
SPECIAL EDUCATION FINANCE:TAILORING STATE AID TO THE NEEDS OF DISABLED STUDENTS

By nature, the funding needs of special education programs fluctuate as high cost 

students enter and leave school districts.  Under the Individuals with Disabilities Education 

Act (IDEA), a federal funding program in which every state participates,1 the federal 

government mandates that states must provide all disabled students, ages three through 

21, with a “free appropriate public education.”2  While IDEA pledges some funds to the 

states to pay for special education programs, “virtually all of the revenues for special 

education derive from local sources.”3 The current system of local special education 

funding creates the potential for “devastating expenditures striking a particular school 

budget.”4  The high variability of special education needs calls for a reexamination of the 

way special education programs are funded and a shift from the current local funding of 

special education, to a state and federally funded need-based program.

Part I of this paper will focus on the different ways in which states finance their 

special education programs and some of the newer approaches that are having success.  

Part II will review the reasons for the growing cost of special education and explore some 

programs that can help lower the cost of special education, while improving the quality of 

services being provided.
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I.STATE APPROACHES TO SPECIAL EDUCATION FUNDING

According to Thomas B. Parrish, the Co-Director at the Center for Special Education 

Finance, federal aid allocated to students with disabilities has never exceeded 12.5% of 

national average per pupil expenditure, and currently covers about 8% of the nation’s 

special education costs.5  The rest is financed by a combination of state and local funds.6

The way that states fund their special education programs are unique to each state, but 

Parrish identifies four major formulas used by states to distribute funds.  

State special education funding formulas vary in their basic orientation 
from reimbursing a fixed percentage of actual special education expenditures 
(11 states), to pupil “weighting” systems in 19 states in which special 
education students generate a fixed multiple of the regular education pupil 
allocation (e.g., two times as much as is allocated to regular education 
students), to systems that directly fund specified numbers of special 
education teachers (10 states), to fixed dollar grants per student (10 states).7

The percent reimbursement system distributes funds to school districts directly 

based on their expenditures for special education.  The benefits of such a system include a 

greater likelihood of adequate funding and reliability, as well as ease of keeping accurate 

data on how much is being spent on special education in the state.8  Critics of the system 

argue that the costs tend to be high and are hard to control, and that a lot of time and 

money is spent on determining which costs are allowable.9

The pupil “weighting” system allows the state to allocate aid on a per student 

basis.10  Based on each student’s disability, he or she is classified and assigned a funding 
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weight, which is multiplied by the amount of state aid received for a student receiving a 

regular education in the district.11  The advantages associated with this approach are that it 

is easy to understand and it is directly tied to regular education funding.12  The concern is 

that their linkage to the true cost differences for students may not be accurate or flexible 

enough.13  Another disadvantage is that it creates incentives to place students in categories 

that will result in greater funding14.  

The number of teachers approach distributes funds based on the number of staff 

needed to serve the district’s population of students receiving special education.15  The 

greatest advantage of such a system is that it reflects the need for resources rather than the 

number of students, however its detractors say that the allocations are imprecise.16  The 

system allocates fixed amounts per teacher and per class, and puts districts that are paying 

more expensive salaries to veteran teachers at a disadvantage.17  This kind of system is also 

known to overlook the cost of speech and physical therapy professionals, who may not fit 

in to the categories designated by the state, but are nevertheless very costly.18

The last type of system uses a fixed dollar grant per student.  One approach that 

states take is to take the total state funding available for special education and divide it by 

the number of students requiring special education and distribute the aid evenly per 
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student.19  A newer variation to this approach, known as the census-based approach, is 

based on the total number of students in a district rather than the number of students 

receiving special education.20  The advantages of such systems are that they are simple, 

with less administrative requirements, and that they allow for more local flexibility by 

creating less fiscal incentives to placing children into higher cost categories.21  The problem 

with this type of system is that it assumes that special education needs are spread evenly 

throughout the state and does not reflect the real differences in financial needs between 

school districts.

With the rising concerns about the cost of special education, states have been under 

greater pressure to adopt systems that lower administrative costs while allowing greater 

local flexibility to best meet the needs of special education students.22  Two systems that 

are currently gaining popularity are the census based fixed dollar grant system and a 

modified pupil weighting system.  California adopted the census model in 1997 and has 

demonstrated some of the benefits and challenges of such a system.23  In 1999, New York 

modified its student weighting system to “promote the placement of students with 

disabilities in less restrictive settings.”24

The major reason for California’s move to a census model was that more traditional 

special education funding mechanisms may provide incentives for over-identifying
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students as eligible for special education.25  If schools are receiving extra funding or 

reimbursements for each disabled child, they will be more likely to identify their students 

as disabled, regardless of any intent to abuse the system.  This is reflected in the 29.9% 

increase in the number of children served by the IDEA since its inception, from 1976 to 

1991.26  California’s census-based approach allocates funds independent of variables in 

school district reporting such as “high identification rates, the designation of students to 

more “severe” categories of disability, and placing students into higher cost placements.”27

The obvious concern with this type of system is that it assumes that special 

education needs are equally distributed throughout the state.  A 1998 study conducted by 

the Center for Special Education Finance found that “students with ‘severe and/ or high 

cost’ disabilities are not randomly distributed across California school districts.”28  Based 

on that report, the California legislature added a special disabilities adjustment program to 

identify local service areas with disproportionate numbers of students with the most costly 

disabilities and provide them with supplemental funds.29  By allowing for supplemental 

funds for districts with high cost students, California’s modified census system practically 

eliminates incentives for over-identifying disabled students, while ensuring that districts 

with higher cost burdens are protected.  While this program can continue to improve, 

California’s modified census distribution system has been widely viewed as a success.30
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New York had considered adopting a census-based funding system for several years, 

but instead, in 1999, it made major modifications to its long-standing student weighting 

formula.31  In a pure pupil weighting system the state applies a single funding weight (e.g. 

2.0 in Oregon) to all eligible students receiving special education in the state.32  Most 

weighting systems differentiate between disabilities and provide a greater weight for those 

disabilities requiring high cost services.33  The complaints about a pupil weighting system 

are that the designated weights might not accurately reflect the cost of services and, like 

many systems, it incentivizes identifying/categorizing students as disabled.34  Another 

complaint is that many “do not have a designation for regular classroom placements, which 

may create a disincentive for placing students in the least restrictive environment.”35  New 

York’s modifications to its system have attempted to address these concerns.

In New York’s previous system, students who required 60% or more of the school 

day in a special class were assigned a funding weight of 1.7 times the base funding 

amount.36  The effect of this system was that students in New York were much more likely 

to spend the majority of their day in special classrooms rather than integrated into regular 

classes.37  To counter this effect, the new system created a fiscal incentive, an extra .5 

funding weight, for students that require special services for 60% of the day and “are 

provided such services in the general education setting by qualified personnel.”38  By 

placing this incentive into its special education law, New York became the first state to 
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encourage the education of students with disabilities in general classes, further promoting 

IDEA’s goal of providing the least restrictive education available to disabled students.39

California and New York both illustrate some of the challenges that funding special 

education presents states.  While the ultimate goal is to provide school districts with the 

funding they need to provide quality special education, states must keep costs down and 

eliminate incentives that are counterproductive to that goal.  Most states have systems in 

place to help cover extraordinary costs of certain students with expensive disabilities, but 

more needs to be done.  The cost for a high-cost student to a school district can exceed 

thirteen times that of a general education student.40  Such expenses can have a disastrous 

effect on a school district’s budget.  These costs should be covered completely by the state, 

where the variability of high cost students is lower and the extraordinary costs can be more 

fairly diffused.

II.GREATER FUNDING FOR EARLY INTERVENTION AND MORE FLEXIBLE SERVICE TO STUDENTS WITH
DISABILITIES.

Issues relating to the growing costs of special education have received national 

publicity over the last two decades.41  Since the inception of EAHCA (now the IDEA), the 

enrollment rates in special education programs has grown significantly, leading to 

increased costs.  One study found that between 1987 and 1993, enrollment in special 

education programs of children aged 6 through 17 grew 12.64 percent, while general 
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education enrollments only grew by 3.51 percent.42  It is clear that a greater proportion of 

the population is being identified as requiring special education services.  In addition to 

general concerns over the growing cost of special education the ways that districts provide 

services and the placements being used are coming under heightened scrutiny.  Critics 

assert that traditional models of service provision tend to isolate students with disabilities 

and do not provide districts with the flexibility needed to provide the most effective 

services.43

While reforming the way that states fund their special education programs can help 

improve efficiency and reduce costs, actions must also be taken at the local level to get the 

most out of special education dollars.  The strategy of early intervention has proven to both 

improve educational benefits to special education students, as well as to increase the 

efficiency of the system.44  Early intervention is a group of services for children under the 

age of 3 provided by occupational therapists, physical therapists, developmental teachers, 

speech therapists, and consultants specializing in vision or hearing.45  The point of early 

intervention is to evaluate a child’s developmental abilities early so as to begin any needed 

therapies before reaching school age, ultimately enabling the child to reach developmental 

targets and “catch up” to peers.46

Research shows that “a well administered preschool program with clearly stated 

goals will result in lasting benefits to at-risk children.”47  A study of disabled students in 

Colorado conducted in 1980 examined the percentage of disabled children who had 
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completed preschool who were being served in regular education programs.48  The study 

showed that “31.4 percent of the children were enrolled in regular education programs 

without any special education services, 37.1 percent were enrolled in resource settings 

where they received some special education services, while spending most of their time in 

regular settings, and 31 percent were placed in full-time self-contained special education 

programs.”49  The entire control group of educationally disabled children who did not 

participate in a preschool program required special education services when entering 

elementary school.50  Other studies have shown that children who participate in preschool 

programs are less likely to be enrolled in special or remedial education and are more likely 

to graduate from high school.51   The future savings created by early intervention programs 

are so great that they more than outweigh the cost of the programs themselves.52

One of the targets of IDEA is to serve students with disabilities in general education 

classrooms to the maximum extent possible.53  With this in mind, and with the goal of 

increasing flexibility to school districts in creating less restrictive environments for special 

education services, some school districts have implemented the Flexible Service Delivery 

Model (FLEX).54  The FLEX system, which started in Illinois in 1996, is meant to shift the 

focus from categorizing children with disabilities and placing them into isolated classrooms 

to a system that provides necessary modifications and adaptations to make more children 
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successful in general education.55  FLEX attempts to provide more useful information to 

classroom teachers and encourage classroom-based interventions to create a more 

functional assessment of student needs.56

In addition to the positive effect that FLEX has had on the students involved, 

systems like FLEX can actually lower the overall expense of providing service to students 

with disabilities by lowering the need for designated special education classrooms.  A study 

performed by Mark Swerdlik, a professor of psychology at Illinois State University, suggests 

that FLEX is lowering the number of initial referrals to special education even though total 

number of disabled students has remained stable.57  The impact has been the “dramatic 

increase in support and services to all students with special needs without a dramatic 

increase in personnel, equipment, materials or cost.”58

Early intervention strategies and systems like FLEX break away from traditional 

models of special education by using funds more liberally to minimize the number of 

children that require special education in separate classrooms and to allow for less 

restrictive and more productive forms of educating disabled children.  By integrating 

students that would have previously been educated separately into the general classroom, 

districts provide these students a greater opportunity to succeed and better prepare for life 

after school.

55Jim Surber, Flexible Service Delivery, (American Association of School Administrators, 
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CONCLUSION

As the rates of special education enrollment continue to grow, the way in which 

these programs are funded continues to be a controversial issue.  Since the passage of the 

IDEA the cost of implementing special education programs in states has risen steadily, yet 

states see very little federal aid to finance these programs.  While nearly everyone can 

agree on the importance of special education in public schools, there are also legitimate 

fears that the cost of special education is encroaching upon the education system as a 

whole.59  The challenges facing the special education system require greater cooperation 

between states and school districts, as well as increased federal funding.  The mechanisms 

used to fund special education must be modified to ensure that individual school districts 

are not left with the burden of paying for extraordinarily high cost students.  As some states 

have already seen, in making modifications to their funding systems and creating new 

incentives for school districts, states can actually improve the quality of services provided.  

By offering state aid to new and innovative special education programs, states can lower 

costs in the long run while offering disabled students the most effective possible service. 

59SeeSam Dillon, "Special Education Absorbs School Resources," New York Times, April 7, 
1994.


