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California’s system of special education served about 718,000 students in 
2014–15, or about 11.5 percent of the K–12 population. It is expensive, 
consuming some $12 billion in federal, state, and local dollars annually. And 
special education operates within a legal framework that sets it apart from the 
rest of the K–12 system.  

The state’s enactment of the Local Control Funding Formula (LCFF) in 2013 
consolidated most state categorical programs into district base grants in order to 
move decision making to the local level. However, special education was 
preserved as California’s largest remaining categorical grant operating mostly 
outside the LCFF governance framework. 

This report examines California’s special education finance system in light of 
the principles that underlie LCFF—local control and accountability, 
transparency, and equity. It also draws on the findings of the 2015 Statewide 
Special Education Task Force report, which makes several recommendations to 
improve California’s system. The task force envisioned a unified system in 
which general and special education are part of a seamless program of student 
services.  

California’s main program for financing special education, AB 602, was 
developed nearly two decades ago. We find several positive elements in AB 
602. Most importantly, because it distributes funds based on census counts of
all students, not counts of students with special needs, it avoids creating 
financial incentives to identify students for special education services. In other 
respects though, AB 602 falls short: 

 It funds local programs at widely different rates.

 The overall funding level has not kept pace with rising numbers of
students with disabilities or the growing share of high-cost disabilities.

 Distributing AB 602 funds through Special Education Local Planning
Areas (SELPAs) runs counter to LCFF principles of transparency, local
control, and accountability.

In order to align California special education with the principles of LCFF and 
move towards a more seamless system of K–12 education, we recommend: 

 Funding districts directly including special education funding as part of a
district’s LCFF allocation.

 Preserving AB 602’s census count method of distributing special
education dollars, but developing ways to make funding more equal on
a per-student basis. A plan to equalize funding across districts would
result in an additional $670 million every year in special education
spending. This would partly address rising special education caseloads
and the increased incidence of severe disabilities that has occurred over
the past decade.
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 Developing new ways to protect small districts and charter schools from extraordinary special 
education costs by encouraging pooling arrangements or insurance programs.  

 Better support for local infant and preschool special education programs, ensuring that the needs of 
young children with disabilities are served. 

We believe these changes would help achieve the Task Force’s vision of providing special education services 
as part of a coordinated set of student supports. In addition, our recommendations will take fuller advantage 
of LCFF’s principles of accountability and local control.  
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Introduction 

Special education in California is designed to improve schooling for the nearly 12 percent of students in the state 
with special needs. Two major questions are raised by the way special education is organized and financed in the 
state: Could special education funding be better aligned with (1) the principles of local control and accountability 
laid out in the Local Control Funding Formula (LCFF), California’s system for financing schools, and (2) the 
ideal of seamless integration of special and general education called for by California’s 2015 Statewide Special 
Education Task Force?  

California special education operates in a unique legal framework. Federal law requires districts to meet the needs 
of each student with disabilities, including physical, mental, emotional, and processing disorders. California’s 
schools and districts spent over $12 billion on special education services in the 2014–15 school year, supported by 
the state’s largest remaining K–12 categorical funding program. In 2014–15, the state appropriated $3.2 billion in 
General Fund support for special education. Federal funds supplied an additional $1.2 billion, with the remaining 
$7.6 billion coming from local contributions, according to the California Department of Education. State funding 
is categorical because it requires districts and county offices to spend the money only on the services identified in 
the Individualized Education Programs (IEPs) of students with special needs. 

The state funds special education services through Special Education Local Planning Areas (SELPAs). SELPAs 
coordinate local services and allocates funding to programs and districts. The state’s 133 SELPAS include some 
that operate in a single district and others that serve multiple districts. School districts are responsible for identifying 
students needing services, developing IEPs, and determining the settings in which students are educated. 

LCFF’s enactment in 2013 inaugurated a different approach to K–12 governance in California, emphasizing local 
decision making. To foster greater local control, LCFF consolidated most state categorical programs into district 
base grants. The act also sought to promote greater accountability over spending and student performance. 
However, special education remained apart from the LCFF and largely outside its governance structure.  

As LCFF was drafted, California’s State Board of Education formed a task force to make recommendations about 
how to help schools improve results for special education students. The Statewide Special Education Task Force 
report, published in 2015, called for additional funding, a stronger emphasis on early intervention, improved 
teacher training, and research-based approaches to education. The need to integrate special education with the rest 
of the K–12 program was a recurring theme. The report found “that significant barriers to school success for 
students with disabilities have grown out of [the] unfortunate evolution of two separate ‘educations.’”1 The task 
force envisioned a “unified” system, where general and special education would be part of a “seamless” system of 
student support (Statewide Special Education Task Force 2015).  

LCFF’s underlying objectives and the issues raised by the task force provide an important starting point for 
examining whether California’s system of special education financing provides adequate funding and distributes 
funds appropriately. To explore these questions, this report is divided into several sections: (1) how California’s 
special education funding system is structured; (2) how well California special education funding aligns with the 
distribution of students with disabilities; (3) how California’s system of funding special education through 
SELPAs affects program quality and accountability; (4) how other states organize and finance special education; 
(5) recommendations for how California can improve special education organization and funding. 

 

                                                      
1 California's Statewide Task Force on Special Education. 2015. One System: Reforming Education to Serve All Students, p 8. 

http://www.ppic.org/main/home.asp
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Special Education Funding in California 

Special education funding is meant to pay the additional costs of serving students with disabilities. The California 
Legislative Analyst’s Office estimates that educating students with disabilities costs on average more than twice 
as much as educating general education students (LAO 2013). Three main sources finance California special 
education services: the federal government provides 9 percent, the state 29 percent,2 and local school districts 62 
percent of total funding.  

FIGURE 1  
Most special education funding comes from local contributions 

 
Sources: Authors’ calculations from CDE special education finance data, 2014–15 

Notes: Shares are based on total state funding by source. California state special schools, CHELPAs,  
and the Los Angeles Court Schools SELPA are excluded. 

Virtually all state funding is delivered through four formulas, shown in Table 1. AB 602, California’s main 
program for financing special education, distributes 80 percent of state special education funds. Its funding 
formula is based on a count of all enrolled K–12 students in each SELPA, not on the number of students with 
disabilities.3 This method is referred to as a census count, or average daily attendance (ADA) count. 

TABLE 1  
AB 602 distributes most state special education funding 

 
2014–15 
amount 

(in millions) 
Formula Restrictions 

AB 602 $2,587 Census Special Education costs 

Mental health 357 Census Mental health costs of  
special education students 

Out-of-home care 146 Local capacity of licensed  
community institutions Special education costs 

Infant programs 71 Units Special education services for infants 

Other 64   

Total $3,225   

SOURCES: Data from 2014–15, California Department of Education.  

NOTE: Census refers to a complete count of all student attendance in grades K–12. 

                                                      
2 About 3% of state funding is offset by deductions from county office of education property tax revenues, an amount considered a state obligation in Figures 2 and 3. 
3 AB 602 refers to the legislation that created the formula, enacted in 1996. 
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The census formula was designed to allow flexible service delivery and avoid giving districts a monetary 
incentive for identifying students as having disabilities. Concerns that the previous funding formula created 
incentives to identify students with special needs4 and placed special education students in unnecessarily 
restrictive and expensive settings led to the enactment of AB 602. Federal law requires students with special 
needs to be educated in the least restrictive environment possible.5  

The AB 602 formula was based on the conclusion that funding SELPAs using ADA, though imperfect, was the 
best option. This conclusion reflected the fact that educators have significant latitude in identifying students with 
special needs (Legislative Analyst’s Office et al 1995). It might seem that AB 602 creates a disincentive to 
identify students with special needs since funding does not rise as the number of students with disabilities or the 
cost of serving them increases. However, districts are legally obligated to identify children with special needs, and 
spend AB 602 funds solely on the educational needs of students with disabilities. Since most districts spend much 
more on special education than the funds they get from the state and federal governments, it is not clear that the 
fixed funding levels plays a major role in local program decisions. The sizable local share of costs, however, give 
them incentives to serve students with special needs efficiently. 

Three other California programs fund special education: 

 Mental health funds. In 2011, California transferred responsibility for identifying and providing mental 
health services to students with disabilities from county mental health agencies to school districts. This 
funding, which must be used only for mental health needs of students with IEPs, is also based on census data. 

 Out-of-home care. This program adjusts the AB 602 formula to account for facilities like group homes 
and foster family homes. In general, SELPA allocations are based on the number, type, and size of such 
facilities in their districts. Funds may be spent for any special education purpose. 

 Infant programs. This program is based on the number of infants served and their educational settings. 
Infants are defined as children with identified disabilities under age 3. 

How well have state funding programs worked? 
California’s four major programs for funding special education have been in place for at least a decade, but each 
has issues that should be addressed.6  

AB 602 funding has not kept up with numbers of cases 
Over the past 10 years, AB 602 funding has not kept pace with the growth and change in the population of 
students with disabilities: 

 The number of students with IEPs and their share of the school population began to increase in 2010 after 
many years of being relatively flat. At the same time, overall K–12 student attendance, which drives 
funding, did not rise. As a consequence, total state funding for students with special needs has fallen in both 
nominal and constant dollars. Figure 1 shows that inflation-adjusted AB 602 funding dropped from a peak 
of $3.8 billion in 2007 to $3.2 billion in 2014. On a per-student basis, special education funding fell from 
$4,900 in 2007–08 to $4,478 in inflation-adjusted dollars (see Technical Appendix Figure A.2). 

                                                      
4 More recent research finds that this still is an issue in states that fund special education based on counts of students with disabilities rather than ADA. For example, 
Morrill (2016) finds states that pay districts based on the number of students with special needs have higher rates of attention deficit hyperactivity disorder (ADHD) 
than states that do not. The author argues that ADHD diagnoses are influenced by schools and relatively inexpensive to treat. 
5 Least restrictive environment means that student with special needs should receive as much of their education as appropriate with the general student population.  
6 See Technical Appendix A for additional analysis of these programs. 

http://www.ppic.org/main/home.asp
http://www.ppic.org/content/pubs/other/1116LHR_appendix.pdf
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FIGURE 2 
Inflation-adjusted state special education funding has decreased while number of students with disabilities has increased 

SOURCE: CDE CASEMIS and AB 602 funding, including state property tax used in AB 602 funding distribution calculations and the  
Out-of-home care program. 

NOTE: Includes ages 3–22. 

 The mix of disabilities has changed substantially, increasing local special education costs. Over the past 
decade, the number of students with relatively low-cost disabilities has fallen while the number with more 
expensive disabilities has risen. Autism offers an example. California’s 1.3 percent autism rate among K–
12 students in 2012–13 was higher than the 1 percent national rate. Autism is increasing faster in California 
than in the rest of the United States. From 2001–02 to 2013–14, California’s autism caseload increased 5.4 
times, while cases in the rest of nation increased 4.2 times. (NCES 2016 and Kids Data 2015). At both the 
state and national level, rising autism has been accompanied by shifts away from intellectual disability and 
specific learning disability diagnoses (CASEMIS data and Zablotsky et al 2015).  

We estimate special education costs increased $1.1 billion between 2006–07 and 2015–16 based on national data 
on the average cost of educating students by type of disability.7 Our estimate reflects both the overall increase in 
the number of students with disabilities and the trend towards more expensive disabilities. However, this estimate 
should be viewed with caution since disability costs are based on 1999–2000 spending (Augenblick, Palaich and 
Associates 2011). In addition, it is not clear how well the national data reflect the cost of serving California students. 
Despite these qualifications, AB 602 funding has clearly not kept up with the escalating demands on districts.  

Funding is not equal 
The state never achieved its goal of equalizing special funding rates, and wide differences in SELPA rates exist. 
Originally, AB 602 grants combined California and federal special education funds in a single allocation. The 
state tried to narrow the differences in SELPA funding rates. However, the state never succeeded in funding 
SELPAs equally on an ADA basis. In the early 2000s, the federal government required California to separate state 
and federal funds, which led to the current situation. Figure 2 shows SELPA variation in per-pupil AB 602 
funding in 2014–15. 

                                                      
7 This calculation is explained in Technical Appendix A. 
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FIGURE 3 
The top fifth of SELPAs by per-pupil funding receive 40 percent more funding that the bottom fifth 

SOURCE: CDE CASEMIS and AB 602 funding data, 2014–15.  

NOTES: AB 602 funding including out-of-home care and state property tax. The Los Angeles Court School SELPA is excluded. 

The highest-funded SELPA received more than twice as much AB 602 funding per pupil as the lowest-funded 
one, and the top tenth of SELPAs receives $289 more per pupil than the bottom 90 percent, a difference of more 
than 50 percent.  

AB 602 funds are like base funding for special education 
Many special education educators point out that school district contributions to special education have increased 
significantly while AB 602 funds have not grown at the same rate as LCFF funding. Full funding of LCFF has 
been the state’s priority since 2013. Since then, per-pupil allocations for LCFF’s base, supplemental, and 
concentration funds8 have posted large increases. By contrast, AB 602 special education funding has stayed 
relatively constant primarily for two reasons: (1) cost-of-living adjustments have been small because the inflation 
rate is low, and (2) overall ADA has declined slightly. 

Educators we interviewed felt the disparity between LCFF and AB 602 created problems at the local level. For 
instance, significant increases in per-pupil LCFF funding prompts both special education and other teachers to 
expect salary increases. But flat special education funding means districts pay for increases in special education 
compensation out of LCFF funds. This creates the impression that local special education costs are out of 
control—especially if other special education costs are rising. 

State and federal laws impose largely nonnegotiable special education mandates on districts. For this reason, AB 602 
was intended to treat special education costs like other LCFF base costs. By dedicating most of California’s new 
K–12 funds to LCFF, the state is failing to recognize the interaction between increases in LCFF and special 
education costs at the local level. Thus, the system needs to find a way to link special education financing with 

                                                      
8 Base grants are the same by grade level of pupil. Supplemental grants are an additional 20% per unduplicated English Leaner, economically disadvantaged, or foster 
youth student. Concentration grants are an additional 50% for each unduplicated student over 55% of a school district’s population. 
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other school funding. One way to do that is to tie special education funding to the LCFF so that when base, 
supplemental, and concentration dollars go up, special education funding rises as well. 

Other state formulas raise issues 
While the three other principal state special education funding formulas appropriate far fewer dollars than AB 602, 
they play an important role in helping districts pay for services. These programs also need attention. 

Mental health funds are provided separately. These funds may only be used to pay for mental health services 
for students with IEPs, a requirement that made sense when program responsibilities were transferred from county 
mental health services agencies to school districts. This restriction should now be reassessed. The categorical 
nature of mental health funds runs counter to the LCFF principle of local control. This is especially important as 
the funds are allocated using the same census formula as AB 602, but it is unclear whether that genuinely reflects 
local need for mental health services. Plus, this is the only category of special education services the state funds 
separately. Many special education administrators argue the program unnecessarily restricts their ability to use the 
funds most efficiently. 

The Out-of-Home Care formula is threatened by other program changes. Changes in the licensing of 
residential foster care facilities by California’s Department of Social Services may force the state to modify or 
eliminate the Out-of-Home Care formula. A new state law is attempting to phase out these institutions. In the 
meantime, the law has eliminated classifications the Out-of-Home Care formula uses to distribute funds. During 
our review, we found that the formula distributes more funding than can be justified by the number of students 
living in these licensed community institutions. In the long run, changes in the foster care system will determine 
whether the Out-of-Home Care formula remains necessary.  

Infant and preschool funding formulas have problems. Federal law requires districts to provide special 
education services to children under age five. The Statewide Special Education Task Force called for more 
emphasis on early services to children and for better-funded infant and preschool programs because they provide 
long-term benefits to children with disabilities. However, infant funds are not available to all districts and 
allocations are based on an outdated formula. For preschool, districts receive no base funding for three-to-four 
year olds. As a result, when pre-Kindergarten caseloads rise faster than K–12 ADA, as they did over the past 
decade, special education costs grow quickly. The state needs to consider how to support these programs and 
ensure that all eligible students receive services. 

The state special education funding formulas are designed to avoid over- or misidentification of students with 
special needs. However, the categorical nature of the funds makes it difficult for districts and SELPAs to spend 
the money flexibly and makes integrating special needs and general education students more challenging. 
Moreover, funding is not distributed equally to SELPAs, despite the intent of AB 602. These issues raise 
questions of whether California’s system for funding special education is properly aligned with LCFF principles.  

Special Education Funding and the Distribution of Students 
with Disabilities  

Federal law grants students with disabilities a right to educational services. Districts identify students with 
disabilities, evaluate whether those disabilities interfere with each student’s education, and create an 
Individualized Education Program that spells out services to be provided. Students and parents can appeal district 

http://www.ppic.org/main/home.asp
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decisions through a state hearing process or, ultimately, in court. This entitlement to services strongly shapes the 
size, scope, and cost of special education. 

In 2014–15, special education served some 718,000 California students, including 54,000 infant and preschool-
age students with special needs and 14,500 students over 18 but under 22.9 About 11.5 percent of K–12 students 
received special education services. Disabilities are classified in 13 categories. Figure 4 shows the share of 
students with special needs in the largest categories. The most common is specific learning disability,10 followed 
by speech and language impairment. These account for more than 60 percent of special education students. Other 
disabilities affect relatively few students. For instance, emotional disturbance accounts for about 3.4 percent of 
special education students, or 24,000 students statewide.11 

FIGURE 4 
Two disability categories represent more than half of California students with special needs 

 
SOURCE: California Department of Education, special education enrollment, 2014–15. 

NOTES: Other disabilities include orthopedic impairment, hard of hearing, multiple disability, visual impairment, deafness, traumatic brain 
injury, established medical disability, and deaf-blindness.  

 

The AB 602 formula, based on the total number of K–12 students, assumes that all SELPAs face roughly the 
same challenges. The actual distribution of students with special needs shows that is not the case. Here we look at 
the distribution in three ways: overall incidence; the share of students with disabilities who are also high-needs, 
including English Learner (EL), free and reduced price meals eligible,12 and students with disabilities that are 
typically expensive to serve (with “severe” disabilities).13 

  

                                                      
9 Under federal law, students with special needs may attend school until they reach age 22. 
10 Specific learning disability means a disorder in one or more of the basic psychological processes involved in understanding or using spoken or written language that 
may manifest in an imperfect ability to listen, think, speak, read, write, spell or do mathematical calculations. It can include perceptual disabilities, dyslexia, and other 
conditions. (California Education Code, Sec. 56337) 
11 Seven other categories account for only 5.6% of special education students. These are orthopedic impairment, hard of hearing, multiple disability, visual impairment, 
deafness, traumatic brain injury, established medical disability, and deaf-blindness. 
12 The Local Control Funding Formula calls high-needs students “unduplicated” because students are not double or triple counted if they are in more than one category. 
When we refer to high-need students, we use the term interchangeably with unduplicated. 
13 The California Department of Education defines “severe” disabilities as including autism, blindness (including visually impaired), deafness (including hard of 
hearing), orthopedic impairment, serious emotional disturbance, intellectual disability, traumatic brain injury, and multiple disabilities. 
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Overall incidence of students with special needs 
Figure 5 shows the share of the K–12 population identified as students with disabilities varies widely across the 
state. Among SELPAs, the share ranges from 7 to 17 percent, with an average of 12.14 At the county level, the 
range is 7.6 to 16.8 percent. In approximately one-fifth of counties, more than 13 percent of students are identified 
as having a disability.  

This distribution suggests the census formula may overfund some SELPAs and underfund others. However, this 
mismatch between funding and need was understood to be a potential consequence of the census enrollment 
model when it was enacted in 1996. It was expected that school districts would end up filling the gap between 
state funding and the cost of educating students with disabilities. Local contributions to funding special education 
were also seen as giving districts an incentive to provide services efficiently. In interviews, district and SELPA 
administrators expressed broad support for the existing AB 602 formula and reluctance to alter it in ways that 
might reestablish incentives to over- or misidentify students with disabilities.  

Incidence rates are also influenced by the extent to which districts meet student needs with regular education 
services. For example, Sanger Unified School District in Fresno County has a relatively small proportion of 
students in special education because it integrates regular and special education services (Huberman, Navo, and 
Parrish, 2012).15 Three other districts with better-than-average performance for students with disabilities have 
been highlighted as integrating special and general education services. One district reported it saved money by 
doing so.16 

FIGURE 5 
Disability incidence rates vary widely across California counties 

 

SOURCE: Authors’ calculations from CASEMIS and LCFF snapshot, 2014–15.  

NOTE: Students with disabilities include pre-school and 5th year seniors (numerator). Denominator is K–12 student population. 

                                                      
14 The SELPA average is slightly higher that the state 11.5% average. 
15 Sanger students with IEPs also performed well on state tests, which is surprising given that the district served a more concentrated group of special education 
students. Because of its low identification rate, district student disabilities were on average more severe than in other districts (Huberman, Navo, and Parrish 2012). 
16 Upland Unified reported transportation savings when fewer students with IEPs needed to be bused (Huberman, Navo, and Parrish, 2012). 

http://www.ppic.org/main/home.asp
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Distribution of English Learner and economically disadvantaged 
students with disabilities  
Many students with disabilities are also English Learners or economically disadvantaged, or in foster care. Such 
students are classified as high-need, as distinct from special needs which refers specifically to students with 
disabilities. The LCFF recognizes the additional costs of educating such high-need students by giving extra per-
pupil weight for these categories.  

High-need students with disabilities may be more expensive to educate than students who need special education 
services, but are not economically disadvantaged or English Learners, a point noted by the special education task 
force. This point is implicit in the federal funding formula for special education.17 The state distribution of high-
need students with disabilities is not uniform,18 reflecting underlying differences in the share of high-needs 
students and variation in the identification of students with disabilities in the high-need population.  

High-need students make up 70 percent of students with disabilities compared with 62 percent in the overall K–12 
population. Some 31 percent of students with special needs are EL, substantially higher than the 22 percent in the 
K–12 population. In addition, 64 percent of special-needs students are economically disadvantaged, compared 
with 59 percent in the K–12 population.19 

We also examined the relationship between high-need students in the overall K–12 student population and 
SELPA identification of students with special needs. Shares of EL and economically disadvantaged students are 
not related to shares of students with special needs. However, there is a slight relationship between shares of 
students with IEPs and shares of economically disadvantaged students.20  

The distribution of students with severe disabilities 
We also examined the distribution of students with disabilities with conditions considered severe, which likely 
requires costly services. The California Department of Education (CDE) defines severe disability as including 
autism; blindness including visually impairment; deafness and other hearing impairments; orthopedic impairment; 
serious emotional disturbance; intellectual disability; traumatic brain injury; and multiple disabilities. 

A number of studies have attempted to estimate special education costs by disability category. One study found 
that emotional disturbance, autism, hearing impairments/deafness, and multiple disabilities accounted for 77 
percent of high cost disabilities (Chambers, Kidron, & Spain 2004). Another found that autism, multiple 
disabilities, traumatic brain injury, and visual impairment/blindness have high average costs (Chambers, 
Shkolnik, and Perez 2003). Augenblick, Palaich and Associates (2011) found autism, emotional disturbance, 
cognitive impairment, multiple disabilities, and visual disabilities to have high average per-pupil costs in New 
Jersey. Another way to estimate cost is to calculate the percentage of time students with disabilities spend outside 
regular classrooms or in specialized schools. This method shows no clear pattern based on disability type.21  

To examine the distribution of severe disabilities in California, we calculated the number of students with autism, 
cognitive impairment, deafness-blindness, emotionally disturbance, multiple disabilities, and traumatic brain 
injury. Figure 6 shows students in these categories as a percentage of all K–12 students are not evenly distributed 
across the state.  

                                                      
17 The federal ADA rate for funding special-needs students assumes a 15% extra weight for low-income students, an explicit assumption in LCFF funding as well. 
18 See Technical Appendix B. 
19 Shares of high-needs students by county are displayed in Technical Appendix Figure B.1. Technical Appendix Figure B.2 shows the extent to which county shares of 
high-needs students with special needs vary from the share of high-need students.  
20 The relationship is statistically significant, but the R2 is just 0.03.  
21 See Technical Appendix Table B.1. 
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FIGURE 6 
Students in severe disability categories are not evenly distributed across the state 

 

SOURCE: Authors’ calculations from 2014–2015 CASEMIS.  

NOTE: Students with disabilities include pre-school and 5th year seniors (numerator). Denominator is K–12 student population. 

At the SELPA level, students with severe disabilities range from one to four percent of the total student 
population. However, even these small variations could produce large SELPA cost differences. At the county 
level, the range is identical. 

SELPA Funding and Spending 
Our analyses of the variation in the proportion of students identified as needing special education services, the 
share of high-needs students with disabilities and the proportion of high-cost disabilities raise the question of 
whether AB 602’s census approach represents the best way to distribute state funds. If unequal funding and 
unequal need are balanced, the distribution may be fair. To investigate that possibility, we examine the extent to 
which SELPA spending exceeds state and federal special education funding and look at the relationship between 
SELPA spending and the population of students with disabilities. 

SELPA spending exceeds state and federal funding 
In 2014–15, the federal government provided nine percent, the state 29 percent, and districts 62 percent of 
California’s special education budget. Federal funding largely comes in three grants. The largest, the Local 
Assistance Entitlement, accounted for 91 percent in 2014–15. In the Individuals with Disabilities Education Act 
(IDEA), the federal government set a goal of funding up to 40 percent of the per-pupil cost of special education, 
but the federal contribution historically has not reached that level.  

Special education funding is sometimes called “encroachment,” a term that could be taken to imply that money 
spent on services for students with disabilities unfairly reduces support for general education. The one-system 
approach favored by the Statewide Special Education Task Force takes another view. Students with disabilities 
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are seen as general education students with needs that require additional spending. We estimate students with 
disabilities generate about $4.4 billion in LCFF funding.22 

TABLE 2  
Local contributions exceed 40 percent of special education spending at most SELPAs 

% local contribution Number of SELPAs Expenditure per pupil 
(ADA) 

Average local contribution  
(ADA) 

0–20% 1 1,348 189 

20–40% 6 1,594 503 

40–60% 65 1,872 997 

60–80% 53 2,365 1,546 

SOURCES: Authors’ calculations from CDE special education finance data, 2014–15 

NOTES: Local contributions are the difference between total special education spending and combined federal and state contributions. 
California state special schools, CHELPAs, and the Los Angeles Court Schools SELPA are excluded. SELPAs report spending data to the 
California Department of Education. 

Local special education spending above federal and state contributions is substantial (Table 2). Nine in ten SELPAs generate 
more than 46 percent of special education expenditures locally. Over half of SELPAs contribute more than 40 percent. 

Spending and disability at SELPAs 
An important question is whether SELPA spending patterns are related to the relative size and characteristics of their 
populations of students with disabilities. As Figure 7 shows, AB 602 funding is not closely aligned with the share of 
students with disabilities at SELPAs. Some higher-funded SELPAs serve relatively small shares of students and 
some low-funded SELPAs provide services to a much higher proportion. Specially, our analysis found a one percent 
increase in the share of students with disabilities is associated with a $5 increase in per-pupil funding. We conclude 
that unequal SELPA funding is not offset by unequal identification of students with disabilities.  

  

                                                      
22 To estimate LCFF funds generated by students with special needs, we assume each special education student generates LCFF funding through the base grant 
pegged to grade level. We also assume that each high-need special education student generates funding through the supplemental grant at a rate of 20% of the student’s 
base grant. Concentration grants are available when a school district’s high-need student population is greater than 55%, with each student over that percentage 
generating 50% of the base grant. We apply that rule to SELPAs, which underestimates concentration district-level grant funding. See Technical Appendix C for a 
discussion of how LCFF supplemental and concentration funds can be used for high-need students with special needs. 

http://www.ppic.org/main/home.asp
http://www.ppic.org/content/pubs/other/1116LHR_appendix.pdf


 

PPIC.ORG  Special Education Finance in California  16 

FIGURE 7 
SELPA funding and share of students with disabilities 

 

SOURCE: Authors’ calculations from CDE special education finance data and CASEMIS data, 2014–15. AB 602 funding includes 
out-of-home care and state property tax. 

NOTES: A one percent increase in the share of students with disabilities is associated with a $5 increase in per-pupil funding. The coefficient 
is significant, but the model fit is low (p = 0.01, R2 = 0.06). The 12 SELPAs with the highest per ADA funding level are excluded. Funding is the 
sum of AB 602 funding and local property tax revenues earmarked specifically for special education services. 

While funding isn’t related to SELPA disability rates, we might expect that spending would be. Figure 8 shows 
this is true for single-district SELPAs. As SELPA share of students with disabilities increases, spending per ADA 
rises. However, as Figure 8 shows, there is no relationship in multidistrict SELPAs between the share of students 
with disabilities and special education spending.  

FIGURE 8 
Spending and share of students with disability 

 

SOURCE: Authors’ calculations from CDE special education finance data and CASEMIS data, 2014–15.  

NOTES: A one percent increase in the share of students with disabilities is associated with a $134 increase in special education spending for 
single-district SELPAs and a $23 increase for multi-district SELPAs. However, only the coefficient for single-district SELPAs is significant (p = 
0.00, R2 = 0.34) while the coefficient for multi-district SELPAs is not (p = 0.47, R2 = 0.01). 

http://www.ppic.org/main/home.asp


 

PPIC.ORG  Special Education Finance in California  17 

Spending at single-district SELPAs is not related to the share of students with IEPs who are English Learners, 
economically disadvantaged, or foster youth. Figure 9 shows spending is relatively flat as the share of these high-
need students increases. However, spending at multi-district SELPAs decreases with increasing shares of high-
need students, an unexpected result given that high-need students are overrepresented among students with IEPs 
and that such students tend to cost more to educate. Further research is necessary. 

FIGURE 9 
Multi-district SELPAs with more high-need students spend less on special education. There is no relationship for single-
district SELPAs 

 

SOURCE: Author’s calculations for CDE special education finance data and CASEMIS data, 2014–15.  

NOTES: A one percent increase in the share of high-need students is associated with a $2 increase in special education spending for single-
district SELPAs and a $9 decrease in funding for multi-district SELPAs. However, the coefficient for single-district SELPAs is not significant 
(p = 0.51, R2 = 0.01) while the coefficient for multi-district SELPAs is significant (p = 0.00, R2 = 0.12). 

Figure 10 shows that SELPA spending increases as the share of students with severe disabilities rises. However, 
spending increases relatively more in single-district SELPAs than in multidistrict SELPAs. In separate analyses, 
we found higher rates of autism, emotional disturbance, other health impairments, and deafness-blindness are 
individually associated with higher SELPA spending. However, the variation in costs among districts with the 
same proportion of students with severe disabilities is wide. Overall, such students play a relatively small role in 
SELPA special education costs. 
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FIGURE 10 
Spending increases as the share of severe students with special needs increases 

 
SOURCE: Authors’ calculations from CDE special education finance data and CASEMIS data, 2014–15.  

NOTES: A one percent increase in the share of students with high-cost disabilities is associated with a $252 increase in special education 
spending. The coefficient is significant (p = 0.00, R2 = 0.10). 

No clear rationale for changes 
In summary, we found that (1) SELPAs uniformly spend more on students with disabilities than they get from 
state and federal sources; (2) single-district SELPAs spend more when they have a higher proportion of students 
with disabilities; and (3) both single- and multidistrict SELPAs spend more when they have a higher proportion of 
students with severe disabilities, although this relationship is stronger for single-district SELPAs.  

In the end, we did not find reasons why California should change its practice of distributing funds based on ADA. 
The AB 602 formula was supported by all the special education administrators we interviewed. The proportion of 
students with severe disabilities has only a small influence on local costs and is dwarfed by other factors.  

How SELPAs Affect Funding and Service Delivery 

The state requires school districts to join a SELPA. Today, 40 single-district and 85 multidistrict SELPAs operate 
in California. Single-district SELPAs are mostly in large, urban areas, while multidistrict SELPAs cover the rest 
of the state. Most counties have at least one multidistrict SELPA. Four SELPAs, known as CHELPAs, serve 
charter schools. In 2014–15, 303 charters were CHELPA members. Three SELPAs serve other special 
populations.23  

California created SELPAs to ensure that all students with disabilities are educated in compliance with federal 
law. State law gives SELPAs a range of policy and procedural responsibilities to make sure local special 
education programs meet the needs of students, teachers, and administrators.  

                                                      
23 They include SELPAs operated by the California Department of Development Services, the California Department of Corrections, and the California State Special 
Schools. 
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While state and federal funding are channeled through SELPAs, they do not administer classes, which are run by 
districts and county offices of education. The role of SELPAs is to help coordinate the system of special education 
services. SELPAs are required to develop annual budget and service plans. In multidistrict SELPAs, the budget 
plan identifies how state and federal special education funds will be allocated among districts and county offices. 
The service plan outlines how educational agencies will provide services that ensure all students receive 
appropriate instruction. 

 

 

SELPAs also monitor the operation of safeguards mandated by state and federal law, such as complaint and 
dispute resolution procedures; hire professional development staff to train teachers and administrators; and collect 
and forward to the CDE legally required data on district special education programs.  

Each district retains responsibility for designing its own special education program, including establishing a 
process for identifying students who need special education services; putting in place early services that could 
make special education unnecessary; developing IEPs for each student identified as special needs; and choosing 
the settings in which students with disabilities are schooled. How SELPA policies and funding formulas influence 
these choices is poorly understood. 

Multidistrict SELPA fiscal practices 
Multidistrict SELPAs are special education consortiums guided by local boards composed of district 
superintendents and others. They allocate state and federal funds based on local priorities. State law provides 
them great flexibility so long as they spend funds on services for students with special needs.  

We analyzed funding allocation patterns in 39 of the 80 multidistrict SELPAs using SELPA and county websites 
that posted plans from 2014 or later. This selection is not necessarily representative. SELPAs in several counties, 
including Los Angeles, are not included. However, we found no significant differences between our sample and 
the multidistrict SELPA average on a number of indicators, including the proportions of EL, low-income, and 
special education students. 

Our review found no template for reporting SELPA budget plans. The level of information and detail on 
allocation plans varies widely. SELPAs may report their allocation models in one of several documents, including 

Statutory SELPA Responsibilities 
 A coordinated system of identification, referral, and placement 
 An annual budget that includes a description of how funds are distributed to 

member districts in multidistrict SELPAs 
 An annual service plan outlining the services each district and county office of 

education will provide 
 Plans for providing services to students in medical, correctional, or other facilities 
 A process for protecting student and parental rights  
 Regional staff to train and consult with district teachers and administrators 
 Submission of special education program data required by state and federal law 
 Coordination with other public agencies that serve people with special needs 

SOURCE: California Education Code, Sec. 56195–56208 
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the local plan, procedure manuals, and budgets. We are not confident that we obtained a full picture of each 
SELPA’s budget plan.24 Nevertheless, it became clear that there are a variety of approaches to allocating state and 
federal special education funds. Most SELPAs do not simply pass funds through to districts. Instead, SELPA 
plans are often quite complex, earmarking funds for specific programs or costs. However, we found plans all had 
three basic elements: allocations based on district size; off-the-top allocations, and regional programs. 

Allocations based on district size. Virtually all SELPAs distributed a portion of state and federal funds to help 
pay for district special education classes and services. Some SELPAs distribute almost all state and federal special 
education funds to districts. Others distribute a relatively small share. For instance, one SELPA we visited 
distributes less than 25 percent of state and federal funds to districts based on district size. Most commonly, 
distribution mirrored the state AB 602 formula, providing a uniform per-ADA amount to districts. A few SELPAs 
based allocations on the number of students with special needs identified by each district.  

Off-the-top allocations for programs. Off-the-top allocations are made from the combined pot of state and 
federal funds. Most SELPAs allocated a portion of these funds to specific programs or costs before making 
distributions based on district size. A significant proportion of SELPAs allocated funds for each student identified 
as having severe disabilities. Many paid the costs of students who attended private special education schools.25 In 
both cases, the average cost was often much higher than for other special education students. SELPAs also take 
funds off the top to pay extraordinary district costs, such as legal expenses. 

“Off-the-top” allocations are made from the collective pot of state and federal funds. Because both state and 
federal programs use district size to allocate funds, large districts account for a greater share of multi-district 
SELPA funding than smaller districts. As a result, large districts “pay” for a greater proportion of the off-the-top 
allocations.  

Regional programs. The administrative arms of multi-district SELPAs (a school district or county office of 
education) typically offer regional special education classes for students with severe or unusual disabilities. These 
programs are justified because they can offer higher quality instruction at lower average cost. SELPAs pay for 
regional programs in two ways. Some pay off-the-top funds to the district that operates regional program. Others 
charge districts when their students attend regional classes. Some SELPAs do both, directing off-the-top funds to 
pay a portion of the cost and charging districts for the remainder. 

SELPAs redistribute funds in significant ways 
A Fiscal Crisis Management Assistance Team (FCMAT) audit of one multidistrict SELPA illustrates ways these 
agencies can shift resources among districts (Fiscal Crisis Management Assistance Team 2013). The review, 
spurred by concerns that the SELPA’s budget plan favored certain districts at the expense of others, found that 
district allocations of AB 602 funds ranged from about $100 to $199 per ADA. Federal funds were distributed 
based on the number of students with disabilities in each district, ranging from zero to $180 per ADA. The 
combined state and federal allocations to districts were between $180 and $285 per ADA.  

Most of the remaining funds—$345 per ADA—were allocated off-the-top to regional programs for services to 
students with disabilities administered by county offices of education at an average cost of approximately $30,000 
per student. The audit noted local concerns that small districts sent students with less severe disabilities to these 
regional classes, while large districts might serve these students in district programs. The high cost of these 

                                                      
24 Several studies by the Fiscal Crisis Management Assistance Team find that district superintendents do not understand SELPA funding models. See, for example,  
 San Joaquin County Office of Education: SELPA Review, December 2013. 
25 These schools are also known as nonpublic schools to distinguish them from private schools that serve a general student population. 
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classes combined with the fact that the SELPA paid for them with off-the-top funds gave districts a powerful 
incentive to refer students to them. The audit did not specifically find that small districts sent a disproportionate 
number of students to regional classes. The report did not address whether smaller schools sent students with less 
severe disabilities to such programs.  

The issue of special education costs in small districts and charter schools is a particular concern. A single high-
cost student can create significant budget stress for a small district or charter school. The FCMAT audit showed 
that smaller districts and independent charter schools with less than 3,000 ADA received an average of about $20 
per ADA less than larger districts in direct AB 602 and federal funds. Of course, this does not account for 
students served in the very expensive regional programs. 

At the state level, special education spending in districts with less than 1,000 ADA is about 49 percent higher than 
in larger districts, according to the state’s K–12 accounting database. On average, smaller districts spent slightly 
more than $2,664 per ADA in 2014–15 versus $1,784 in larger districts.26 However, the variation is large. About 
16 percent of small districts reported spending more than $3,000 per ADA, while 36 percent spent less than 
$1,000. Among larger districts, spending at these high and low ranges was four percent and 13 percent 
respectively. These figures may understate actual spending because county office program costs cannot be 
attributed to the districts that benefited from the expenditures.27  

In general, the larger size of most multi-district SELPAs allows them to help small districts cope with very high 
cost students. The state also provides higher funding to 19 “necessarily small SELPAs” covering rural counties 
with fewer than 15,000 students. The AB 602 formula multiplies the per-ADA rate by 15,000 to maintain a 
minimum level of funding.  

SELPA allocation models raise issues 
The role multidistrict SELPAs play in distributing state and federal special education funds to districts and 
regional programs raises two major issues: (1) SELPA budget plans can inadvertently create incentives for 
districts to identify students in certain ways or use regional programs to serve students in lieu of district programs 
and (2) SELPA governance and accountability are not nearly as strong as those under LCFF. 

SELPA allocations can create negative incentives 
AB 602 was designed to support local programs in ways that minimize incentives to overidentify students for 
special services or place students in certain educational settings. Similarly, the state Out-of-Home Care formula is 
based on the number of students residing in residential facilities and not the school setting those students are 
placed in. By divorcing funding from disability labels and educational settings, the state sought to encourage 
districts to educate more students with disabilities in regular classrooms. However, multidistrict SELPAs 
frequently tie funding to program settings. As a result, SELPA budget plans sometimes create precisely the 
problems the state sought to avoid.  

Severe student allocations. SELPAs commonly allocate a large grant for each student identified with a severe 
disability. SELPAs that do this provided about $15,000 for each student with severe disabilities, much more than 
the amount distributed for most other special education students. This can create incentives to identify students as 
severe. One SELPA administrator we interviewed said such grants encourage districts to adjust diagnostic 

                                                      
26 Standardized Account Code data base, provided by California Department of Education. 
27 No rules govern how districts and county offices account for regional program costs, according to California Department of Education Administrator Christine 
Davis. As a consequence, county offices often report regional program expenditures, not the district where the student resides. 
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practices in order to obtain higher funding.28 Allocating large amounts based on disability labels also can skew 
distribution of state and federal funds among districts.  

Special education pupil count. A few SELPAs distribute funds at least partially based on the total special 
education pupil count in each district, another way SELPA plans connect funding and special education 
identification. Of the five SELPAs we found that distribute funds to districts based on the number of students with 
IEPs, four use a formula that combines special education counts and ADA. By linking identification with funding, 
these SELPAs may risk encouraging districts to identify more students as special needs. However, the proportion 
of students identified in the five SELPAs was not statistically higher than in the other SELPAs we studied, 
although the small sample size makes finding significant relationships difficult. 

Regional programs. Regional programs that serve students with complex or rare disabilities may be funded with 
off-the-top dollars, which makes these classes “free” to member districts. These programs are administered by 
county offices of education or one or more districts. Because these programs are paid for and make district-level 
programs unnecessary, they give districts an incentive to refer students to them. Subsidies for these programs are 
questionable from a financial standpoint and the incentive districts have to place students in them potentially 
conflicts with the federal requirement to educate students in the least restrictive environment. 

Nonpublic school costs. Many SELPAs reimburse districts for nonpublic school costs, a practice that undercuts 
the state’s goal of supporting public programs for students with disabilities. Nonpublic schools typically serve 
students with complex or severe disabilities, and often are quite expensive. To ensure that districts are protected 
from the most expensive nonpublic school placements, the state has a $3 million extraordinary-cost program that 
reimburses districts for costs over $75,000 for any individual nonpublic school placement.  

Multidistrict SELPAs are less locally controlled and accountable 
Special education was not part of the LCFF reform. While SELPA budgets reflect the collective decisions of 
member districts, they are not subject to district control as understood in LCFF and they lack LCFF’s strong 
parental input and accountability processes.  

Districts influence but do not control multidistrict SELPAs. The SELPA structure deprives districts of 
independent authority to use state and federal special education funds in ways that best meet student needs. Table 
3 compares LCFF and SELPA policies for governance and accountability. Districts are governed by elected 
school boards, while multidistrict SELPAs are governed by boards composed primarily of district 
superintendents. Districts have at best one vote on the board and at worst no direct voice in SELPA decisions. A 
SELPA director we interviewed who had worked in both single and multidistrict SELPAs said that single-district 
SELPAs control spending and program decisions, while districts in multidistrict SELPAs influence, but do not 
control, such decisions. A district budget officer described the annual SELPA budget process as a negotiation in 
which districts vie for shares of special education resources. 

  

                                                      
28 The administrator reported that if a student has two diagnoses, the district will designate the more severe one as primary in order to secure “severe” funding. 
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TABLE 3  
LCFF requires more local input and accountability than special education plans 

 Local Control Funding Formula Special Education Local Planning Area 

Governance   

  Entity District District or regional 

  Accountable officials Elected school board members Appointed district or county office 
superintendents 

  Public outreach Public, parents, district advisory councils  Community advisory committee 

Accountability   

  Performance goals 23 indicators of school  
and student success None 

  Performance subgroups Low-income, English Learners,  
foster care, students with special needs None 

SOURCES: California Education Code Sections 52060– 52076 (LCFF accountability) and 56195–56500 (special education).  

NOTE: The state board added students with disabilities as a subgroup under LCFF accountability. This is also included in federal 
accountability requirements. 

The lack of direct control creates potential problems for districts, ranging from financial to the quality of regional 
services For instance, funding regional programs off the top might make it too expensive for districts to create 
their own program for students with severe disabilities. Unhappy districts can make their case to their SELPA 
boards, but otherwise have no recourse. In one case, a Southern California SELPA expelled a district amid a 
dispute over the quality of regional services.29 

The state faced similar issues when it created charter school SELPAs.30 These statewide SELPAs allow 
independent charter schools to choose the level and type of special education support they receive. This greater 
flexibility generally gives charters more leverage than districts and may help ensure that funds are not diverted to 
off-the-top services.  

Transparency and accountability. LCFF requires districts to go beyond existing advisory councils to engage 
parents and other community members. SELPAs do not have the same mandate. A community advisory 
committee is the SELPA’s main conduit for parent input. In addition, districts are governed by elected school 
boards, which generally makes them more responsive to parents and communities than appointed SELPA 
superintendents.  

Multidistrict SELPAs may be insulated in other ways as well. For most parents, they are likely to be located 
further away than district headquarters. Moreover, information on the SELPA operations and budget may be 
difficult to obtain. We were unable to find budget and administrative plans on the internet for more than half of 
the state’s multidistrict SELPAs, including all 12 multidistrict Los Angeles County SELPAs. Without these 
resources, parents and community members may find it hard to get the information they need to take part in 
SELPA policy discussions. 

Accountability also is a problem both at the district and SELPA level. Districts are accountable for the education 
of all students, including those in special education. LCFF directs districts to set performance goals for 23 

                                                      
29 Since state law requires districts to be part of a SELPA, the Ontario-Montclair School District has applied to the State Board of Education to become its own SELPA 
even though it does not meet the state’s 30,000-student threshold.  
30 In a memo to the State Board of Education, Deputy Superintendent William J. Ellerby wrote that some “charter schools express a preference for exercising more 
influence over special education programs than they have under their existing SELPA membership, including instructional models, funding allocations, and program 
specific support personnel.” Special Education Local Plan Area and Charter Schools Pilot Project Report, California Department of Education, William Ellerby, 
December 8, 2009. 
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indicators of school and student success each year, and monitor performance by major subgroups. The State 
Board of Education recently added disabled students as a major student group for LCFF accountability. This will 
provide useful new information to parents. Special education will still be excluded from the budget and planning 
requirements of LCFF, which is hard to understand given the size of the special education population. California 
does not hold SELPAs accountable for student success in any formal way. SELPAs are not required to set goals 
or assess the progress of students with disabilities—even those who attend regional classes. SELPAs are 
responsible for ensuring that districts meet federal least-restrictive-environment requirements, but there is no local 
reporting of district and SELPA success in meeting performance goals. SELPAs cannot be held accountable for 
student performance if data are not available at the local level. Lack of accountability may affect the quality of 
special education services. According to one study, California has made slower progress in moving away from 
separate classrooms for students with disabilities than most other states (Parrish 2012).  

Can separate governance result in a seamless system?  
In multidistrict SELPAs, special education has a dual governance process, one at the district and the other at the 
SELPA level. SELPAs allocate state and federal funds, and develop regional educational settings for students 
with severe disabilities. In many cases, multidistrict SELPAs also protect small districts from high special 
education costs.  

The Statewide Special Education Task Force called California’s system “siloed” because of its separate 
instructional systems, accountability requirements, and reporting mandates (California's Statewide Task Force on 
Special Education 2015). We suggest that the requirement that districts belong to SELPAs is another reason 
special education is siloed in California. No federal rules or regulations require districts to operate special 
education programs apart from general education. Instead, a separate system represents the easiest way for 
districts to cope with the multiple mandates of state and federal law.  

Helping districts develop more integrated special education systems means simplifying the current system. 
Whatever is not required by federal law should be reevaluated. That point raises a series of questions. Does the 
state need to require SELPAs or should districts be given more flexibility? Should funding for students with 
disabilities be added to LCFF as a way of unifying local governance and accountability processes? By giving 
districts more options and focusing more on outcomes, the state can encourage districts to see special education 
services as one end of the student-needs spectrum rather than as a separate system.  

Special Education in Other States 

For perspective on California special education, we looked at how other states finance and operate programs for 
students with disabilities. We found no single best model. Each state has developed its system in the context of its 
overall K–12 program. Here we look at three aspects of state support for special education: (1) Are state funds 
categorical, meaning they must be spent on special education, or general? (2) What formula drives how funds are 
distributed to districts? (3) Are there regional special education institutions?31 

  

                                                      
31 Technical Appendix D has a detailed discussion of special education financing in other states. 
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Categorical or general funds. In general, states use one of three models:  

 Thirty-three states finance special education as part of the main K–12 funding formula. This gives districts 
more flexibility in using funds.  

 California and 11 other states provide resources as a separate categorical grant, requiring that funds be 
spent only on special education.  

 Five states reimburse local school districts for a portion of special education expenses. 

As in California, districts in other states spend more on special education than the funds the state provides. With 
one exception, every state we contacted noted that their districts felt state funding was insufficient. The exception 
was Wyoming, which reimburses districts for 100 percent of special education costs. 

Formula driver. Within these three categories, states vary considerably in how special education funds are 
distributed. Like California, several states base allocations on a district’s overall student census. Others use the 
number of students with disabilities. Some states go a step further and weight their allocations on risk factors, 
such as the number of low-income students or the severity of student disabilities.  

Regional services. Most states take steps to find economies of scale through regional services. Like California, 
many have state schools for blind and deaf students. Some have regional centers that provide services for students 
with low-incidence disabilities impractical to serve at the district level. Districts typically pay the regional center 
for these services. We did not find any state that uses an intermediary to distribute funds to districts as SELPAs do 
in California.32 

In some ways, California’s special education financing system is similar to those of other states: California also 
uses a formula to determine allocations, seeks economies of scale, and places significant responsibility for special 
education funding on local districts. In other respects, California is unique. It is one of a minority of states that use 
categorical grants to fund special education and may be the only one to distribute special education dollars 
through intermediary institutions.  

Alternative Approaches to Special Education Finance  
and Structure 

Our analysis focuses on two interrelated features of California special education: funding and program structure. On the 
funding side, the AB 602 formula has successfully funded services without creating incentives to overidentify students 
for special education. While we observed increased spending in SELPAs with higher shares of severe disabilities, there 
are no compelling reasons to alter the current census-based formula. Similarly, based on current research, the slight 
relationship between economically disadvantaged students and shares of students with disabilities does not merit 
putting additional weight on funding special education for economically disadvantaged students.  

Still, the current funding system has significant problems. Most importantly, total state special education spending has 
not kept pace with growth of caseloads and costs, and large disparities exist in AB 602 ADA rates among SELPAs. 

On the program side, our concern is the role SELPAs play in determining how funds are spent and services 
delivered. Most districts in California receive only a fraction of special education funds directly. SELPA authority 
                                                      
32 Oregon’s Education Service Districts structure is perhaps most similar to the SELPA model. However, these regional consortiums provide a range of services 
beyond special education. See Technical Appendix E for a detailed discussion of state intermediaries.  

http://www.ppic.org/main/home.asp
http://www.ppic.org/content/pubs/other/1116LHR_appendix.pdf


 

PPIC.ORG  Special Education Finance in California  26 

over the allocation of funds reduces district control and flexibility. SELPA fiscal practices also can create 
negative incentives for districts, such as offering no-cost regional classes that make it too expensive for districts to 
set up their own programs. SELPA practices may also encourage districts to send students to private special 
education schools that may be more restrictive and expensive than district-level special education. 

SELPA funding and governance clash with the principles of local control, transparency, and equity underlying 
LCFF and the goals of the Statewide Special Education Task Force. Overall, California’s special education 
finance system seems inconsistent with LCFF in these areas.  

In our view, the state should be looking to create greater coherence between LCFF and special education. The 
web of state and federal special education rules, including categorical funding and maintenance of effort, shapes 
local educational practices and reinforce the special education silo. Building financial walls around programs 
encourages districts to keep special education separate from other programs. LCFF broke down similar walls in 
other K–12 areas. If the state hopes to integrate special and regular education, it needs to start by deregulating 
special education finance.  

Another important step towards integration of regular and special education would be to include special-needs 
students in LCFF accountability and governance processes. Adding special education to district Local Control and 
Accountability Plans (LCAP) would highlight what districts are doing to improve services for students with 
disabilities and create benchmarks for determining whether outcomes are improving. It would also give parents of 
students with disabilities the same access as other parents to district program and budget plans.  

Fund districts, not SELPAs 
The first step in improving special education financing should be to allocate state special education funds directly 
to districts. This represents a significant change and it makes sense to do this in a multiyear transition. In addition, 
it is important to address the special problems of small districts and charter schools, which could be overwhelmed 
by a few students with expensive disabilities.  

Categorical versus general funds 
The state has several options on how to distribute special education funds to districts: 

 Maintain the existing categorical program for special education, but direct state funds to districts instead 
of SELPAs. 

 Add special education funding to the LCFF formula while keeping the requirement that the funds be spent 
only on special education. Merging special education funding into LCFF would mean that districts receive 
the same increases for special education as LCFF base, supplemental, and concentration grants, ensuring 
that special education funding would increase in step with the rest of the budget. Plus, special education 
would formally become part of LCAP outreach and planning. 

 Add special education funds to the LCFF formula with no firm restrictions on use. Instead, the state could 
require the money be earmarked for general special education purposes and for students at risk of needing 
an IEP. This would give districts maximum flexibility in using funds to meet student needs and promote 
more seamless provision of services. This option has the benefit of channeling virtually all Proposition 98 
K–12 funding, through LCFF. Federal law would continue to require maintenance of effort on district 
special education spending as well as individual guarantees of services through IEPs. 
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In our view, the third option makes most sense and aligns most closely with the principles of LCFF and the 
Statewide Special Education Task Force report. Many other states provide unrestricted funds for special education 
instead of categorical dollars without undercutting guarantees of services to students with disabilities. The General 
Fund dollars California designates for special education are modest compared with the amounts districts contribute. 
It is unlikely that making state funds general instead of categorical would cut special education spending. 

We recognize some may find this option threatening. Nevertheless, we view it as a critical step towards a more-
integrated system of special and general education. By funding districts, the state can eliminate the dual 
governance special education system, which could help districts implement the classroom-based instructional 
model advocated by the special education task force.  

Directly funding districts will not solve all special education issues—and undoubtedly would create new ones. 
Small districts and charter schools would need to be protected from extraordinary costs. The state may want to 
continue regional oversight to ensure students are receiving needed services. But funding districts would bring 
special education in line with the principles underlying LCFF and give the state the opportunity to fully integrate 
special education into the LCAP, thereby making district plans more responsive to parents and the community.  

Continuing other SELPA functions  
While multidistrict SELPAs are problematic, these consortiums provide a range of benefits. They train teachers, 
help districts with curriculum development and legal compliance, work with districts and county offices to 
develop classes for students too difficult and expensive for districts to educate, and shield small districts from 
extraordinary special education costs.  

Even if districts were directly funded, we expect some regional organizations similar to SELPAs to remain part 
of California’s special education system. In particular, smaller districts may want to join SELPA-like consortiums 
to achieve economies of scale. Under such a set-up, districts would be better able to choose services and 
negotiate prices.  

Alternatively, county offices could assume SELPA duties and provide regionalized services to districts on a 
contractual basis. These offices could take over SELPA responsibilities for ensuring that students receive services 
in the least restrictive environment. Special education would become part of district LCAPs, generating more data 
and increasing attention to special education student performance. County offices already help districts develop 
improvement plans under LCFF, and they would be well-positioned to work with districts to improve the quality 
of services for students with disabilities.  

One possible problem concerns the role of county offices in overseeing the LCFF improvement process. There is 
a potential conflict if they were to play a larger role in delivering special education services to students. Such an 
arrangement might undercut accountability because a county office heavily involved in educating students with 
disabilities might be less likely to press districts to improve special education programs. For this reason, the state 
should require county office LCAPs to include special education classes operated by the county office. That 
would give parents and districts better information on the quality of county office classes and provide them an 
avenue to work for improvement.  

Options for protecting small districts 

In our view, the thorniest issue created by directly funding districts for special education is how to protect small 
districts and charter schools. As a group, small districts already spend more than larger districts on special 
education and the variation among them is wider. One option for shielding small districts from excessive costs is 
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to offer them a modest increase in the per-ADA funding rate. The state already provides higher funding to 19 
small SELPAs. 

Special education poses two problems for small districts and charter schools: (1) ensuring that costs do not exceed 
reasonable levels without creating incentives that encourage higher district spending; (2) addressing the fact that 
some small districts and charters may have very low or no special education costs in a given year. Under the 
current system, SELPAs smooth the ups and downs of small-SELPA special education costs and ensure that all 
state and federal funds are spent. Under direct district funding, small districts could lose state and federal funds if 
their costs remain low for several years. 

Addressing variability requires that districts be able to pool their funds with other districts. Pooling options include:  

 Continue the current SELPA system, but make the subsidies to small districts explicit. This could be 
done by requiring SELPAs to direct special education funds to districts on an ADA basis but creating 
an exception for small districts. SELPAs would continue to help small districts deal with the stresses 
of special education costs. This option would make small-district costs and subsidies more transparent, 
and would ensure an annual SELPA review of their special education costs.  

 Create statewide small-district SELPAs similar to charter SELPAs. These SELPAs could pool costs to 
protect small districts from extraordinary expenses.  

 The state could create small-district cost pools. These could operate like insurance (where charges are 
based on experience) or they could be like existing state cost pools that limit district liability for high-
cost students. 

The state needs better small-district cost data to evaluate these options. California could start by requiring 
SELPAs to report small district costs and subsidies in past and current years. This would give the state a more 
accurate picture of the internal subsidies in SELPA budgets.  

Update AB 602  
The second critical step in reforming California special education is to make the AB 602 formula more consistent 
with the LCFF principle of equity by achieving greater equality in the local funding rates. This would require 
assigning each district its current SELPA rate and then increasing the rate of low-funded districts. Currently, the 
highest per-ADA rate is twice as large as the average, and equaling to the highest rates may be prohibitively 
expensive and provide too much special education funding to some districts. We suggest three ways of thinking 
how to move towards equalization while controlling costs: 

 Equalize to the highest ADA rate after funding outliers have been eliminated and equalize district rates at 
this level. We propose the 90th percentile, which eliminates the 12 highest-funded SELPAs.33 The ADA 
funding rate at the 90th percentile is currently $653. This reform would cost an additional $670 million per 
year. For comparison, the 80th percentile is $578 and the 70th percentile $556 per ADA. Equalizing to either 
would cost considerably less, but also do less to close the gap between the top-funded and the average 
SELPA. 

 Equalize to the 2007 per-ADA rate, the peak year in which the average was $651 per ADA in 2014 dollars. 
This would cost approximately the same as equalizing to the 90th percentile. 

                                                      
33 Those SELPAs are Modoc, Sierra, Trinity, Mendocino, Lassen, Calaveras, Pasadena Unified, Marin, Siskiyou, Santa Clara III, Mono, and San Francisco. 
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 Increase funding to recognize the higher costs generated by rising caseloads relative to ADA and the shift
towards more severe disabilities. We estimate this could add $1.1 billion a year (although this estimate is
highly uncertain). Under this approach, increased funding could be withheld from districts at the top of the
distribution.

Simplify other funding programs  
Opportunities exist to simplify special education funding and create stronger incentives to establish programs that 
provide early services to children with disabilities.34 Specifically, we recommend: 

Include Mental Health funding in AB . The LCFF principle of local control is inconsistent with funding 
mental health services as a separate special education program. The state lacks the information to determine the 
amount each district needs for these services. Moreover, language adopted as part of mental health services 
reform in 2011 specified that a separate appropriation was temporary.  

More attention should be paid to the relationships between school districts and county mental health agencies. 
During district interviews, we heard that relationships between district special education and county mental health 
programs ranged from close and collaborative to nonexistent. Collaboration benefits both agencies, so it is 
important to understand the barriers to cooperation. 

Base Out-of-Home Care funding on placements. This program distributes funding based on an area’s group 
home capacity, in contrast with other residential institutions, which are funded only for actual placements. Our 
research shows group homes are about half full at any one time. Changing the formula so funding for all facilities 
is based on actual residency would save about $50 million. Because of recent social services changes, group home 
placements and the cost of funding based on residency are expected to fall further. The state should monitor these 
changes to determine whether it makes sense to eliminate this allocation entirely.

Increase state support for infants and preschoolers with disabilities. Funding for children from birth to age 4 
receiving special education services seems unnecessarily complicated and gives districts a disincentive to serve 
the youngest population with disabilities. Infant programs are split between K–12 education and the Department 
of Developmental Services. The state’s K–12 formula is outdated and inequitable. Additional study is needed to 
better understand how to better support effective services for these children. 

Special education funds pay the entire cost of preschool programs for children with disabilities because they are 
not considered students for LCFF purposes. Districts do not get base grants for these children and the AB 602 
formula does not adjust when districts enroll more prekindergarten students. CDE data suggest that one in five 
special education kindergarten students, about 6,400 children, were not previously identified and did not receive 
preschool special education services. The Statewide Special Education Task Force called on the state to address 
this issue. We agree.  

One option is to count preschool attendance towards school and district ADA, at an annual cost of over $500 
million. By providing the same funding level as for other students with disabilities, this would remove the 
disincentive to serve younger children. Another option to boost incentives to serve these children is to increase the 
supplemental funding preschool programs receive for special education students. One problem though is that 
districts in more affluent areas do not operate state preschool programs. Still, this option might reduce the 
emphasis on separate classes for special education preschool students. 

34 See Technical Appendix A. 
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Conclusion 

Special education illustrates that the mechanisms California uses to fund school districts profoundly affect how 
students are educated. A variety of state and federal laws wall off special education funding from other areas of 
schooling. Moreover, in most cases, districts do not receive funding directly, but through regional SELPAs. The 
result is that special education often becomes a separate province in the K–12 system.  

The current separate system achieves few of the principles underlying the LCFF or the 2015 Statewide Special 
Education Task Force report. Special education finance compromises local control and accountability, 
transparency, and equity. California’s system also contributes to the silo effect identified by the task force. 
Categorical funding rules and separate governance make it harder for districts to pursue the task force’s vision of 
a seamless system of services for both regular and special education. Infant and preschool programs represent a 
special problem. Funding for these programs operates differently than for other special education activities, and 
the relative lack of state support runs counter to the task force’s call for greater emphasis on early intervention.  

Yet, special education finance works well in other respects. The AB 602 formula is widely considered a 
reasonable way to distribute funds, in part because it does not create negative incentives. Of course, some districts 
face greater challenges than others, but our review did not uncover a strong case for major adjustment. SELPAs 
value the flexibility AB 602 funds afford and most want even greater flexibility. The AB 602 formula’s biggest 
problems are that funding to SELPAs is not equal and that the state had not updated it in response to increased 
special education caseloads and the rising incidence of high-cost disabilities. We suggest equalizing funding rates. 
And we estimate that caseload changes may have increased special education costs by $1.1 billion, a burden that 
falls largely on the shoulders of school districts. 

To encourage greater integration of special and general education, we recommend ending California’s parallel 
system of special education governance and distributing LCFF funds directly to districts instead of through 
SELPAs. Special education would become part of district LCAPs, which would raise the visibility of both the 
performance of students with IEPs and of district plans for improving those outcomes. The state would need to 
determine the future role of SELPAs—whether district membership in SELPAs or SELPA-like organizations is 
needed to protect small districts and charter schools from exceptional special education costs. In addition, there 
must be oversight to ensure students are receiving appropriate services in the least restrictive environment. 

It has been more than 40 years since the federal government enacted the Education for All Handicapped 
Children Act requiring schools to provide students with disabilities equal access to education. Since that time, 
the share of students identified with disabilities, the legal protections for those students and their families, 
and the range of services that schools must provide have all expanded. At the same time, the cost of special 
education has grown. Today districts spend much more to serve children with disabilities than state and federal 
categorical programs provide. 

In its fifth decade, perhaps we can say that special education has matured and that California school districts 
should be encouraged to develop new ways of funding and delivering special education services. The task force 
envisions a system that focuses on student outcomes, that flexibly delivers services to special and regular 
education students as needed, and that puts a priority on early intervention. By recasting special education’s 
finance and governance issues as a part of LCFF, our recommendations take the first step towards these 
important objectives. 
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