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(Abstract)

Providing services to handicapped children is
more expensive than educating nonhandicapped
children. Previous studies have estimated the cost of
special education to be approximately twice that of
regular education., However, these studies have
produced a number of problems in providing accurate
cost data including a lack of data at the local level
to make meaningful determinations, difficulties in
treating shared and indirect costs, problems in making
cost comparisons across districts, and variances in
the cost of resources over time.

This study evaluated the Larson (1985) model, a
new me thodology for calculating special education
program costs, by comparing it to the Rossmiller

(1970) model, a widely used method for calculating



special education program costs. Judgments were made
by comparing the efficiency and effectiveness of each
model to the other. Efficiency was appraised byv
comparing input and process considerations in
computing special education program costs in a select
school district in Virginia. Effectiveness was
appraised by comparing each model’s ability to produce
comprehensive and accurate special education program
costs from the sample school district.

Findings indicated thqt the Larson model had
several advantages over the Rossmiller model. First,
the Larson mode 1 was more efficient as less
information from the regular budget was needed to
complete indirect cost calculations. Second, the
Larson model was more efficient in dealing with shared
coste as they could be prorated through the use of a
multiplier. Third, the Larson model was considered
more accurate in its treatment of related services
costs.

However, several qualifications needed to be made
in Jjudging the Larson model as a better product over
the Rossmiller model. Conducting a cost determination

was a lengthy process no matter which model was used



and is more dependent upon the availability of data in
a school district than the model used. Also, both
models tended to produce similar cost figures when

related services costs were taken into account.
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CHAPTER 1

INTRODUCTION

The rights of the handicapped to a public
education have been affirmed by both legislation and
titigation. Two precedent setting cases involving the

handicapped have been PARC v. Pennsylvania (1972) and

Mills v. the Board of Education <(¢1972). In PARC a

consent agreement was made between the Association and
the Commonweal th of Pennsylvania to identify and
evaluate all retarded children and subsequently to
provide publicly supported education programs for all
retarded children between the ages of 6 and 21
inclusive, The Mills case extended this right of an

education to all handicapped children. The Mills court

ruled that failure to provide exceptional children with
a free and suitable publicly supported education could
not be excused by a claim of insufficient public
funds. Thus, as a result of court action, not only
were handicapped children required to be placed in
public schools; but public échools also were obligated .
to finance the costs of educating these handicapped

children. More recent cases (e.g., Georgia Association

of Retarded Citizens v. McDaniel (1983) and Roncker v.



Walters (f983)) have amplified the cost issue spoken to
in Mills.

Legisliative action also assured the right of
handicapped children to a public education. The
passage of the Education Amendments of 1974 (P.L. 93-
380> and the Education for All Handicapped Children
Act of 1975 (P.L. 94-142) by the United States Congress
marked significant events toward guaranteeing certain
civil rights to handicapped children. One purpose of
P.L. 94-142 was to ensure that handicapped children
would be provided with "a free, appropriate education"
at public expense to meet their unique, individual
needs (20 U.S.C. 1401)>. The Act is a comprehensive
document dealing with many issues related to the
education of handicapped children, including finance.
Another purpose of the Act was to assist the states in
financing the cost of providing educational services to
handicapped children (20 U.S.C. 1401). Certain fiscal
arrangements and financial policies are specified
throughout the Act. One requirement is that Federal
money allocated to states under the Act is intended to
be used used for the ‘"excess cost" of educating

handicapped children (20 U.S.C, 1401¢20)). The total



amount of money allocated to states from the federal
government has risen from $252 million in fiscal year
1977 to $1.07 billion in fiscal year 1984 (Seventh
Annual Report to Congress, 1985). Due to the increased
support of the Federal government for special education
this amounts to a growth in the average share per child
from $72 to $251. Although in absoclute terms this
trend is impressive, it should be noted that the
Federal government provides only a small portion, about
eight percent, of the excess cost of providing services
to handicapped children <(Annual Evaluation Report,
1983 . The remaining costs are shared by state and
local governments.

Kakalik (1978 stated, "The most imperative
special education issue today is finance and the
insufficiency of funds to implement court ordered and
legislatively mandated special education services".
Educating handicapped students is an expensive venture
which requires more money than that needed to educate
the "regular"™ student. Unequal amounts of money need
to be spent to ensure equal opportunities and
protection under the 1law for handicapped students

(Har tman & Haber, 1981). However, placing an exact



figure on the cost is extremely difficult. Vasa and
Wendel (1982) report in a survey of 375 school
districts conducted through the National School Boards
Association that the total costs for more than three
out of four school districts ranged from 1,500 to
$4,000 per pupil. Hartman (1979) provided a "most
likely" estimate of the total cost of special education
and related services for the 1980-81 school year at
$7.926 billion. However, high and low estimates were
calculated for the same school year by increasing and
decreasing estimated handicapped pupil incidence rates,
handicapped pupils per unit of instruction, and school-
aged population. The high estimate was calculated to
be $20.488 biltion, while the low estimate was
calculated to be $3.8% billion.

Four central issues to the financing of special
education have been the 1level of <funding, funding
formulas, programing, and the determination of costs
{(Bernstein et al., 1976 . Al though accurate
information regarding the costs of special education is
needed, there is a lack of accurate means available to
make this determination. Information about the cost of

special education is needed to determine the levels of



financing required to provide an appropriate education

for handicapped children. Accurate cost information
would facilitate setting policies on service
requirements and related matters by enhancing

understanding of the costs of different types of
services and educational placements, and allow
adjustment of state and federal special education
finance formulas to match local need and reduce fiscal
incentives <for inappropriate classification (Kakalik et
al., 1981),

Systems of cost accounting need to be developed
which will allow the analysis of special education
expendi tures so that varying costs of programs can be
viewed in clear and consistent terms. Knowledge of
individual program costs is necessary for planners and
policymakers who makKe resource allocation decisions and
projection of funding requirements. Accurate
information on the «cost of special education would
improve policymakers’ ability to make informed choices
on the allocation of resources and also meet legal
reporting requirements established by the federal
government.

A number of studies have attempted to describe the

costs of educating handicapped children. One of the



first cost studies was conducted by Rossmiller, Hale, &
Frohreich (1970). In this study cost data were
collected in twenty—four "exemplary" special education
programse in five states. "Exemplary" programs were
selected by authorities in the field of exceptional
children education as providing high quality programs
to handicapped students. Cost data were collected by
program, Expenditures were calculated by management,
instruction, instructional support, institutional
operations, services, and transportation.

The Rossmiller Model (19270) is a classic in the
field as most studies proceeding it have adopted this
model for determining special education costs (e.g,
National Educational Finance Project, 1973(Florida);
1973(Delaware); 1973(Kentucky); 1973(South Dakota)>.
Marriner (1977 in calculating the cost of special
education programs in New York City concluded, ". . .
the projections based on the Rossmiller indices are an
indicator, however flawed, of an adequate cost for a
special education program (p. 97)".

An alternate procedure of note was a recent study
conducted by Kakalik et al. <(1981) for the Rand

Corporation. The Kakalik procedures, however, were



very complex requiring the use of an expert in cost
accounting to perform the functions necessary to obtain
an accurate analysis. A major problem in using the
procedure was that a significant number of estimations
needed to be made. In addition, the study has never
been replicated. Both Rossmiller and Kakalik
estimated the cost of special education to be
approximately twice the cost of regular education.

Al though previous studies have shed some light on
determining the costs of special education, the results
are far from illuminating due to problems which have
been inherent in analyzing special education financial
data. In many cases reliable cost data simply were not
available (Kakalik, 1979). Findings in previous cost
determination studies have often been problematic
because: 1)costs of educating the handicapped can vary
greatly by category of handicapping condition, by age
of the student, and by the severity of the handicap;
2)estimates of actual costs are often necessary because
the type of service each handicapped child receives is
not obtainable; 3)special education costs are often
commingled with regular education costs; 4) aggregate

figures, if available, often do not include indirect



charges or lack apparent specificity to permit informed
decisions; and S)costs wvary qreatly from district to
district and from state to state due to the differing
costs of resources.

A mode)l was recently developed by Larson ¢(1985)
for determining the cost of special education to
handicapped students. The Larson Model, called the
Larson Framework for Descriptive and Comparative Cost
Analysis of Public and Nonpublic Special Education
Programs, is composed of five different cost
components: discrete costs, transportation costs,
overhead costs, fixed assets costs, and related
services costs. Each component ies divided into
specific cost centers.

The Larson Model appears to have several
advantages over other procedures, specifically the
Rossmiller model, used in previous studies to calculate
special education costs. First, costs under the Larson
Model are calculated by category of the handicapping
condition and severity of the handicap. One criticism
of the Rossmiller Model has been that it does not take
into account the type of environment (for example,

resource or self-contained) in which handicapped



children may be served. Second, The Larson Model is a
fine—grain analysis which should yield more accurate
cost data as less estimation is needed. For example,
direct costs associated with each personnel position
are calculated under the Larson Model, whereas averages
or more prorated costs may be used under Rossmiller.
Third, The Larson Mode 1 appears to be more
comprehensive in including commingled and indirect
costs into determining the total costs for special
education. For example, under the Rossmiller procedure
capital ocoutlay and debt service are not directly
figured into special education costs. Fixed assets are
included as a cost component in the Larson Model.

The Larson Model was developed through a research
and development process. In order to design the
product the developer tested the model in a limited
number of sites and under limited circumstances. The
model was actually tested in six sets of LEAs and
private schools using one particular handicapping
condition and environment in each set.

A major limitation of the Larson Model is that the
product has not been adequately evaluated and

validated. No attempt has been made to examine the use
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of the Larson Model for determing the entire cost of
special education programs across all handicapping
conditions and environments. In addition, the
superiority of the product may be questioned until its
efficiency and effectiveness are compared to other
significant cost determination me thods, namely

Rossmiller.

tatement of Purpose

The purpose of this study was to determine the
efficiency and effectiveness in establishing the costs
of special education programs in a select Virginia
school district by comparing the Larson Model to the
Rossmiller Model. Efficiency in this study was defined
as a comparison of the inputs and process costs in time
and energy involved in computing special education
costs between the two studies. Effectiveness was
defined in this study as the ability to produce the
desired outcome, namely comprehensive and accurate cost
data. The research questions to be considered were:

1. How do the Rossmiller and Larson Models compare
in efficiency?

2. How do the Rossmiller and Larson Models compare

in effectiveness?
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Limitations of the Study

This study was limited to expenditure data
provided by the sample school district. It did not
attempt to establish the accuracy of the expendi ture
data. Norfolk Pupil Schools was selected for
evaluation because of the availablity of centralized
expenditure data collection procedures in order to help
by-pass the problem of having readily available data to
calculate costs. This was important in order to assess
the models and not the problems associated with poor
expenditure collection procedures. The usefulness of
the Larson and Rossmiller Models may be less feasible
for other school districts which do not track
expendi tures through a centralized computer cost
accounting system.

A certain number of costs may need to be estimated
in order to make a cost determination. This type of
informatioﬁ was Kept in order to evaluate the
effectiveness of each model . However, the more
estimations each procedur; used, the less accurate the
"actual" costs of special education were considered to

be .
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Definition of Terms

Cost accounting--A business term describing a process

used to evaluate the operating costs of an organization
for external reporting and internal planning of ongoing
operations,

Cost Index--The ratio of average per pupil expenditures
for children in special education <(or a particular
program)> to the average per pupil expenditures for
children in a basic regular education program.

Developmentally Delaved--A term used in Virginia to

denote a noncategorical placement for preschool
handicapped children from ages 2 to S5 years.

Effectiveness—-Producing the desired outcome, namely

comprehensive and accurate cost data.
Efficiency--The time and energy involved in computing
special education costs.

Environment--Refers to the intensity of service

required by a child receiving special eduation (i.e.,
itinerant, resource, self-contained, and separate
school).

Excess costs-— The costs for special education that are
over and above the normal costs of educating

nonhandicapped children.
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Handicapped children--Means children who are mentally

retarded, hard of hearing, deaf, speech impaired,
visually handicapped, seriously emotionally disturbed,
orthopedically impaired, other health impaired, deaf-
btind, multi-handicapped, or who have specific learning
disabilities and who, because of those impairments,
need special education and related services (34 C.F.R.
300.5>.

Handicapping Condition--The disability associated with

a handicapped child requiring special education.

Related services——-Means transportation and such
developmental, corrective, and other supportive

services as are required to assist a handicapped child
to benefit from special education. . . (34 C.F.R.

300.13C¢a)>.

Special education--Means specially designed
instruction, at no cost to the parent, to meet the
unique needs of a handicapped child, including
classroom instruction, instruction in physical
education, home instruction, and instruction in

hospitals and institutions (34 C.F.R. 300.14 (aX{(1)),



CHAPTER 11

REVIEW OF RELATED LITERATURE

History and Development of Special Education Finance

Special education has changed dramatically over
the years, especially since the passage of P.L. 94-142
in 1975. Developments in methods of financing special
education have lagged behind changes in instructional
programs (McLure, 1975). The financing of special
education has evolved along with the programs and
services used to treat handicapped children. MclLure
(1975 identifies three distinct periods in the
development of special education: pre-1950, 1950-70,
and 1970-2000.

Early programs around the turn of the century were
predominantly for the severely handicapped in need of
24-hour care. The introduction of special education in
public schools also tended to be for the most severely
handicapped pupils. It was the practice of the time to
keep these individuals isolated from the rest of the
communi ty. Under permissive legislation prior to P.L.
?4-142 most states established the practice of

earmarking special appropriations to assist local

14
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school districts in providing for the extra costs
entailed in operating programs for the handicapped.
These funds were essentially "add-on" aids in
recognition of the extra costs that might impose
hardships on districts. The earliest forms of funding
consisted of three sources: regqular state funds based
on counting each special pupil along with others, a
flat dollar amount of state aid for a portion of the
salary of the special education teacher, and the
remainder from local district taxes. State aid was a
supplement to help districts, and an incentive to
establish special programs.

The middle era saw much development and expansion
in professional Knowledge and skill to attend to
individual pupil needs. The early concept of one
teacher for one group gave way to a variety of
instructional strategies backed up by a broad range of
services. Students became less isclated and mildly
handicapped students were provided with supplementary
instruction. This stage was a growth of state
responsibility as seen in mandated programs and
administrative structures. Additional state aid became

available for other program components, such as partial
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costs of transportation and allowances for support
services like social workers, psychologists, and
administrators.

The structure since 1970 is emerging as a
structure which can be totally adaptive to the
individual needs of all handicapped students. The
purpose of special education is to meet tﬁe goal of
providing a full appropriate public education to the
handicapped. Evidence of these trends can be seen in
new stimulative federal grants for special groups,
state legislation, court decisions on individual
rights, and the rise of public concern for equal
educational opportunities. Funds for special education
have increased with state government taking on an
increased burden of the costs. Up to 1975 and
probably since then changes throughout the years have
tended to be incremental, expanding bit by bit as
future needs were identified. The measurement of
essential resources to accommodate programs to meet
pupil needs has grown by trial and error. The
resulting structure in many states has turned into a
process produced more out of a remnant of history than

a product of planning and reason. However, each state
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has developed at their own pace and in their own way so
that the picture is not clear as to how states are
developing in general.

Syetems of finance for special education are
derived +from identifying student needs and the costs of
supplying a program related to the identified needs.
Programatic decisions, choices relating to students
served and programs, and services provided to them
determine special education costs (Hartman, 1980).

One important assumption of special education is
that educating the handicapped is more expensive than
educating regular students. Additional costs are
evident for handicapped students for a number of
reasons: additional services for mildly handicapped
students placed in regular education classrooms;
special classes for handicapped students with smaller
class sizes; related and support services; multiple
special education services for some students;
identification, assessment and educational planning
requirements; other mandated procedures, such as due
process; additional staff support and training; and a

greater age span of students served (Hartman, 1980).
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Sources of Revenue

Funds to educate handicapped children are derived
from a wvariety of sources. The basic purpose of these
sources is to provide the economic resources to back up
the assessed individual needs and excess costs of
educating handicapped children (Marinelli, 1975).
Sufficient economic resources need to be allocated to
deliverers of services to purchase adequate and
appropriate human and material resources. These
resources must be effectively combined to produce
efficient delivery systems, programs, and services to
ensure that the needs and rights of the handicapped are

met as well as to fulfill legal and statutory mandates.

Special education tends to be a state
responsibility depending upon individual state
constitutions. However, in each instance the local

educational agency is the provider of services with the
state supervising and regulating the local prerogative
to educate students within the 1local boundaries.
Financial systems tend to be unique within each state
and within each local agency. Each local system tends
to be different in regard to the amount of money it

spends, the distribution of funds, the needs of its
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handicapped students, and the type of programs it
offers. The arrangement of financing special education
is a marriage of federal, state, and local revenues
producing a package that is not necessarily the same
from one place to another.

One purpose of P.L. 24-142 was to provide monetary
assistance to the states for educating handicapped
children (20 U.S.C. 1401). As has been noted, not only
did the federal government set down specific rights for
handicapped children and corresponding regulations; but
it authorized grants to be paid directly to states to
help offset the costs incurred in providing special
education and related services to handicapped
children. Appropriated funds have increased
dramatically to over one billion dollars for the 1983-
84 school year. Al though this figure represents a
large amount of money, the federal share of paying for
excess costs has remained at approximately eight
percent of the total cost of special education (Annual
Evaluation Report, 1983). There may be some variation
in this figure because the "true" costs of special
education can only be estimated. Kakalik (1978) and

National School Boards Association (NSBA, 1979) report
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the federal share at 14% or 10X to 11%, respectively.
P.L. 94-142 establishes a payment formula based upon a
gradually escalating percentage of the national average
expendi ture per school children (20 u.s.c.
1411¢ad¢1y)., As of 1982 the Act calls for the federal
reimbursement to be at the 40X level. Clearly, this
goal has not been met as Congress has failed to
appropriate the amount of money required to meet the
4074 goal; thus, placing a heavier burden on state and
local governments to pay for services which the federal
government has mandated. 1In practice states have also
tended to pass the responsibility of funding special
education on down to the 1ocal government often
resulting in a financial vacuum.

The National School Boards Association (1979
conducted a survey of its members regarding the cost of
special education to the 1local district. Financial
information from the respondents showed a striking rise
in special education budgets at approximately twice the
rate of the school districts’ operating and
instructional budgets. Special education budgets grew
from approximately 10.1% of the instructional budget in

1976-77 to 11.54 of the instructional budget in 1978-
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79. Vasa and Wendel (1982) report a similar finding
estimating school district budgets rising twice as fast
for special education (14X yearly) as compared to
instructional budgets (74 to 8% yearly),

The primary source of revenue for special
education has remained the state government. In
funding the cost of special education the federal share
has remained at a relatively low level. The NSBA
(1979) estimated the ratio between state and federal
aid at about five or six to one. Vasa and Wendel
(1982) report more than 384 of the districts sampled in
their survey received 51X or more of their special
education funding from the state. In contrast, local
sources provided S52.87% of the districts with less than
one—fourth of their funds for special education.
Kakalik (1978) estimated the state share at 5S4, the
local share at 31%, and federal <chare at 14% for
financing the costs of special education. These data
would seem to clearly point to the state as being the
primary funding source for special education with local
districts and the federal government falling a distant
secopd and third. However, it should be noted that to

the extent state and federal revenues fall short of
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funding the addi tional costs of educating the
handicapped, 1local funds are usually required to make

up the difference.

State Funding Formulas

In addition to <flow-through monies from P.L. 94-
142 state governments are responsible for transferring
state funds to local school districts for special
education. This is accomplished through each state‘s
funding formula which is the method for distributing
funds for payment of special education costs. Many
differences can be seen between states which make cost
comparisons difficult. These differences include:
i1d>different funding formulae; 2)various purposes for
which cost data are <collected, such as providing
reimbursements to districts, auditing, and reporting;
and 3) differing state definitions and interpretations
of special education and related services (Sixth Annual
Report to Congress, 1984).

Any particular state’s funding formula becomes the
mechanism by which funds are transferred from a higher
governmental agency to the local district. The choice

of one particular formula over another becomes
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important for the incentives and disincentives it may
create for school districts in providing adequate
programs to exceptional children. Thomas (1975

described six different funding formulas which are
practiced by states for distributing funds for special
education. These six are:

1. Unit. A fixed amount of money is provided for
each unit of instruction, administration, or
transportation. The funding is the cost <(or
percentage) of resources necessary to operate a
unit. For example, 10,000 may be provided for a
classroom consisting of eight EMR students.

2. Personnel. Funding is provided for all or a
portion of the salaries of personnel necessary to
run a program. It is similar to the unit formula
except it is limited to personnel costs.

3. Weight. Funding is provided on a per pupil
basis. Each handicapped child receives monies
based wupon an amount equal to the regular per
pupil reimbursement times a factor (weight) which
usually varies by handicap.

4. Straight sum. A fixed amount is allotted for
each handicapped child. The amount may wvary
according to handicap.

3. Percentage. A percentage of the approved costs
for educating handicapped children is provided.
For example, the state assumes the payment of 50X
of costs of a child’s education.

6. Excess costs. The additional costs (above
those payed for a normal child) are assumed in
full or part.

These six types of formulas can be grouped

according to the main factor used for allocation of
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funds: resources, children, or costs (Hartman, 1980).
Resource based formulas include the unit and personnel
formulas. These formulas are based upon the payment of
resources, such as teachers, aides, and equipment.
Allowable resources tend to be restricted so that
districts do not have a blank check on the state
treasury. Child based formulas include weight and
straight sum. These are based on the number and type
of children served so that a set amount of money is
provided per pupil., Cost based formulas include
percentage and excess cost. These are based upon the
exact amount of money spent serving handicapped
children.

Each funding formula has certain advantages and
disadvantages which influence the way in which
handicapped child