when
such involvement could reduce expenditures or improve service quality at no additional cost should
be eiminated. And audits should be conducted to ascertain that paid-for services are actudly
provided by the private sector.

The need for making specia-education policies operate more effectively and efficiently is
particularly pressing in light of the duel problems of increased spending growth for specia
education—often at the partial expense of general education—and state-budget constraints which
make additional state funding for specia education unlikely. Public-education revenues for al
programs are, and will aways be, a limited resource. The chalenge for administrators, educators,
communities, and policy makers is to alocate those resources in a way that meets the individual
needs of al children. Including students with disabilities means not just the sharing of educational
and social resources, but financia ones aswell.
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VIII. SUMMARY OF POLICY RECOMMENDATIONS VIII.
SUMMARY OF POLICY RECOMMENDATIONS

DEREGULATION

Block grant special-education funding.

Remove specia -education staffing and certification regulations beyond those that currently exist
for regular education.

Remove restrictions that relegate nonpublic schools to placements of last resort.

PROCEDURAL REFORM

Neutralize financial incentives for NPS placements.
Conduct performance and financial audits of private contractors for special education.

Implement a“reasonableness’ standard into the Education Code for special-education expendi-
tures.

Develop budgetary guidelines to show what constitutes an “appropriate” public education, and
what does not.
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APPENDIX IAPPENDIX |

1987-88 1988-89 1989-90 1990-91 199192

Revenues

LGFC $47,000,000 $44,700,000  $42,200,000 $ 40,600,000 $39,178,280

Revenues $261,300,000 $277,700,000  $285,200,000 $298,900,000 $321,848,357

Total $308,300,000  $322,400,000  $327,400,000 $339,500,000 $361,026,637
Expenditures

$436,200,000  $479,000,000  $505,200,000 $522,700,000 $515,373,493

Encroachment

Including LGFC $174,900,000 $201,300,000  $220,000,000 $223,800,000 $193,525,136

Excluding LGFC $127,900,000 $156,600,000  $177,800,000 $183,200,000 $154,346,856
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APPENDIX IIAPPENDIX I

L AUSD Per-Pupil Direct Ingtructional Expendituresfrom 1974 to 1992 in Constant 1992 Dollars

Direct-Instructional Expenditures
Year
Special Edu-| Growth | Growth | General Education [ Growth | Growth Since Total Growth | Growth | Special Education Ex-
cation Since 1974 Since 1980 Since 1974 1980 Since Since | penditures as Percent-
1980 1974 age of Total
74-75( $87,800,000, 0% N/A $1,126,100,000] 0% N/A|  $1,214,000,000 N/A 0% 7%
75-76| $80,800,000 -8% N/A $1,113,000,000 -1% N/A $1,193,700,000 N/A -2% 7%)
76-77($101,700,000, 16%)| N/A $1,131,100,000 0% N/A|  $1,232,800,000] N/A 29%) 8%
77-78( $115,700,000, 329% N/A $1,148,500,000 2% N/A|  $1,264,200,000] N/A 4% 9%
78-79| $121,400,000 38% N/A $1,092,000,000 -3%) N/A|  $1,213,600,000] N/A 0% 10%|
79-80( $123,700,000, 41% N/A $1,011,500,000 -10% N/A $1,135,200,000 N/A -6% 11%)
80-81( $138,300,000, 58% 0% $953,600,000 -15%| 0%|  $1,091,900,000] 0% -10% 13%)
81-82| $175,500,000 100% 27% $967,100,000 -14% 1%|  $1,142,600,000 5% -6% 15%)
82-83( $179,500,000, 104%)| 30% $970,500,000 -14% 2%|  $1,150,000,000] 5% -5%| 16%
83-84| $189,700,000 116%) 37% $1,045,400,000 -T% 10%) $1,235,200,000 13%) 2%) 15%)
84-85( $203,300,000, 132% 47% $1,146,000,000 2% 20%)|  $1,349,200,000 24% 11%) 15%
85-86( $225,200,000, 156% 63%) $1,217,000,000 8% 28%|  $1,442,100,000 32% 19%) 16%
86-87| N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A
87-88| $262,100,000 199%) 90%) $1,331,600,000 18%) 40% $1,593,700,000 46% 31% 16%
88-89| $278,300,000, 217%) 101%| $1,371,400,000 22%) 44%|  $1,649,700,000) 51% 36% 17%
89-90( $315,900,000, 260%) 128% $1,472,300,000 31%| 54%|  $1,788,200,000 64% 47%) 18%
90-91( $337,300,000, 284%) 144% $1,502,700,000] 33% 58%|  $1,840,000,000 69% 52% 18%)
91-92 $341,182,020, 289%) 147%) $1,393,612,945| 24% 46% $1,734,794,965| 59% 43% 20%)
Enrollment Direct-Instructional Expenditures Per Student
Year
Special General Total Special Education | Growth |General Education| Growth Total Growth

Education Education Since 1980 Since 1980 Since 1980

74-75) N/A N/A 607,206 N/A N/A N/A N/A N/A N/A

75-76 N/A N/A 608,998 N/A N/A N/A N/A N/A N/A

76-77| N/A N/A 601,429 N/A N/A N/A N/A N/A N/A

T7-78] N/A N/A 583,860 N/A N/A N/A N/A N/A N/A

78-79 N/A N/A 555,768 N/A N/A N/A N/A N/A N/A

79-80 N/A N/A 545,871 N/A N/A N/A N/A N/A N/A

80-81] N/A N/A 526,768 N/A N/A N/A N/A N/A N/A
81-82 44,079 496,824 540,903 $3,982 0% $1,946 0%) $2,112, 0%
82-83 46,077, 501,829 547,906 $3,896 -2% $1,934 -1% $2,099 -1%
83-84 47,481 507,633 555,114 $3,996 0% $2,059 6% $2,225 5%
84-85| 48,717 514,076 562,793 $4,172 5% $2,229 15% $2,397| 13%)
85-86 49,927 527,998 577,925 $4,510 13% $2,305] 18%) $2,495, 18%)
86-87| 50,628 538,471 589,099 N/A N/A N/A N/A N/A N/A
87-88 50,077, 539,234 589,311 $5,234 31%)| $2,470 27%) $2,704 28%|
88-89 52,150 540,731 592,881 $5,336 34%) $2,536) 30% $2,782 32%
89-90 53,796 555,950 609,746 $5,873 47% $2,648 36% $2,933, 39%
90-91 56,202, 568,884 625,086 $6,002 51%)| $2,641 36% $2,944 39%)
91-92 58,450 578,514 636,964 $5,837 47% $2,409 24%) $2,724 29%)|

All figures adjusted for inflation (to 1992 dollars) using CPI-U annual average datafor Los Angeles, Anaheim, Riverside, Bureau of Labor Statistics, and rounded.

SOURCE: J-380 documents for 1987—1992 (sum-adjusted direct costs); Controller's Annual Report 1974-1985. Enrollment figures for specia education from 1984-85
through 1992 from California Department of Education, Special Education Pupil Count. All previous years special-education data from LAUSD CSAC report. April
special-education counts except years 1981-82 and 1982—83 counted in December. Differences between state and district pupil counts may create slight distortions in
computed growth rates. Total enrollment figures from CBEDs, California Department of Education, 1980-81. Prior years data from LAUSD, budget services and
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financial planning division.

30



Reason Foundation Special Education

APPENDIX WIAPPENDIX Il

1. LAUSD SPECIAL-EDUCATION ENROLLMENT BY PERCENTAGE OF DAY
MAINSTREAMED FOR RSP, DIS, AND SDC PLACEMENTS (1991-92)
Range Enrollment Estimated Allocation Mainstreamed FTE
0-39% 6,951 10% 695
40-79% 17,625 70% 12,338
80-99% 28,057 90% 25,251
38,284
2. ENROLLMENT (1991-92) |
Tota: 636,964 Special Ed.: 58,450 Mainstreamed FTE: 38,284 General Ed.: 616,798
|3. EXPENDITURES |
Specia Education Instruction:  General Education: Other School Expenditures: Total: $3,014,647,317
$521,918,348 $2,102,973,483 $389,755,486
4. CALCULATIONS |

General Education Exp./Pupil
($2,102, 973,483 + $389,755,586) / 616,798 = $4,041

Genera Education Exp. for Mainstreamed FTE Specia Ed. Students
$4,041 X 38,284 = $154,705,644

Tota Exp. for Students with Disabilities
$521,918,348 + $154,705,644 = $676,623,992

5. AVERAGE PER-PUPIL EXPENDITURES

Student with Disabilities
$676,623,992 / 58,450 = $11,576

Nondisabled Students
($3,014,647,317 - $676,623,992) / (636,964 - 58,450) = $4,041

All Students
$3,014,647,317 / 636,964 = $4,733

" Includes mainstreamed FTE

" Includes special-education discretionary grant reported on J-380.

All figuresin 1992 dollars based on CPI-U for Los Angeles Bureau of Labor Statistics

SOURCES: LAUSD J-380 report for 1991-1992; special-education pupil count, R-30 SE 12-93, LAUSD; CBEDs,
California Department of Education.
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NOTESTO APPENDIX I11

To compute the actual-average cost of educating a child with a disability, including special
education and general education, determine the average portion of the day that a child receiving
specia-education services spends in the regular classsoom. This is referred to here as the
mainstream-allocation rate. Applying this rate to the number of students who receive specia
education, adjusted for the number of students who are not mainstreamed for any part of the day
results in an approximate student FTE figure representing the number of students with disabilities
who spend the total school day in regular classrooms. This figure multiplied by the average per-pupil
cost of nondisabled students, yields the mainstream allocation. Summing the mainstream allocation
with the specia-education program cost and then dividing by total special-education enrollment
results in a more accurate approximation of the average per-pupil cost of educating students with
disabilities.

Two key assumptions have been made in the computation of the $11,500 figure. The first is the
estimated-allocation factors of 10 percent, 70 percent and 90 percent which attempt to approximate
the average amount of mainstreaming for a child classified within the ranges reported by the
LAUSD.* The second assumption is that children who are mainstreamed consume generd
education services in direct proportion to the amount of time they spend in the regular classroom.
Some children may consume more, demanding more of a regular-classroom teacher's time, for
example. Some children may consume less, declining to participate in after-school athletics, for
example, or relying on an aide for assistance in lieu of the teacher while mainstreamed. Likewise,
some nondisabled children in regular education consume more than “their share” of resources while
others consume less. Finaly, one caveat: averages draw from arange of values and condense them
into one number. For this reason they are useful. Y et averages often fail to convey the whole story.
Every child is unique; every IEP is unique. The cost of educating a child with a disability varies
dramatically from one child to the next. The averages computed here do not necessarily reflect the
costs associated with any one particular placement setting or disability type.

ABOUT THE AUTHORABOUT THE AUTHOR
Janet R. Bedles is a policy andyst for the Education Studies Center at the Reason Foundation.
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manager with the National Chamber Foundation, the research effiliate of the U.S. Chamber of
Commerce, in Washington, D.C.
ACKNOWLEDGEMENTACKNOWLEDGEMENT

The author would like to thank Raymond Ng for his production support.

32



Reason Foundation Special Education

10.

11.

12.

13.

ENDNOTESENDNOTES
The school digtrict pays 30 percent of the tuition cost; the state pays the balance. Of the
$4,000 monthly amount, $468 was paid by the Regiona Center for parent training, a private
agency funded by the state.

California Specia Education Hearing Office, Case No. SN 404-89H, decided June 18, 1990.
Cdlifornia Special Education Hearing Office, Case No. SN 488-89H, decided March 2, 1990.

Interview with Dr. Phillip T. Calison, Consultant for Divison of Special Education,
LAUSD. Former Assistant Superintendent of Special Education, LAUSD. March 24, 1993.

Served under IDEA, Part B and Chapter | of ESEA (SOP), U.S. Department of Education,
Office of Specia Education Programs, Data Analysis Unit.

Case number SN 1781-92, Cdifornia Specia Education Hearing Office. Lompoc Unified
School District, defendant.

Correspondence with Bob Farran, SELPA Director, Southwest SELPA, Hawthorne, CA,
May 5, 1993.

California Department of Education, Education Finance Division, computed from J-380 and
J50 formsfor LAUSD, 1991-92.

U.S. Department of Education, Office of Specia Education Programs, Data Anayss
System. In 1991, California served 8.64 percent of its school-aged population under Chapter
1 of ESEA and IDEA, the primary federal education act for children with disabilities. The
proportion of students identified as having a disability varies dramatically from state to state.
In 1991, Massachusetts provided special-education servicesto 16.6 percent of its population.
By contrast, Hawaii identified just 6.96 percent of its K-12 students for specia education.
Nationwide, 10.57 percent of all students on average are served under Chapter 1 of ESEA
and IDEA.

Fourteenth Annual Report to Congress on the Implementation of The Individuals with
Disabilities Education Act, U.S. Department of Education, 1992, p. 15.

California Education Code, Section 56337.

“A Logicad and Empiricdl Analysis of Current Practice in Classfying Students as
Handicapped,” James Y sseldyke, et. a., Exceptional Children, October 1983, p. 164.

Cdlifornia Department of Education, Specia Education Division, Specia Education
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14.

15.

16.

17.

18.

19.

20.

21.

22.

23.

Enrollment, December 1, 1991.

Services for infants under PL 94-457(H) will be expanded as of October 1, 1993 if SB 1085
is passed. To date there has been little opposition to the proposed legidation.

California Education Code, Section 56365 (a).

“Troubled Kids, Troubled Cure,” a specia report by the San Francisco Examiner, February
21, 1993, reports that California placed approximately 130 children with disabilities,
including those with serious emotional disturbances, in out-of-state residentia programs
where locked facilities are permitted at an estimated cost to California of nearly $7 million in
1990-91.

In the base-year of 1979-80, all school districts or other education agencies were required to
report the operation costs of various specia-education services (i.e. teacherss saaries,
equipment costs, etc.) and the amount paid out of the district's general fund for special-
education programs. Some districts overestimated these costs, others underestimated.
Regardless of the accuracy of the self-reported figures in the base-year, these figures,
coupled with enrollment information, are the single most important determinant in state
funding for specia education. The base-year also determines the district's Local Genera
Fund Contribution (LGFC). The LGFC, aso referred to by many administrators as mandated
encroachment, equals the amount (in current 1979-80 dollars) that a school district spent for
gpecia education from the district's unrestricted general fund in the base year.

Interoffice correspondence, March 31, 1992, From Phillip T. Cadlison, Assstant
Superintendent, Divison of Specia Education, LAUSD, to William R. Anton,
Superintendent, LAUSD.

Form J50, 199192 Annua Apportionment for Specia Education, LAUSD, certified
February 1993 by the California Department of Education, Education Finance Division.

Paul Goldfinger, Revenues and Limits: A Guide to School Finance in California, 1991
Edition, School Services of California, Inc., Sacramento, Cdif., p. 128.

Telephone interview with Paul Goldfinger, Vice President, School Services of California,
Inc., Sacramento, Calif.

J-380 Report for fiscal year 1991-92, statewide.

California Department of Education, Specia Education Division, Special-Education Pupil
Count, December 1, 1991.



Reason Foundation Special Education

24.

25.

26.

21.

28.

29.

30.
31

32.

33.

35.

Department of Education, Office of Specia Education Programs, Data Anaysis Unit, data
from 1990-91.

See Appendix Il for data.

LAUSD totd program expenditures in 1991-92: $3,014,647,317. Direct-instructional
program charges: $1,734,794,965.

From the J-380 report for 1991-92, LAUSD expenditures for specia education instruction,
for children ages 0-22, totaled $521,918,348 including the specid education discretionary
grant. Enrollment of children ages 0-22, totaled 58,450 for the same year. Compute:
$521,918,348/58,450 = $8,929.

Cadlifornia Education Code, Section 56362.

The School-Based Programs Coordination Act (AB 777) allows participating schools to
serve students not identified as having a disability with RSP and DIS services provided
certain other conditions are met. California Education Code, Section 52860.

California Department of Education, Education Finance Division.
California Department of Education, Education Finance Division.

This point is made in part in two reports: Paul Goldfinger, Revenues and Limits, 1991
Edition, p. 129-130 and Special Education Programs and Services. Review, Analysis and
Recommendations, San Ramon Valley Unified School Didtrict, 1993, p. B-1.

Telephone interview with Bob Farran, SELPA Director, Southwest SELPA, Hawthorne,
Calif., February 22, 1993.

What may be an unreasonable demand for one child may be considered essential for another
child depending on the nature of the disabilities. Clearly, SELPAs must use judgement and
weigh each case separately in determining what constitutes a reasonable service.

Ranges measuring percentage of time mainstreamed from LAUSD SELPA report, “ Specia
Education Pupil Count, December 1, 1991,” Form R-30, Cdlifornia Department of
Education.
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