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This report contains the findings, conclusions, and recommendations from
our completed performance audit, K-12 Education: Reviewing Issues Related to
Catastrophic Funding for Special Education.

The report contains a number of appendices, including detailed estimates
for the number of catastrophic claims and aid and teacher aid for 2009-10 under
each of the various proposed changes to catastrophic aid requirements. The
appendices also include an in-depth description of the methodology we used to
make our estimates.

The report includes a recommendation for the Legislature to change
the current catastrophic aid formula. We would be happy to discuss this
recommendation or any other items in the report with any legislative committees,

individual legislators, or other State officials.

Barbara J. Hinton
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K-12 Education: Reviewing Issues Related to Catastrophic

Funding for Special Education

The federal Individuals with Disabilities Education Act (IDEA
requires states to provide special education services to all children
between the ages of 3 and 21 who need special services because of
conditions such as mental retardation, hearing or visual impairment,
emotional disturbance, or autism. In Kansas, school districts and
special education cooperatives also are required to provide special
services to gifted children as well. The State provides categorical aid
to districts and cooperatives to help cover the costs of these special
education services. Most of the State’s categorical aid is distributed
to districts based on the number of special education teachers and
paraprofessionals they employ.

Under a 1994 provision added to the special education funding
statutes, districts and cooperatives can receive an extra reimbursement
for “catastrophic” special education cases—those that cost at least
$25,000 per year. According to the Department of Education, the
number of catastrophic cases (and the accompanying reimbursements)
has increased dramatically in recent years, from 87 cases ($1.1
million) in 2005 to 758 cases ($12.0 million) in 2009. The Shawnee
Mission school district accounted for the largest share of this
increase—it hadn’t identified any catastrophic cases until 2009, when
it identified 333 cases. According to district officials, the district
hadn’t calculated the costs properly in previous years, and therefore
didn’t know it had students who were eligible for catastrophic
funding.

Recently, members of the 2010 Commission have become concerned
about the dramatic increase in catastrophic cases. Specifically, they
are concerned that districts may not be applying the same types of
costs toward meeting the $25,000 threshold for catastrophic aid. This
school district performance audit answers the following question:

Why has the number of “catastrophic” special education
claims increased in recent years, and how many claims are
likely over the next several years?

To answer this question, we surveyed the 69 districts and cooperatives
providing special education services to determine what methods they
used to calculate catastrophic costs. We also talked with district
officials from Shawnee Mission, Olathe, Blue Valley, and Wichita.

We gathered data from the Department of Education, and individual
districts and cooperatives regarding catastrophic aid applications,
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special education expenditures and revenues, special education
enrollments, and individualized education plans (IEP). We used these
data to estimate how much it cost to serve each special education
student in the State, and identify the students who would be eligible
for catastrophic aid under the current law, as well as various proposed
changes to the catastrophic aid requirements. We also estimated the
impact each scenario would have on the amount of categorical aid
each district and cooperative would receive per special education
teacher. Finally, we analyzed the catastrophic aid applications for
2008-09 and current statutes to identify instances where districts or
cooperatives appeared to profit when claiming catastrophic special
education aid.

A copy of the scope statement for this audit is included in Appendix
A. For reporting purposes, we combined the original two questions
into one question.

In conducting this audit, we followed all applicable government
auditing standards set forth by the U.S. Governmental Accountability
Office, except that, because of time constraints, we performed only
limited reliability testing of some of the data that were provided by
the Department of Education.

Our preliminary testing of expenditure data and individualized
education plan (IEP) data showed that both datasets appear to be
complete and free of significant outliers. Based on these results, we
feel it’s unlikely that either expenditure data or IEP data are so grossly
or systematically inaccurate as to affect our findings and conclusions.

Our findings begin on page 5, after a brief overview.
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Overview of Special Education Funding

The Legislature Provided
$436 Million for Special
Education Services in
2008-09

The federal Individuals with Disabilities Education Act (IDEA),
passed in 1975, requires states to provide special education services
to all children with disabilities who are between the ages of 3 and 21.
In addition, under Kansas law, the Special Education for Exceptional
Children Act augments the federal law by requiring Kansas school
districts to provide special eduation services to gifted children as well.

School districts are responsible for ensuring that their students receive
appropriate education services, but they have several options for
providing those services:

e Contract with an outside facility to meet the student’s needs.

e Provide the services themselves using their own teachers.

e Join other districts to form a special education cooperative (run by a
member district) or interlocal (run by a separate, independent entity).
For simplicity’s sake, in this report we'll use the term “cooperative” to
refer to both cooperatives and interlocals.

Kansas law requires the State to pay 92% of the *“excess costs”
of special education, and most of that aid goes to districts and
cooperatives in the form of teacher aid. The “excess” costs of
special education are the total costs incurred for serving special
education students less other funding sources that already are
available to pay for special education services, including a share of
the district’s regular education funding, federal special education
funding, and Medicaid.

Districts and cooperatives pay for special education services with a
mix of federal, State, and local funds. The State funding they receive
for special education is known as “categorical aid.” For the 2008-
09 school year, the Legislature appropriated $436 million in special
education categorical aid to the State’s 69 districts and cooperatives
that provide special education services.

Because of the current fiscal crisis, the Legislature will fund only
about 73% or $367 million of special education excess costs

for the 2009-10 school year. Slightly more than one-half of the
difference between what the Legislature has appropriated and the
92% requirement will be made up with almost $56 million in federal
American Recovery and Reinvestment Act (ARRA) funding for
special education, although Department officials have told us that
money will not be distributed as categorical aid through the State’s
special education formula.
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Although the amount of categorical aid the State provides is computed on
the basis of excess costs, it isn’t distributed on that basis. Rather, by law
the money is distributed to the districts and cooperatives as follows:

® Transportation Aid—A portion of categorical aid is set aside to cover 80% of
the cost of transporting special education students and reimbursing special
education teachers for the miles they drive.

@® Catastrophic Aid—A portion of categorical aid is set aside to help pay for
special education students who cost more than $25,000 to serve. This aid,
which covers 75% of the cost over $25,000, was designed to keep districts
and cooperatives from being financially devastated if they had to serve
students with extremely expensive special needs. (Catastrophic aid is
described in more detail in Question 1.)

Under the catastrophic aid formula, however, other types of special
education aid (transportation aid, for example) aren’t deducted when
calculating the catastrophic costs of a special education student.

This means a district or cooperative generally is paid twice for some
transportation costs and teacher costs—a practice commonly referred to
as “double-dipping.” Double-dipping isn’t prohibited under the current
catastrophic aid formula.

@® Medicaid Replacement Aid—A portion of categorical aid is set aside
to address funding disparities created by changes to school-based
Medicaid in 2008. 2009-10 will be the last year for this type of aid. (More
information about the changes to Medicaid and their impact on districts and
cooperatives can be found in Question 2 of our December 2007 report,
K-12 Education: Reviewing Issues Related to Special Education Funding
(07PA30).

@® Teacher Aid—The remaining categorical aid is distributed to districts and
cooperatives based on the number of special education teachers and
paraprofessionals they employ. Most categorical aid is distributed as
teacher aid. As Figure OV-1 shows, $363 million of the $436 million in
categorical aid distributed in 2008-09 (about 83%) was distributed based on
the number of special education teacher and paraprofessionals.

Figure OV-1 For the 2008-09 school year, districts received
Total Special Education Categorical Aid by Category $28,760 per full-time-equivalent special
(2008-09) education teacher in teacher aid. That aid
covered about 54% of the average classroom
education teacher’s contracted salary and
benefits.

Transportation Ad$51.3m_| For the 2009-10 school year, the Department

of Education has informed districts that
Catastrophic Ad special education teacher aid will drop to
$12.0m about $23,000 per teacher. As mentioned
earlier, much of this difference will be covered
using almost $56 million in federal American
Medicaid Replacement Recovery and Reinvestment Act (ARRA)
Aid$9.0m moneys, but those dollars will be distributed to
districts under a federal formula, not the State’s
categorical aid formula. In this audit, we didn’t
Total Aid: $4355m _ | try to assess whether this situation would result
in some districts getting significantly more or
less funding than they otherwise would have.

Teacher Aid $363.2m

Source: Unaudited KSDE State aid reports and school budget data
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Why Has the Number of “Catastrophic” Special Education Claims
Increased In Recent Years, and How Many Claims Are Likely Over the

Next Several Years?

Answer in Brief:

The number of claims submitted to cover the *““catastrophic™ costs for
very expensive special education students—those costing more than
$25,000 per year—rose dramatically between 2008 and 2009, from
276 to 758. The amount of catastrophic aid paid jumped from $6
million to $12 million. Historically, relatively few districts submitted
claims, and then only for their very expensive students who required
a lot of dedicated resources, such as a full-time teacher or expensive
outside contracted services. The primary cause for the big increases
in 2009 was the Shawnee Mission district’s decision to prorate costs
for all special education students, even its less-expensive ones. A
few other districts have begun prorating costs as well. At the same
time, 18 districts or cooperatives told us they haven’t claimed all the
catastrophic aid they could have by law.

Under current law, for the 2009-10 school year, we estimate there
would be about 5,500 claims for nearly $48 million in catastrophic
aid if all districts and cooperatives prorate all their shared special
education costs and submit all the claims they can (a worst-case
scenario). Proposed changes to the requirements for qualifying for
catastrophic aid—including increasing the threshold for qualifying,
and requiring districts to deduct other forms of special education aid
they receive from the catastrophic cost calculation—would eliminate
most catastrophic aid claims. That would leave more money
available to be distributed to all districts as teacher aid. Finally, we
estimate that for about 100 of the 758 catastrophic aid claims filed in
2009, districts or cooperatives received nearly $1 million in aid over
and above the actual cost of providing special education services to
these students. These and other findings are discussed in more detail
in the sections that follow.

Catastrophic Aid Was
Created To Help Fund
Students With Extremely
Expensive Needs

As described in the Overview, the Legislature provides categorical
aid to help pay for special education services, most of which is
distributed based on the number of special education teachers each
district or cooperative employees. However, the special education
services for some students can be extremely expensive, and the cost
would be “catastrophic” to the district or cooperative. Starting in
1994, the Legislature created catastrophic aid and allowed districts
and cooperatives to be directly reimbursed for a portion of the cost of
providing services to these very expensive students, as follows:

@® To receive catastrophic aid, districts and cooperatives must file a claim
with the Department of Education in mid-May of the school year they
incurred the catastrophic costs.
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® They then can be reimbursed for 75% of their costs over the $25,000
threshold (the district or cooperative is responsible for the first $25,000).
There was no provision in the law to adjust the $25,000 threshold for
inflation. Since 1994, the consumer price index (CPI) has risen 44%.
Had the $25,000 been adjusted for this inflation rate, it would be slightly

more than $36,000 today.

When calculating catastrophic costs, districts and cooperatives
can include all costs—even those costs already covered by
transportation and teacher aid—which means they may be paid
twice for some costs. As noted earlier, some special education costs
already are covered in part by other categories of State-funded special
education aid. For example, transportation aid pays 80% of the cost
of transporting special education students. And for the 2008-09
school year, teacher aid paid almost $29,000 of the average of slightly
less than $53,000 in contracted salary and benefits paid to classroom
teachers, or about 54%.

Under the catastrophic aid formula, however, these other types

of special education aid aren’t deducted when calculating the
catastrophic costs of a special education student. This means a
district or cooperative generally is paid twice for some transportation
costs and teacher costs—a practice commonly referred to as “double-
dipping.” Double-dipping isn’t prohibited under the current
catastrophic aid formula.

Although double-dipping has never been prohibited, initially it may
not have been much of an issue. That’s because catastrophic aid
claims historically were for special education students who required

a lot of dedicated resources, such as contracted services provided
outside the district or cooperative. For example, early on few districts
and cooperatives had the resources to serve students with severe
disabilities, and may have contracted with full-time facilities—such
as Heartspring in Wichita—to meet these students’ needs. Currently,
serving a student at a facility like Heartspring can cost a district or
cooperative as much as $250,000 a year.

The Number of
Catastrophic Aid Claims
Filed and the Amount
Paid Have Increased
Dramatically in Recent
Years

In recent years, the number of claims submitted to cover the
catastrophic costs for very expensive special education students—
again, those costing more than $25,000 per year—as well the total
amount catastrophic aid paid to districts and cooperatives, have
accelerated rapidly. As Figure 1-1 shows, relatively few claims were
filed in 2004 and 2005, and they accounted for about $1.2 million
each year in catastrophic aid.
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Figure 1-1
Catastrophic Claims and Aid
2003-04 to 2008-09 School Years
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Source: Unaudited Kansas State Department of Education special education catastrophic claims.

Things began to change after that, however:

The total number of claims filed increased fairly steadily until 2008, but
jumped in 2009 to 758 claims.

Over that same time, the amount of catastrophic aid paid increased to
$12 million.

The number of districts or cooperatives that filed a catastrophic aid
claim increased from 26 in 2006 to 35 in 2009, according to Department
of Education data.

As Figure 1-2 on page 8 shows, four large districts—but especially the
Shawnee Mission school district—significantly increased the number of
claims they filed for special education students in 2009.

As described in more detail in the sections that follow, we identified
three primary reasons why these numbers have increased so much in
recent years:

The cost of providing special education services has increased over
time, but the $25,000 threshold hasn't.

The Blue Valley, Olathe, and Wichita school districts indicated they now
have more very expensive special education students, and have begun
prorating the shared costs for these expensive students.

The Shawnee Mission school district began prorating the shared costs
for all its special education students—not just its expensive ones.
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Figure 1-2

Comparison of Student Headcount and Number of Catastrophic Aid Claims Filed
by the Top 10 Districts and Cooperatives Filing Claims, 2008-09

SR # of Catastrophic Aid % Change in | Catastrophic
IO Claims Claims Aid Received
2009 (a)
District or Cooperative _ g
_ = o o
s | s2|s|5|8|8|c8|=8
S o S S S) S oo | go 2009
= n 8 N N N N o N o N
=] N N
o
L
512 Shawnee Mission 27,772 | 3,086 0 0 0 333 n/a n/a $3,772,482
229 Blue Valley 20,776 | 1,877 38 69 87 129 239% 48% $2,171,072
233 Olathe 26,425 | 3,149 9 23 85 122 | 1256% 44% $2,989,972
259 Wichita 48,974 | 6,530 25 19 19 61 144% 221% $779,013
637 Southeast Kansas Interlocal 12,956 1,659 5 5 12 18 260% 50% $116,923
261 Haysville 4,917 715 3 5 7 16 433% 129% $207,824
501 Topeka 13,846 | 2,363 3 7 9 11 267% 22% $211,695
603 ANW Cooperative 5,622 964 5 6 5 11 120% | 120% $46,516
333 North Central (Concordia) 2,615 530 4 5 4 8 100% 100% $84,428
305 Central Kansas (Salina) 14,859 | 2,349 0 0 0 6 n/a n/a $108,895
Subtotal, Claims Filed 92 139 | 228 | 715 | 677% | 214%
Claims by Other Districts/Coops 38 44 45 43 13% -4%
Total Claims Filed 130 | 183 | 273 | 758 [ 483% [ 178%
(a) Member districts' and cooperatives' enrollments have been included in host districts or cooperative enroliment figures. Numbers
include 4 year-old at-risk students and 3 & 4 year-old special education students.
(b) Gifted students are excluded here because if is very difficult for a gifted student to have expenditures qualifying them as catastrophic.
Source: Unaudited Kansas State Department of Education enrollment, special education head count, and catastrophic application data

Part of the increase over time in catastrophic aid claims filed
and paid can be attributed to the static $25,000 threshold for
qualifying for aid. When catastrophic aid was first introduced in
1994, the “threshold” for qualifying—the cost level that districts and
cooperatives had to incur before applying for aid—was $25,000.
The statute made no provision to adjust that threshold for inflation.
As described earlier, had the $25,000 been adjusted for the CPI-U
inflation rate, it would be slightly more than $36,000 today.

Over time, the cost of providing all special education services has
increased—for example, teachers are paid significantly more now
than in 1994. But because the threshold hasn’t changed, it’s become
easier for districts and cooperatives to qualify for catastrophic aid.

The recent dramatic rise in catastrophic aid can be attributed
primarily to actions taken by four large districts to prorate

both the dedicated and shared costs for their special education
students. As noted earlier, catastrophic claims historically had been
submitted for very expensive students who required a lot of dedicated
resources, such as a full-time teacher or contracted services.
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In recent years, however, four large districts—Blue Valley, Olathe,
Shawnee Mission, and Wichita—began prorating the shared special
education costs they incurred for their special education students.
When a district prorates costs, it allocates the cost of shared
resources—such as a teacher or paraprofessional who works with
several students—to each student who uses those resources. An
example of how a district might prorate costs is shown in Figure 1-3.

( )
Figure 1-3
An Example of How a District or Cooperative Might
Prorate a Special Education Teacher’s Salary and Benefit Costs

) ( )
'
S ! She teachers
s six special
- education
- students

during the

\R
\‘ school year—
# with equal
service effort

to each
student.
This special education teacher earns
$50,000 a year in salary and benefits.
N J ~ / Y
( )
The district or cooperative prorates
her salary and benefits to each of
her students:
$50,000 - 6 students =
$8,333 for each student
\_ J
. J

The approach the Shawnee Mission school district took was different
from the Blue Valley, Olathe, and Wichita school districts:

® Inrecent years, the Blue Valley, Olathe, and Wichita school
districts began compiling all costs—including prorating any
shared costs—for their increasing population of very expensive
students with multiple severe disabilities or autism. According to
officials from the Blue Valley school district, they began submitting more
claims a few years ago when they realized their costs were especially
high for students with multiple severe disabilities. Later, they said they
concentrated their efforts on calculating both the dedicated and shared
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costs of serving students with severe autism because they already
knew costs were high for these students as well.

Olathe school district officials cited similar reasons for their high
catastrophic claims—they said they also saw an increase in students
with severe autism, and in 2007 began calculating both the dedicated
and shared costs of serving these students. Both districts said

they think it's likely they’ve had an increase in students with severe
exceptionalities because they are located very near hospitals or
health care centers that specialize in providing services for these
exceptionalities.

In Wichita, for 2008-09, officials said they began calculating the costs of
students at Levy Special Day School. The school provides services to
students with special needs ranging from medically fragile to severely
disabled. Before 2008-09, the district hadn’t submitted catastrophic
applications for these students.

® For 2008-09, the Shawnee Mission school district began prorating
costs for all its special education students—including those that
were less expensive. The Shawnee Mission school district had
never before submitted a claim for catastrophic aid. But by linking its
personnel, accounting, and special education service data for 2008-09,
the district was able to “cost out” the services provided to all its nearly
4,600 special education students. For any student whose estimated
costs exceeded $25,000—even by $1—the district turned in a claim for
catastrophic aid. As a result, it submitted claims for almost 11% of its
non-gifted special education students, compared to less than 1% for the
Wichita and Topeka school districts.

As Figure 1-2 showed, catastrophic claims for the Shawnee Mission
school district went from 0 in 2008 to 333 in 2009, and accounted for
44% of all catastrophic claims filed in the State that year. Shawnee
Mission also received $3.8 million in catastrophic aid in 2009,
accounting for about 31% of the catastrophic aid paid.

What's unique about the approach the Shawnee Mission school district
used is that it has applied for aid for all students who cost more than
$25,000, not just the extremely expensive students it serves. For more
information on how the Shawnee Mission school district prorates special
education costs, see the accompanying profile box on pagell.

At the same time, at least 20 districts or cooperatives told us they
haven’t claimed all the catastrophic aid they could have by law.
To determine the types of expenditures providers typically include
when filing claims for catastrophic aid, we sent a questionnaire to all
69 districts and cooperatives that provide special education services.
Of those, 61 completed the questionnaire.

In addition to the questionnaire, we listened to and reviewed recent
testimony from some of these providers to legislative committees.
Here’s a summary of what these districts and cooperatives have said:

@® Some district or cooperatives told us that they probably had
students whose costs exceeded $25,000, but that they couldn’t
easily prorate the costs related to those students. In recent years,
all districts likely have become more aware of the possibility of prorating
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The Shawnee Mission School District )
Prorates Costs for Each of its Special Education Students

The Shawnee Mission school district is the only district or cooperative in the State that prorates costs for all its
special education students, even the less expensive ones. This allows them to identify every student whose costs
exceed the $25,000 threshold and to claim catastrophic aid for each. In 2008-09, Shawnee Mission submitted
333 catastrophic aid claims—almost 45% of the Statewide total.

We met with officials from the district to better understand how they prorate costs for each of their students. They
told us that, because the district keeps its financial data and special education Individual Education Plan (IEP)
data electronically, they were able to merge data from the two systems and allocate costs to all special education
students. Here’s how it works:

The costs of any resources (staff, transportation, contracted services) that were dedicated to a single
student were assigned to that student. For example, for a special education teacher who provided
services exclusively to one student, the entire salary and benefits costs for that teacher were assigned
only to that student.

For special education teachers who worked only in special education but who served more than one
student, the entire salary and benefit costs were allocated to all students served based on the amount of
effort spent with each student. For example, for a teacher assigned to 10 students—one for whom the
teacher spent 90% of his or her service efforts, then 90% of that teacher’s salary and benefit costs were
prorated as a cost to that one student. The remaining 10% of costs were prorated equally among the
other 9 students.

Salary and benefit costs for special education paraprofessionals who worked only in special education
and who worked alongside a special education teacher were allocated in the same way the teacher’s

salary and benefit costs were allocated.

For specialist-type positions such as nurses, psychologists, and consultants, who in addition to providing

some special education services also provided some regular education services, the district calculated
a cost per minute of service provided by each staff (based on actual salary and benefit costs), then

allocated costs to the individual students based on the service minutes shown in each student’s IEP.

For transportation services, the district allocated the cost of the route equally to each special education
student who regularly rode on the route.

Using this method, the district was able to “cost out” all of its nearly 4,600 special education students, and for
2008-09, filed a catastrophic aid claim for every student whose costs exceeded $25,000.

J
shared costs for their special education students. Seven districts

told us they know they had some students whose costs were more

than $25,000, but they didn’t apply because calculating the costs was

cumbersome and not worth the aid they would receive.

@® Some districts or cooperatives haven't counted all the costs they
could. Here are the reasons cited:

» 6 told us they thought catastrophic aid was only available to cover
the cost of contracting for special education services provided
outside the district.

» 9told us they didn’t know they could prorate costs when services
were provided to several students.

» 12 told us they didn’t know they could include costs that
already were covered by other types of categorical aid, such
as transportation aid or teacher aid (the “double-dipping” issue
discussed earlier).
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We Estimate the
Number of Claims
Could Increase
Dramatically if Districts
And Cooperatives
Submit All the Claims
They Can

Many districts and cooperatives told us that, for the 2009-10 school year,
they’ll begin prorating costs to all their special education students—just
like the Shawnee Mission school district did—because if they don’t
they’ll lose special education funding to the districts that do prorate.
That’s because the total amount of special education aid remains the
same. However, the more catastrophic aid a district or cooperative
claims for itself, the less categorical aid funding is available for everyone
else to be distributed through teacher aid.

We estimated the number of catastrophic claims and aid that would
result if everyone submitted all the claims they were entitled to
under the current law. We used 2008-09 special education expenditure
and service data from the Department to allocate special education costs
to all special education students in a manner that was similar to (though
less precise than) the methodology the Shawnee Mission school district
used.

We then used the Consumer Price Index (CPI-U) to project the costs

for each student out to future years. We used those results to identify
students whose costs would exceed the current threshold of $25,000.

Our methodology is explained in more detail in Appendix B.

The reader should keep a few important things in mind about our
estimates:

® |t represents a worst-case scenario for 2009-10. Our estimates represent
what would happen if every district and cooperative filed a catastrophic
claim for every student who is eligible. However, it's unlikely every provider
will have the resources to prorate costs for all its special education students
in 2009-10.

@® Because of data limitations, our methodology was not as refined as
what districts and cooperatives might be able to do. We had to rely on
summarized expenditure data and less-precise service data than would
be available at the district and cooperative level. Because these data are
less precise, our estimates could be overstated or understated by an
unknown amount.

@® Because the actual expenditures for the 2008-09 school year weren't
available at the time of the audit, we used budgeted expenditures for
each district and cooperative. Overall, this could overstate our estimates
somewhat because providers’ actual expenditures tend to be lower than
what they budgeted.

® We used the same group of students, services, and special education
providers for each year’s projections. In reality, the State’s special
education population generally increases each year. To simplify our
calculations, we didn't try to account for any projected growth, which would
understate our estimates somewhat.

® Because our cost allocations are imprecise, we only counted students
whose estimated costs exceeded the catastrophic aid threshold by at
least 10%. For example, in order for us to count a student as “eligible” for
catastrophic aid under current law, the student’s estimated costs had to be
at least $27,500 (the $25,000 threshold plus $2,500 for the 10% buffer).
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A summary of our estimates for the number of catastrophic claims and
total catastrophic aid for the next few years are shown in Figure 1-4.

Catastrophic Claims
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1,000

Figure 1-4
Estimated Catastrophic Claims and Aid if Districts and Cooperatives
Claim All They Could Under Current Law
2007-08 to 2010-11 School Years
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Source: LPA analysis of KSDE, district, and cooperative expenditure and revenue data

Under current law, we estimate the number of claims could
increase by almost 625% in the current school year if districts and
cooperatives submit all the claims they could. As Figure 1-4 shows,
if districts submitted all the claims they could for 2009-10, we estimate
the number of claims filed could jump from 758 last year to almost
5,500 this year. The amount of catastrophic aid paid could quadruple,
from $12 million to nearly $48 million. Following the dramatic initial
increase, we estimate that claims and aid would increase gradually in
subsequent years because of inflation.

Figure 1-5 on page 14 shows the 2008-09 actual and 2009-10
estimated claims for the top 20% of districts or cooperatives filing
claims for catastrophic aid. As the figure shows, if school districts
submit all the claims they could, the Olathe, Shawnee Mission, Blue
Valley, and Wichita school districts would continue to be among

the top districts receiving catastrophic special education aid. Other
districts or cooperatives with a large number of potential catastrophic
claims include Topeka, Lawrence, Paola, Kansas City, and DeSoto.
Detailed estimates for all districts and cooperatives for can be found in
Appendix C.

Proposed Changes to the
Catastrophic Aid Law
Would Eliminate Most

Claims

Because of the dramatic increase in claims and catastrophic aid

paid in 2008-09, there’s been much discussion about changing the
requirements for catastrophic aid. For example, in 2008 the Legislature
considered House Bill 2606, which would have increased
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Figure 1-5
2008-09 Actual and 2009-10 Estimated Catastrophic Claims and Aid

for Top 20% of Providers
if Districts or Cooperatives Claim All They Could Under Current Law
(Estimated aid rounded to nearest thousand)

2008-09 (Actual) 2009-10 (Estimated)
District or Cooperative # of Total # of Total
Catastrophic | Catastrophic | Catastrophic | Catastrophic
Applications Aid Applications Aid
233 |Olathe 122 $2,989,972 441 $6,028,000
512 |Shawnee Mission 333 $3,772,482 456 $4,647,000
229 |Blue Valley 129 $2,171,072 361 $4,640,000
259 |Wichita 61 $779,013 762 $4,573,000
501 |Topeka 11 $211,695 324 $2,980,000
497 |Lawrence 0 $0 171 $1,600,000
368 |East Central (Paola) 1 $7,007 134 $1,549,000
500 |Wyandotte (Kansas City) 4 $53,306 240 $1,497,000
232 |DeSoto 1 $61,874 81 $1,424,000
618 |Sedgwick County 1 $162,426 189 $1,119,000
607 |Tri-County 2 $18,093 116 $1,112,000
428 |Barton Co. (Great Bend) 0 $0 105 $992,000
610 |Reno County 1 $33,019 83 $965,000
608 [Northwest Kansas 0 $0 99 $830,000
Total, top 20% Districts/Cooperatives 666| $10,259,957 3,562 $33,956,000
Total, all Districts and Cooperatives 758| $12,008,400 5,491| $47,657,000
Source: LPA analysis of KSDE, district, and cooperative expenditure and revenue data

the catastrophic cost threshold from $25,000 to $36,000 for the 2008-
09 school year, and adjust it for inflation in future years.

More recently, both the 2010 Commission and a group of special
education directors have put forth proposals to address the
catastrophic aid formula. In general, each of the proposals includes
one or both of the following changes:

Adjusting the $25,000 threshold upward to account for inflation

Requiring districts to deduct the State categorical aid they've already
received for a student from the catastrophic cost calculation (in other
words, eliminate double-dipping).

To estimate the effects various proposed changes would have on the
number of catastrophic claims and the total amount of catastrophic
aid, we started with the student-level cost estimates described earlier.
We then estimated the amount of teacher and transportation aid the
districts or cooperatives would receive for each student. Using the
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cost and aid estimates and the criteria from each of the proposals, we
identified students who would be eligible for catastrophic aid under
each proposal. More detailed information about the methodology can
be found in Appendix B.

The various proposals and our estimated results are summarized in
Figure 1-6 on page 16. Detailed information for each district and
cooperative appears in Appendix C.

As Figure 1-6 shows:

Scenario #2 — Raising the $25.000 spending threshold that

currently is required to qualify for catastrophic aid and allowing

it to increase with inflation in future years would stabilize the
number of claims and aid. If the threshold were raised to $36,000

for 2008-09 and indexed to the CPI-U (as required in 2007 House

Bill 2606), then for 2009-10, the number of catastrophic claims would
increase to about 1,300 per year and would remain at that level each
year. The amount of catastrophic aid would be around $14 million and
would gradually increase with inflation because the threshold, under this
scenario wouldn't increase with inflation.

Scenario #3 — Eliminating double-dipping (requiring districts

and cooperatives to deduct other types of State categorical aid
they’ve already received for a student from the catastrophic cost

calculation) would reduce the number of catastrophic aid claims
filed, at least in the short term. Initially, the number of claims filed
could drop to about 500 and catastrophic aid could drop to around

$3.8 million. However, unless the catastrophic aid threshold also

was adjusted for inflation, the number of claims and the amount of
catastrophic aid would begin growing again. Eventually, the State would
be back in the same situation that it currently faces—with many arguing
the threshold is too low.

Scenarios #4 and #5 — Raising the threshold and eliminating
double dipping would eliminate almost all catastrophic aid claims.

For example, if the threshold were raised to twice the previous year’s
teacher aid allocation, and districts were required to deduct any other
State categorical aid they’d already received (as in the plan proposed by
the 2010 Commission in May 2009), the number of claims likely would
drop to around 10 to 20 each year, and catastrophic aid would fall to
around $400,000.

Regardless of whether the Legislature keeps the current
catastrophic aid law or adopts any of the proposed changes, the
total amount of State special education aid won’t be affected.
Under any of the proposed changes, as shown in Figure 1-7, the
total amount of special education aid wouldn’t change—it still
would be whatever amount the Legislature appropriated for the year.
That’s because the catastrophic aid formula only affects how special
education funding is distributed, not the total available.
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Figure 1-6

Estimated Catastrophic Claims and Aid
Under Various Proposed Changes to Catastrophic Aid Requirements

Estimated Claims Estimated Aid
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the Proposed Change: Estimated Catastrophic Aid
Proposed Change: Eiminates
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Dipping?
Scenario #1 AT o o 5,490 claims | 5,880 claims
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SERlEla) 5 $36.000 os o 1,270 claims | 1,270 claims
House Bill 2606 U@ J $14.2 million | $14.6 million
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cost per special y y HELUR A2
education FTE) (d)
(a) House Bill 2606 proposed the threshold be modified to $36,000 in 2008-09, and adjusted for inflation in subsequent years.
(b) Scenario was created by LPA as it seemed a logical extension of the other proposals, but we don't endorse this over any other proposed change.
(c) This amount is tied to the prior year's special education aid per teacher. For example, the 2007-2008 aid amount per teacher was $28,200, so the
threshold for 2008-09 would be $56,400.
(d) This amount is tied to the prior year's Statewide average cost per special education FTE. For example, the 2007-08 Statewide average special education
costfor 10 FTE was $29,775, so the threshold for 2008-09 wo uld be $59,550. Total catastrophic aid would be capped at $4 million.
Source: LPA analysis of KSDE and district expenditure and revenue data.
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However, the more catastrophic aid districts and cooperatives claim,
the less aid there is available to distribute as teacher aid to help fund
special education teachers and paraprofessionals. This is shown

in Figure 1-7. For example, if the catastrophic aid formula isn’t
changed, we estimate catastrophic aid could increase to nearly $48
million in 2009-10, which would reduce the amount of teacher aid by
almost $3,000 per teacher (compared to the current level estimated
by the Department). Conversely, if the 2010 Commission’s proposal
were adopted by the Legislature, the total amount of catastrophic aid
could drop to around $400,000, increasing the amount of teacher aid
by almost $750 per teacher.

Figure 1-7
Estimated 2009-10 Special Education Categorical Aid That Would Result

Under Various Proposed Changes to Catastrophic Aid
(aid amounts shown in millions)

5 € © ) 2 - 3 E I}
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#1 No Change to Current Law
* $25,000 threshold $56.5 $9.0 | $47.7 | $254.4 | $367.5 [ $20,026 ($2,974)
* no inflation adjustment
#2 House Bill 2606
* $36,000 threshold (b) $56.5 $9.0 $14.2 | $287.9 | $367.5 $22,661 ($339)
* adjusted for inflation
#3 Eliminate Double Dipping
*$25,000 threshold $56.5 $9.0 $3.9 |[$298.2 | $367.5 [ $23,470 $470
* no inflation adjustment
#4 2010 Commission
* 2x prior year's teacher aid
per teacher $56.5 $9.0 $0.4 | $301.7 | $367.5 $23,744 $744
* adjusted for inflation
#5 Special Ed. Directors
* 2x prior year's average cost
* adjusted for inflation
(a) KSDE began notifying districts and cooperatives to expect teacher aid per teacher to fall to $23,000 in FY2010-11 because of shifts
Jin the compositiion of special education funding.
(b) House Bill 2606 proposed the threshold be modified to $36,000 in 2008-09, and adjusted for inflation in subsequent years.
Source: LPA analysis of KSDE, district, and cooperative expenditure and revenue data.

Because Districts and If districts have to shoulder some of the cost of providing special

Cooperatives Can Get
Paid Twice for Some
Costs, They Can Make
Money On Some
Students with
Catastrophic Costs

education services, they are more likely to try to provide them more
efficiently. That’s one reason why none of the four types of special
education categorical aid—transportation, catastrophic, Medicaid
replacement, or teacher aid—is designed to cover all the costs a
district or cooperative incurs. For example, transportation aid covers
only 80% of transportation costs, and teacher aid has provided
roughly half the cost of a special education teacher.
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As noted earlier, under the current catastrophic aid formula all costs
for a special education student—even those costs that are reimbursed
through other types of categorical aid—can be counted when
computing his or her “catastrophic” costs. As a result, in some cases
districts and cooperatives can make money on these students.

Using the data we compiled for our earlier analyses, we estimate

that for about 100 of the 758 catastrophic aid claims filed in 2009,
districts and cooperatives received nearly $1 million in categorical
aid—teacher, transportation, and catastrophic—over and above the
actual cost of providing special education services to these students.
We estimate that the additional amount some districts or cooperatives
received varied from about $500 to about $432,500, and averaged
slightly more than $45,000. Figure 1-8 shows an example of how

this occurred.

Figure 1-8

An Example of How a District or Cooperative Can Make Money When Providing Special
Education Services to a Student with Catastrophic Costs (a)

This example was for an autistic student requiring one-on-one education and a dedicated nurse.

Costs the District or Cooperative Incurred Ald the District or Cooperative Received to
Help Cover These Costs
Special Education Services (b) $35,000 $18,000|Teacher Aid (c)
. Transportation Aid
Transportation $42,000 $33,600 (80% of costs)
Subtotal $77,000 $51,600
Catastrophic Aid
$39,000((75% of actual costs over $25,000
or 75% of $52,000)
Total Cost $77,000 $90,600|Total Aid
$13,600 |"Profit"

help maintain the student's confidentiality.

receives.

(b) Includes both instruction and support costs.
(c) LPA estimate based on the amount of teacher aid per dollar of service cost this provider historically

Source: LPA analysis of KSDE catastrophic claims

(a) Costs and aid amounts have been rounded to the nearest thousand. Student characteristics were altered to

As the figure shows, by the time all the different types of special
education aid were added up, this district/cooperative ended up with
$13,600 more in total categorical aid than it actually spent on the

student.

The biggest issue we saw appeared to be with transportation costs.
Given their ability to make money on some students, districts and
cooperatives have little incentive for ensuring that severely disabled
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students are transported cost-effectively. Because they are reimbursed
twice for transportation costs (80% from transportation aid and 75%
from catastrophic aid), districts and cooperatives receive an additional
$1.55 in aid ($0.75 in catastrophic aid and $0.80 in transportation

aid) for every additional dollar they spend transporting a catastrophic
student (a net gain of $0.55 per dollar spent). Conversely, if they find
a less expensive way to transport the student, they would lose $1.55
in aid for every dollar they cut (a net loss to the district or cooperative
of $0.55 per dollar of spending cut).

Conclusion:

The Legislature created catastrophic aid in 1994 as a way of keeping
school districts and special education cooperatives from being
financially devastated if they had to serve students with extremely
expensive special needs, but after 15 years, it’s become apparent

that there are problems with the original catastrophic aid formula.
While the appropriate threshold at which a student’s costs become
catastrophic is subjective, the fact that the threshold isn’t adjusted to
account for inflation means that it is effectively lowered each year. In
addition, allowing districts and cooperatives to be reimbursed twice
for the same costs (i.e., double-dipping) is generally poor public
policy, and for catastrophic aid, it creates situations where districts
and cooperatives may receive more than they actually spent and could
encourage inefficiency.

While we think the Legislature should correct the problems with the
catastrophic aid formula, it should keep two things in mind. First,
changing the catastrophic aid formula doesn’t affect the total amount
of special education aid it provides, it just changes the way it’s
distributed. Second, care will have to be taken in fixing the formula
not to make it far more difficult for districts and cooperatives to
access catastrophic aid than actually was intended.

Recommendations for
Legislative Action:

1. To help ensure that the State’s catastrophic aid formula provides
the type of relief from catastrophic special education costs that
the Legislature intended it to, and to ensure that school districts
and special education cooperatives aren’t reimbursed twice by
the State for the same costs, the Legislature should amend K.S.A.
72-983 to do the following, effective starting the 2009-10 school
year:

a. set the threshold for qualifying for catastrophic aid to whatever
amount it deems appropriate.
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b. add a mechanism to the catastrophic aid formula to allow the
threshold to increase with inflation in future years. Possible
mechanisms might include adjusting the threshold based on
the Consumer Price Index, or tying the threshold to a special
education cost indicator, such as the average cost per special
education FTE or the amount of categorical teacher aid per
special education teacher.

c. require districts and cooperatives to deduct the State
special education aid they’ve already received for a student
(transportation aid and teacher aid) when calculating costs for
catastrophic aid.

The Legislative Educational Planning Committee or another
legislative committee should introduce legislation to accomplish this.
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APPENDIX A

Scope Statement

This appendix contains the scope statement approved by the 2010 Commission for this
audit on June 29, 2009. The audit was requested by Chairwoman Chronister.
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SCOPE STATEMENT

K-12 Education: Reviewing Issues Related to
Catastrophic Funding for Special Education

The federal Individuals with Disabilities Education Act (IDEA requires states to provide
special education services to all children between the ages of 3 and 21 who need special services
because of conditions such as mental retardation, hearing or visual impairment, emotional
disturbance, or autism. In Kansas, school districts and special education cooperatives also are
required to provide special services to gifted children as well. The State provides categorical aid
to districts and cooperatives to help cover the costs of these special education services. Most of
the State’s categorical aid is distributed to districts based on the number of special education
teachers and paraprofessionals they employ.

Under a 1994 provision added to the special education funding statutes, districts and
cooperatives can receive an extra reimbursement for “catastrophic” special education cases—
those that cost at least $25,000 per year. According to the Department of Education, the number
of catastrophic cases (and the accompanying reimbursements) has increased dramatically in
recent years, from 87 cases ($1.1 million) in 2005 to 758 cases ($12.0 million) in 2009. The
Shawnee Mission school district accounts for the largest share of this increase—it hadn’t
identified any catastrophic cases until 2009, when it identified 333 cases. According district
officials, the district hadn’t calculated the costs properly in previous years, and therefore didn’t
know it had students who were eligible for catastrophic funding.

Recently, members of the 2010 Commission have become concerned about the dramatic
increase in catastrophic cases. Specifically, they are concerned that districts may not be applying
the same types of costs toward meeting the $25,000 threshold for catastrophic aid. This school
district performance audit would answer the following question:

1. Do school districts include the same types of expenditures when calculating the costs
for *“catastrophic” special education cases? To answer this question, we would
interview officials from the Department of Education, and review documents as
necessary to understand the requirements for catastrophic funding. For a sample of
school districts, we would interview district officials, look at a sample of cases, to
identify the types of expenditures those districts include when calculating the cost of their
catastrophic cases, and determine if those expenditures are allowable. We would also
compare the districts to see if they are consistent in types of expenditures they include.
We would conduct additional testwork as needed.

2. How many “catastrophic’ special education cases is the State likely to have over the
next few years? To answer this question, we would use special education student and
expenditure data from the Department of Education to estimate the number of students
and cost of serving those students for the next several years. Using those projections, we
would estimate the number of students who will cost more than the $25,000 catastrophic
threshold, and effect that might have on the amount of special education funding
available to other school districts. We would conduct additional testwork as needed.

Estimated Resources: 1 staff (6-8 weeks)
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APPENDIX B
Summary of Methodology

This appendix contains a summary of the methodology we used to estimate how many
students would qualify for catastrophic aid and how much those students would cost under a
variety of scenarios. The methodology we used contained three basic steps:

@® Estimate the special education costs for each student.

@® Estimate the amount of special education aid received for each student.

@® Use the data to identify students who qualify for catastrophic aid based on various proposed criteria.

Estimating Special Education Costs

In order to estimate the special education costs for each student, we had to do the following:

® Identify all students for whom districts and cooperatives submitted catastrophic claims in
2008-09. Because the district or cooperative calculates how much these students cost as part of the
application process, we didn't need to do any further work to estimate their costs.

@® Estimate the special education costs for all other special education students for 2008-09. We
separated these costs into two categories—service costs and transportation costs—and estimated
them as follows:

» Service Costs—A service cost rate for each district or cooperative was estimated by dividing
the total amount the provider spent on services in 2008-09 (excluding amounts spent for the
catastrophic students) by the total number of minutes of service provided to non-catastrophic
students that year (as indicated on each student’s Individualized Education Plan). The cost for
each student was calculated by multiplying the service cost rate by the number of minutes of
service for that student.

For example, if a district spent $800,000 on services for non-catastrophic students, and provided
a total of 2.5 million minutes of service to those students, the service cost rate would be $0.32
per minute ($800,000 + 2.5 million minutes). For a student in that district who received 50,000
minutes of service during the year, we would assign $16,000 in service costs (50,000 minutes x
$0.32 per minute).

» Transportation Costs—This was calculated in much the same way as service costs. The total
amount a provider spent on transportation (excluding amounts spent for catastrophic students)
was divided by the number of special education students who received transportation services
to establish a transportation cost rate. That rate was then assigned back to each student who
received transportation services.

For example, if a district spent $4.0 million transporting 100 non-catastrophic special education
students, we would assign $4,000 in transportation costs to each student transported ($4.0 million
+ 100 students).

@® Estimate how those costs will grow in future years to account for inflation. Because of inflation,
the same services will become more expensive over time. In order to account for this in 2009-10
and 2010-11, we multiplied each student’s costs by an inflation factor (1.43% for 2009-10, and an
additional 3.0% for 2010-11). For example, if we estimated that a student’s services cost $30,000 in
2008-09, we estimated that those same services would cost $30,429 in 2009-10 ($30,000 x 1.0143)
and $31,342 in 2010-11 ($30,429 x 1.03).
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Estimating Special Education Aid and Net Costs

To estimate the total amount of special education aid and net costs for each student, we had
to do the following:

Estimate the amount of teacher aid for each student. To do this, first we had to estimate the rate
at which the district or cooperative had historically been reimbursed for special education service
costs. We calculated that aid rate (%) by totaling each district and cooperatives’ expenditures

and dividing by the amount of non-catastrophic and non-transportation State categorical aid they
each received. Next, to estimate the State aid for each student, we multiplied each student’s non-
catastrophic expenditure totals by the aid rate for the district or cooperative providing the student’s
services.

Identify the amount of transportation aid for each student. State law allows 80% of transportation
costs to be reimbursed. We calculated transportation aid for each student by multiplying the student’s
total transportation costs by .80. For example, if a student’s transportation costs were $10,000,
transportation aid would be $8,000 ($10,000 x 0.8).

Calculate net costs for each student. Because some of the proposed changes to catastrophic aid
requirements included using “net” costs (subtracting State aid) rather than using gross costs, we
needed to be able to calculate net costs for each student. We did this by subtracting the estimated
aid received from the total estimated costs for each student.

Identifying Students Who Would Qualify for Special Education Catastrophic Aid

To identify students who would qualify for catastrophic aid under each of the various
proposed changes to catastrophic aid requirements, we did the following:

Identified students who would be eligible for aid under each proposed scenario. For example,
if no changes were made to current law, then districts still would have to spend $25,000 for a student
before applying for catastrophic aid. Under the next scenario—House Bill 2606—the spending
threshold is $36,000, so we counted students whose costs were $36,000 or more. Using the criteria
under each scenario, we estimated the number of students who would qualify for catastrophic aid for
2009-10—if districts and cooperatives submit all the claims they could.

We adjusted our estimates by 10%. Because our cost allocations were imprecise, we only counted
students whose estimated costs exceeded the cost threshold by at least 10%. For example, in order
for us to count a student as “eligible” for catastrophic aid under current law, the student’s estimated
costs had to be at least $27,500 (the $25,000 threshold plus $2,500 for the 10% buffer.)
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APPENDIX C

Estimated Special Education Catastrophic Aid and Teacher Aid Amounts by Provider-
For Each of the Various Proposed Changes to Catastrophic Aid

This appendix includes detailed estimates for each district and cooperative providing
special education services. It includes the actual total number of catastrophic claims, amount
of special education catastrophic aid and teacher aid for 2008-09 and also our estimates of what
those values would be for 2009-10 under each of the various proposed changes to catastrophic
aid requirements.

The various proposed changes to catastrophic aid requirements and our estimates are:

Scenario 1 — No changes to current law — Pages 26 to 27.
e $25,000 threshold
e No inflation adjustment

Scenario 2 — House Bill 2606 — Pages 28 to 29.
e $36,000 threshold
e Adjusted for inflation

Scenario 3 — Eliminate Double Dipping — Pages 30 to 31.
e $25,000 threshold
¢ No inflation adjustment

Scenario 4 — 2010 Commission — Pages 32 to 33.
e Threshold set at 2 times the prior year’s teacher aid per teacher FTE
e Adjusted for inflation

Scenario 5 — Special Education Directors’ — Pages 34 to 35.
e Threshold set at 2 times the prior year’s average cost per student FTE
e Adjusted for inflation
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APPENDIX D

Agency Response

On September 29, 2009, we provided copies of the draft audit report to the Department
of Education. Its response is included as this Appendix.

The agency generally concurred with the report’s findings, conclusions, and
recommendations.
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\Q/ % Division of Fiscal & Administrative Services

785-296-3871
Kansas /\ 785-296-0459 (fax)
Siale deparinisnt of 120 SE 10th Avenue * Topeka, KS 66612-1182 * 785-296-6338 (TTY) * www.ksde.org

October 6, 2009

ECEIVE

Mrs. Barbara J. Hinton

Legislative Post Auditor

Legislative Division of Post Audit 0CT 6 2009

800 S. W. Jackson Street, Suite 1200

Topeka, Kansas  66612-2212 LEGISLATIVE DIVISION
OF POST AUDIT

Dear Mrs. Hinton:

Thank you for the opportunity to respond to your performance audit, K-72 Education:
Reviewing Issues Related to Catastrophic funding for Special Education. Your auditors appear
to have conducted a very thorough review of the issues related to special education catastrophic
aid in Kansas school districts.

Please feel free to contact this office if we can assist you further.

Sincerely,

Dale M. Dennis, Deputy
Commissioner of Education

DMD:tjm

h:leg:LPDA—Catastrophic Spec. Ed. Audit
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