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CHAPTER 1
I SUMMARY OF PART IIT

~ °

I. Introduction

\ A. Purpose and Organization 0
- ;W . "Tﬁé purpose of this chapter is to provide a brief
A\lt,\ overview of the research conducted on the VEA fi&pal require-

ments in the four states in our sample. | -

This chapter is divided into three sections. This
¢ -introductory section (I) provxdes an overview of the VEA
legal framework and the major substantive fiscal issues
raised by .the fiscal-provisions and outlines the organization‘
of these issdes in chapters 2 through 5 of thls part.
Section II of this chapter contains a élossary of the

‘basic terms used in this report, including essential statu- * {

-~ tory, school finance and technical formula terms. Section

o L4 M »
-t ¢ III summarizes our major findings, conclusions and recommenda-

5 . tions with respect to the fiscal issues.

. B. Overview of the VEA Legal Framework and the
’ Substantive Issues

L

14

\

P .~ .This part of the report examines the clarity, consistency
ahd'adéquacyeof the VEA fiscal requirements. Six statutory

B provisions are examined in this gart. o

| ' Three of ~the statutory provisions'gove%n the distribu-

tion of Federal VEA from the state to local recipients:

= 3
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R
(1) - the application approval priorities,
which require that states give priority
to applicants which. propose new programs
and which are located in economically
depressed areas;

(2) the two funds distribution factors which
states are to use to distribute VEA
funds to applicants: the relative fi-
nancial ability of each recipient and
the relative concentration of eilther
low-income families or individuals (for
LEAs) of higher cost students (for other
eligible rgcipients);

(3) the additional priorities whiéh states 1n ..
funding certain programs are to give fo
applicants (i.e., applicants which have
high dropout, youth unemployment, or are
located 1n economically depressed areas).

The application‘approval criteria énd fund distribution
factors were added to th~ VEA fiscal requirements through
the l§76 amnendr..nts. The Senate proposed thése applicgfighAw
approval priority criteria with the expectation that they

. would assist states to equalize educational opportunity, to
focus on high need recipients and progréms, and to make
hard choices among competing-applicants for scarce Federal
funds. These application aéproval priorities 5f the Senate
bill were included in the final bill verbatim as section

. 106(a) (3) (A). o

) The House proposed the mandatory funds distribugion

factors t9 glve greater specificity t& existing congressional

concern to provide more Qunds to the school'districts and

agencies "most in financlal need of tg;se funds." The House

sought to remedy the situation found in 1975 in which .

"states are not fﬁllowing the intention of the 1egislétion"

‘ with respect to the equalization function of Federal funds. -

These faqtors were included verbatim in the Act as section

106(a) (5) (B) (1). ‘ -

N S P

N
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The prohibition against certain funding methodologies
was carried over from the prior VEA with additional

-
specificity; and the additional priorities applicable to

specified uses were carried over without change.
This part also analyzes three provisions of the VEA

which affect the distribution of non-Federal funds for

vocational education:

(1) the matching requirements, which require a
dollar-for-dollar match .of state_or local .. . : o
funds to the aggregate Federal VEA funds;
and reduced matches applicable to certain -
sections of the VEA; :

(2) ‘the requirement that states and recipients
maintain their effort with respect to the
aggregate amount of VEA funds received by
each, as well as the specific malntenance
of effort requirements applicable to par-
ticular uses of VEA funds; and

(3) the non-supplanting provision which re-
quires that VEA funds be used by states
and recipients so as to ensure that Federal
funds serve to supplement the non-Federal
- funds available for VEA uses.

These provisions weré also part of the preexisting
legal framework and were amended to a relatively minor-
extent in 1976 and in later technical amendments.

Despite Congress' concern with the precision and clarity
of the fiscal requirements, we found them to remain a,centrai
focus for much 'of the ‘controversy over the VEA. Our research
into ‘the Federal interpretations and state implementation
of these fiscal requirements has ldentified specific features

) of the VEA legal framework that have caused problems,

ffustrating the achievement of the goals of the VEA. -

<
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M

We have identified four major issues:

(1) whether the statutory language des-
cribing application priorities is
clear and adequately prescriptive to
direct states in giving priority to
applicants;

(2) whether the provision specifying two
funds distribution factors to be used
by LEAs and OERs is sufficiently pre-
cise so that Congress' gculs of equa-
1izing the availability of vecational
education resources among recipients
can be realized;

~ (3) whether the statutory legal framework

gives adequate guidance with respect
to the mechanisms states are to use

to utilize the applicant priority cri-
teria and the funds allocation
factors; and

(4) whether the legal framework contains

adequate standards with respect to

the interrelationship between Federal

VEA funds and funds from other sources

used for vocational education programs.
Each of these is addressed in a separate chapter in this part
of our report. B

The first of the major fiscal issues, the meaning of the

application approval and other priority considerations
specified in the VEA, is the subject of Chapter 2. Chapter 2
describes and analyzes the clarity of the definition and
measurement of each of the statutory priority concepts: (1)
economically depressed areas; (2) new programs; and (3)
"additional"” prioripy for areas with high school dropouts and
youth unemployment. It also evaluates how these considerations

are measured and Included in the state distribution process

so as to "give priority".




3
Chapter 3 evaluates the Federal legal framework's

required "funds distribution factors": relative financial
abiliky:and low iﬁ;ome/higheb cost students. This chapter
evaluates the atdequacy of the two‘statutory categories of
recipients for purposes of funds distribution:"local edu-
-cational agencies", and "other eligible recipients". It
also analyzes each of the distribution factors for clarity,
comprehensiveness and consistency with congressi%nal funds
distribution objectives.

The requirements for the design of formulas for allo-
cating VEA funds among eligible recipients and the relation-
ship between the application approval and funds distribution
requirements are the subjects of Chapter 4, In this chapter,
the mechanisms through which these criteria and factors
operate are'described and analyzed. The Federal admini-
strative fr;mework, which permits applicants to combine
application approval and funds distribution requirements in a
unified formula (the "one-step®process”) or to separate
thése“provisions into an applicétion review stage andtg_funds
distribution stage (the "two-step process") is evaluated with
reference to the diverse funding formulas, meéhanismS'and methods
employed by states.®

Chapter 5 addresses the issues raised with respect to
fiscal standards governing how state and local funds inter-

relate with VEA funds. The various provisions which require a

matching of VEA funds, maintenance of fiscal effort and the
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-

use of VEA funds so as to supplement and not supplant are

described and analyzed.

1

TII. Glnssary of Fiscal Terminology -

This part utilizes a number of terms which‘may be
unfamiliar to lay readers, or which &ay be understood to
communicate a different concept in another context. This
glossary defines terms which are: (1) part of the VEA
fiscal terminology; (2) terms used to explain functional
aspects of formulas; and (3) torms which are used to des-

-

cribe public school finance concepts.

A. VEA Terms ' {
The VEA contains its own referents to fiscal require-

ments or concepts which are used repeatedly in an abbrevxated

form to discuss the statutory fiscal requirements.

Application Aggr§val Priority Criteria: The VEA, as amended
_in 1976, requires that states gite priority to applicants on
the basis of two criteria described in the statute. Sec., «
106(a)(5)(A) Of the VEA (20 U.S.C. 2306(a)(5)(A)).

Funds Dlstribution Factors: ' The VEA, as amended in 1976,

requires that states distribute VEA funds on the basis of
social, economic and demographic factors and Drescribes the
two most important factors. Sec. 106(a)(5)(B)(i) of~the VEA

(20 U.S.C. 2306(a)(5)(B)(1)).

Uniform Percentage Match: This is a method of distributing

funds to recipients, which gives to each recipient an amount ¢




1-7

equal to the product of an unvarying percentage times a
recipient's actual expenditures (or calculating the percentage
of local matching funds the recipient is required to provide).
This method of distribution is propipited by the VEA. Sec.
106(a)(5)(B)(1i1) of the VEA of 1976 (20 U.S.C. 2306{a)(5)
(B)(11)).

Flat Per Capita Allocation: This is a method of distributing

funds to recipients which allocates a set dollar amount for
each pupil enrolled or . attendance. This method of distri-
Abution is prohibited by the VEA. Sec. 106(a)(5)(B)(ii) of
the VEA (20 U.S.C. 3306(a)(5)(B)(ii)).

Local Educational Agency (LEA): A board of educ.tion or

other legally constituted local school authority having
administrative control and direction of public elementary or
secondary schools ih a city, county, township, school Qistrict,
or political subdivision in a State, or any other public
educational institution or agency having administrative
control and direction of a vocational education program.

Sec. 195(10) of the VEA (20 U.S.C. 2461{10)).

Area Vocational Technical Schooié (AVTS') (also calle? area

vocational éducation schools):

(A) a specialized high school used ex-
clusively or principally for the pro-
vision of vocational education to per-
sons who are available for study in
. preparation for entering the labor market, or
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(B) the department of a high school ex-
clusively or principally used for pro- ‘¥
viding vocational education in no 1less e
than five different occupational fields to
persons who are available for study in
preparation for entering the labor mar-
ket, or . ®
(C) a technical or veceational school used
exclusively or prinzipally for the pro-
vision of vocational education t> persons
who have completed or left high school and
who are available for study in preparation
for entering the labor market, .or
(D) the department or division of a junior i -
college or commiunity college or university
. operating under the policies of the State
board and which provides vocational educa-
tion in no less than five different occu-
pational fields leading to immediate em:
ployment but not necessarily leading to a
baccalaureate degree, if it is available to
, all residents of the State or an area of the
State designated and approved by the State
board, and if, in the case of a school, de-
partment, or division described in (C) or (D),
it admicé as rsgular students both persons
who have completed high school and perscns
who have left high school. Sec. 195(2) of the .
VEA (20 U.S.C. 2u461(2)). - -

State Educational Agency -(SEA): The State board of education

4

or other agency or officer primarily responsible for the state
supervision&of public elementary or secondary schools, or, .
if theré 1s:no such officer or agency, an officer or agency
designated by the Governor or by state law. Sec. 195(11) of
the\VEA (20 U.S.C. 2461(11)).

Post-secondary Education Institution: A nonprofit institution

legally authorized to provide post-secondary education within
a state for persons sixteen years of age or plder, who have
graduéted from or left elementary or secondary school. Sec.

195(12) of the VEA (20 U.S.C, 2461(12)).

Eligible Recipient: Under tHe VEA, local educational agencies

and post-secondary educational institutions are eligible to

20
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receive YEA funds through the state%s distribution process.

Sec. 195(13) of the VEA (20 U.S.C. 2461(13)).

Low-lncoge Family or Individual: Families or individqﬁls
who are determined to be low-income according to che latest
available data from the Dgpartment of Commerce. Sec. 195
(17) of the VEA (20 U.S.C. 2461(17)). This statutory
definition has been broadened by ED interpretation because
of problems discussed in Chapter 3. '

Cooperative Education: A program of vocational education for

persons who, through written cooperative arrangements between
thé school and employers, receive instr;ction including
required academic courses and related vocational instruction
oy alternation of study in school with a job in any occupa-
tional field, but these two experiences must be planned and
supervised by the school and employers so that each contri-
butes to the student's education and to his or her employ-
ability. Work periods and schoo% ;ttendance may be on
alternate half days, full days, weeks{ or other periods of
time in fulfi;}ing the cooperative program. Sec. 195(18)

of the VEA (20 U.S.C. 2L61(18)).

Matching: Thié refers to a requirement that the state or a
recip;ent contribute a set amégnt or percentage of their own

funds in order to receive Federal fungs.

Maintenance of Effort: A requirement that the state or recip-

ient not spend less from their funds for a certain purpose
than was spent in a prior year as a condition to receiving

Federal funds.

+
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Non-Supplant: A requirement’that a state or a recipient apply

Federal funds to fund program activities so as to Increase
funds available, and prohibits a shifting of non-Federal
funds from this purpose because of the receipt of Federa’

funds.

Economically Depressed Area: This has two meanings in the

- VEA legal framework: (1) one of the priority criteria states
s are to use for approving applications (Sec. 106(a)(5) (&) of .
. the VEA (20 U.S.C. 2306(a)(5){s)) and (2) a conposite
measure of econOmic indicators compiTed by the Department of
Commerce. ,‘ . ” ’
gggg:'(Aid to Families with Dependent Childre;) The Federal
welfare funds passed through states to provide funds to low-
income families. The numbe® of such.ﬂamilies 1s used as a

;- proxy for low-income.

velative Financial Ability (RFA): One of two funds distri-

bution factors spécified in the VEA which 1is measured by
property wealth or total tax effort per capita. Sec. 106
(a)(5)(B)(1) of the VEA (20 U.S.C. 2306(2)(5)(B)(1)).

Property Wealth: A ratio which expresses the relationship

between the taxéble local property (available for education
financingipurposes) and the ;umber of persoﬁs or students in

a sghool district or post-secondary institution. Tnis 1is one
of the two measures of "relative financilal ability" permitted '
by ED, discussed in Chapter 3.

Higher Cost Students: One of vhe two funds distribution

factors applicable to other eligible recipients which measures

Qe
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the concentration of children served in the institution
whose education imposes higher than average cost. Sec 106
(a)(5)(B)(1) of the VEA (20 U.S.C. 2306(a) (5)(B)(1)).

School Lunch Count: This counts the number of children

eligible to receive free and preduced price lunches which are

subsidized by the Department of Agriculture. This 1s

‘sometimes used as a proxy for low-income students under

Seection 106(a)(5)(B)(1).

-

-~

B. Formula Terms

Federai administrators have reqiiired states to use a
formula as the mechanism for distributing funds among eligible
recipients: As noted in the introduction to EQ's draft
funds distribution manuals, states use a va-iety of, often
complicated, formdla devices to distribute VEA funds.A Listed
below are terms used in this report 'to describe and analyze
ttese formulas
‘Weightings: Refers to the practice of multiplying a formula
factor by a whole pumber or a fraction to adjust the relative

effect of that factor in the formula, e.g., to takKe into
account the higher costs of educating certain students such
as handicapped or disadvantaged
Ranking: A processﬁaf arranging recipients in a descending
order on the basis of formula scores. Can be either discon-
tinuous or continuous.

Scaling: (1) The practice of converting raw factor numbers

into a numerical form in order to compare applicants on

‘

20
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il

each faptor and to combine factors having different raw
0

numbers; and (2) the arithmetic method used to convert

each recipient's total factor scores into the amount of VEA-«
funds each recipient will receive. These can be elther

-

continuous or discontinuous. s

Continuous Scaling: A tyﬁe of scaling which converts the

- “

raw numbers into a different expression of its value but
retains the actual range of variance between factors. For
example, converting raw scores expressed as 100, 57 and 12,

to factors of 10, 5.7 and 1.2. °

. ' Discontinuous Scaling: A type of scaling wnich converts
raw numbers into a different expression of its value which
does not retain tne actual range of variance between factors.
Quartiles,'in which the full range of raw numbers is assigned
to one of four scaled values (e.g., 1, 2, 3 or 4), is an
example of discontinuous scaling.

<.

' Scale Parameters: Lega1 standards govprning the methods

used by states to scale formula factors. Examples of possible
parameters include a reguirement that continuous scales

be used; or a rsquirement that ratio of lTowest to highest
numbers on a formula scale be not less than the ratio of

the highest to lowest raw factor scores. ‘

Funding Pool: A separate portion of the total fund of money

for which applicants may chose to separately apply. An
applicant for funds from a funding pool is approved on the
basis that the applicant agrees to use funds for a specified

purpose. .
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Set-Aside: A set-aside 1s a specified portion of a total
aﬁount of funds that an applicant must agree to'use fo£~af
certain purpose or in a certain manner. Unlike the.fﬁ ing
pool, the set-aside is manducory rather than optional. The
term "set-aside" is also used in Part IV of this report

to describe the minimum percentages the state must set aside
fg)r- national prifority purposes (i_.e_._, handica%)ped, disad‘\
vantaged and'post~sécondary studgnts).

!

Direct Allocation Method: A method of funding under which

fund distribution factors direttly determine the amount of
VEA funds an applicant is entitled to receive under an (
approved application.

Percentage Reimbursement Method: A method of distribu%ing

funds to récipients which gives to .each recipient an amount
of VEA fundé.equal t& the product"of a variable percentage
times a recipient's actual expenditures for vocational educa-
.tj%gb.ormé pgrticular vocational servic§ or cost element,
E;g;, teachers salaries, equipment. This method is usedan
both to calculate a direct entltlement for.recipients and‘in
congunctian'with the project method. In some cases this
method may calculate a percentage local match; however, the

" effect is the same as if the percentage of VEA‘funds were

e .
calculated. (See also "Uniform Percentage Method", above.)

Project Method: , & method of funding under which approved

applicants or eligible recipients are ranked based on fund
distribvtion factors and applicants are funded in the order

£ the ranking.

I'e Rt
20
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] i~ LI
: //ADA: Abbreviation for the average number of pupils in daily
i s ‘ attendance.

-

ADM: Abbreviation for the average daily membership which is
the average number of pupil§ enrolled in a school districs.
Full-Time*Equivalents: " A method of counfing full-time and

YL : . ~ :
part-time students whicn avoids "overcounting" part-time

students. Units, such as course contact hours or pupil
+» minutes, are counted and converted té the equivalent of a

fuil-time student. Full-time equivalent student measures ,

arte used to compire ﬁqre accurately the relative size of

.vocational brdgfams among LEAs and institutions. t

)

/

/,

c.

School Finance Terms

The 1976 Congress clearly indicated its concern that

N, Federal funds be uged tg¢ eqﬁalize\for disparate fiscal,

abilities among rec.pients.. CongreSSwreéqired that the
"relative financial ability" of rec%pients be one of the "two
most,iﬁportant factors" in distributing funds }hong recipientg.‘
In dgscribing how staEes have measured this term and in
analyging the comprehensiveness,of the Federal administrative ‘
interpreﬁaﬁions, we use terms which are commgplx used po

“describe and’analyze the public. school financing systems.

Equalization Formula Aid: *Financia; assistance given by -

higher level.government (i.e., state or Federal) to equalizeS
for the differing fiscal abilities of lower-level governments.
In general, equglization formula aid increases as.the per-pupil

or per capita proﬁﬁpty wealth of a scnool district decreases.” ,

|
. . |

]
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Categorical Programs: State or Federal aid that is desig-

£ B . K3

- pated for specific purposes Or programs.

3

Flat Grant Program° Allocates an equal sum of dollars per

student to recipients
9

Pupil-Weighted Systems~ An aid<System in which pupils are

given di?ferent weights based on the estimated or assumed
. S ‘costs of” their.educational programs.

Local Sc gol Property Tax Rate Usually the amount of proper-

'ty tax dollars to be paid per unit of assessed valuation of

S ~ i prOperty which is subject to the local school property tax.

- L It is often expressed -as "mills" which indicates how many

3

dollars, of tax are paid per $1,000 of assessed valuation.

vKualization:’ This term has numerous meanings applied to

o .schoolffinance depending on the group from whose perspective
it 1is measured. Equity for children is typically measured

o by inouts (i c. , resources available to children) but some
would also look to outputs (i e., student scores, Jjob
opportunities, etc.). Equity for tax payers can measure tax
burdens or taxes paid for benefits received. Equity for
school districts can look to relative property wealth,
relative tax rates, relative ability to purchase services.

]

Tax and Revenue Freeze: Constitutional or legislative en-

actments which place limits on the rate of taxation, the
level of assessments or the amount of total revenue which

may be directed to education.

o

L et ~ 2 g e arm e et e St e
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III. Summary of Major Findings, Conclusions and Recommendatioms

¢ A. Chapter 2: Application Approval Priorities

¢ ~.

Major Issues
We identified four maJor issues raised by the application

approval priorities ané their Federal legal framework

(1)

What is the meaning of the provision
relating to "economically depressed
areas" (EDA); .

(2) What is the meaning of the term "new

programs"; . ¢
(3) What does it mean to "give priority"
to these, factors; and - | - s

. . (4) How do-these application approval

' criteria relate to the other priority
requirements applicable to specific
programs and permitted uses?

\

The remainder of this section describes our major findings,

conclusions and recommendations apBlipable to each.

5. The Meaning of the "Economically Depressed Area" Provision

a: Major findings and cooclusions -~ The VEA requires
priority to be given to applicants which "are located in
economically depressed areas and areas with high rates of
uneqployment; and are unable to provide the resources
necessary to meet the vocational education needs of thoee

" areas without Federal assistahce."
We found the meaning‘of the economically depressed aree

factor to be unclear. Although this factcr is commonly

referred to as the "economically depressed area" or "EDA
factor" the statute sets out three components: economically

depressed area, high unemployment, and inability to meet
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vocational education needs-without Federal assistance. This
EDA factor could be viewed as three separate and distinct
measures (unemployment rates, location in a geographic area

" designated as economically depressed, and below average
re;enues for vocationgl education), any one of which being a
sufficient_basis on which to receive priority. It is also
capable of being understood as a single measure in which all’
three factors must be satisfied to receive priority.. ED's
use of the statutory conjunctive "and" between these terms
at one place in the .1977 regulation and "which" in another
section did not clarify this definition, but rather created
a third option which consists of two alternative measures:
(1) economigaliy depressed areas which are unable to provide
the resources necessary and (2) areas with high unemployment
which are unable to provide the resources necessary.

ED's application of the EDA factor to the states has
been inconsistent. Some states have been permitted to use ’ \
unemployment rates (only one of the three EDA measures) to
satisfy the statute; whereas others have been required to
combine at least two of the three measures. None of the states

we researcheé understood the meaning of the third component :
of the EDA factor "unable to meet the vocational education
needs without Federal assistance,”" therefore, none used it.
The EDA priority is,6 also unclear because nelther the
statute nor ED has ever clarified what 1s meant by the Term

"apea. Area could be a subpart within a recipient's

geographic border (i.e., a neighborhood with high unemploy-

G o KA
o/
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ment), a portion of the state or a region of the country.

- Most of the EDA measures used by states to determine the
"priority" a specific recipient's application should receive,
do so for areas which are larger than the geographic area for a
single recipient. One state uses an EDA measure created bj

the Department of Commerce which qualifies 95% of the

districts in the state as economically depressed. The

measure does not significantly distinguish among applicants
on the basis of need for vocational education or ability to
pay and ED's proscription against EDA measures which result

-

in a "yes" or "nc" designation did not resol&e these

problems. . ?//

b. Major recommendations -- We recommend that

Congress eliminatg\the EDA priority factor as currently
constiﬁuted. We suggest that if Congress wants to interrelate
vocational education and economic or labor market disparaties,
it adoﬁt other specific mechanisms for ensuring the respon-
siveriess of vocational education to areas experiencing
ecénomic problems. It i1s clear that inclusion of a measure
of EDA as a factor in a funding formula is not an adequate
mechanism for~satisfying chis congressional objective so

long asxthe measures of EDA are for areas which are larger
*than‘sikgle recipients. Further, we recommend that the
Department of Cormerce concept of economically depressed
areas not be used as a factor for prioritizing or approving

recipient applications. This measure identifies the majority

of recipients as economically depressed in many states and

ERIC 30




fails to distinguish among recipients that by any reasonable
standard are very different in terms of economic depression
and fiscal ability. Unemployment data, although more uf “to-
date, also presents inadequate information on wﬁich to base®

dfundinéﬂdecisions4 These _data are usually not_specific to = __

the recipient's area, and therefore treat recipients with
differing economic health the same. Such an inexact measure
should not be part of a legal framework for distributing
funds among recipients.

3. The Meaning of ''New Programs'

a. Major findings and conclusions =-- The second issue

3

concerns the meaning of 'new programs.'" The VEA requires
states to give priority té applicants which ''propose programs
whiéh are new to the area to be scrved and which are designed
to meet new and emerging manpower needs and job opportunities
in the area and, where relevant, in the States and tﬁe

]

Nation." We found the term to be conceptually vague and
that the legal framework added to the confusion rather than
clarified its meaning. ‘

On one level, "new rrograms" is a simple concept: an
applicant proposing a progrem which it has not previously
offered is clearly new. "New" can also mean innovatixg ,
approaches, new cuxricula or restructured programﬁ. ;atherﬁ e

§§ than narrowing the concepé, ED added to it the notion of

expansion, thereby enlarging it to respond to the goal stated

in the Act of meeting "new and emerging manpower needs and jéb
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Some states use this expansion component

opportunities.”
to justify funding new and replacing obsolete equipment (in an
existing program), or to exﬁand an existing program to accom-
modate a larger number of st-.dents. Other states, concerned

with the legality of such a broad definition, limited the

term to absolutely new, first time programs.

ED has left the precise definition of new programs to
the states, and limited its guidance to describing alter-

native measurements. ED subsequently added a third option

which was to measure new programs by the actual number of

-—new-programs-proposed by an applicant -- despite the likeli-
hood £hat'this disadvantages small and fiscally disabled
applicants the VEA was intended to b;nefit.

ED's guidance as to the defiqition of new programs has
been iﬁadequate to help states counter possible abuses in
applicant identification of "new"'programs. States without
authority to approve and disapproﬁe vocational education
programs in LEA's and OER)s indicated they had to rely on “

an applicant's designation of a program as a new, and had

no check on non-duplication or identification of new programs.

States with such authority under state law still encounter

problems with dupllcatlon and abuse in labéillng programs as

new. ) .
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’

Finally, ED has not offered any interpretational
guidance with respectxto the duration of new program
funding. Even though a multi-year grant would be more bene-
ficial to the poorer recipients and enable them tovabsorb

the on-going costs after the start-up period of a new

program,Mmostgstanes_dQHnQ;Mmake_multizyean_gnantsﬁfoé fear.
of violating the funding requirements and incurring an audit

exception.

b. Major recommendations -- If Congress intends VEA

funds to be used to develop new vocational education

progrém;,<ye recdamend thét-gé‘ciéfify the term "new."
Although Congress may want to adopt ED's interpretation, which
includes new and expanding programs, we recommendbthat it
adoptna legislative definition to specify whether new or
modified equipment and facilities are included in the defini-
tion. We make no recommendation as to precise definitions
because the options vary with policy objectives sought.

If Congress retains fhe new program priority we recommend-

it permit programs to be considered new for 3 to 5 years

to permit a gradual phase-out of new program funding.

30
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4. The Meaning of '"Give PrioritY"

a. Major findings and~conc1usions -- We found these

application approval criteria to be inadequate because
they fail to describe how a state ls .to give priority to

applicants proposing new programs or applicants located in

EDAs. The statute does not indicate what mechanisms are to be
R used_to give priority. Assuming a variety of mechanisms can be
used, ranging from funding'pools to a one-step fermula
factor, ig does not indicate how nriority is to be given
under these different mechanisms. And it leaves unanswered
“tHe Key isste of how much-prierity must be-given to. appli-_ . ____

cants with priority needs or uses.

ED has not addressed any of these issues in a clear,
consistent or comprehensive manner. ED's interpretations
have focused almost exclusively on (1) distinéuishing between
giving priority under so-called "one-step" or "two-stepﬁ |
processes, and (2) specifying how4application approval
factors shouid function ae factors in a formula.

Unfortunately this one-step/two-step dichotomy failed
to .take into account the'key elements of the application
approval and fund distribution methods actually used- by
stdtes for VEA funds, thereby ignoring significant differences
among various methods: One general method of allocating VEA ’
funds is by applicant eniitlement generated by a formula

where all approved applicants receive varying proportions

of the state VEA allocation. Another is the project appli-
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* .peceive all the funds they apply for and the ranking is
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cation method where applications are ranked and often fully
funded in rank order based on the amount sought in the -
application. |
ED's policy guidelines do not recognize the differences

_between these methods and consequently ignore how priorities

can be given under a project approach, or imply that they
cannot be met using this method. This has been a critical
omission since many states use the project method of.funding
for at least some VEA purposesl

Although ED has approved the project method of funcing,

its failure to clarify how priority factors (and fund distri-

bution factors) can be used under the project method has
permitted states to incorporate these priority considerations
in the project method in such a way that they have virtually
no effect on the allocation of VEA funds. This occurs, for
example, when a state uses these priority considerations to
rank applicants to establish piiority for funding, but where
the‘amountaof funds. designated for that project ‘statewide is

sufficient to fund all applicants. In this case all applicants

simply an academic exerciée: Such processes of imanipulation
have been ignored by ED.

We found ED's interpretation that states must give
pricrity to EDA and new program factors by assigning them a

rumerical function and including these measures as variapbles

in a one-step or a two-step funding formula to be an inade-

Yy . .
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quate way "to give priority." These factors are inappro-
priate for inclusion in any mathematically scaled fundiqg
formula because they identify qualities that are inappro- -
priate for guantifying on a continuous scale. They are
particularly inappropriate to include in one of ED's 'one-stgp"
formulas with the more precise, scaleable funds distributiofgF

factors

L S - v seene  seeews - W ewrss e v e Teas smms e emerer:

In contrast, we found funding pools, such as are<used
in several states for new programs, to be an effective method
of giving priority in application approval. ED, however,
has not provided guidance on the use of funding pools for
prioritizing purposes. States were unsure how pool: used fors
one priority related to the other application apbroval
priority “or to the .funds distribution factors. These issues

* will be analyzed in greater detail in section IV of this

»
”»

chapter.

’ b. Major recommendatlons -- We recommend that Congress

clarify the meauing of g1v1ng priori_z>to appllcants by

specifying the options available to =tates.
Specifically, Congress should consider requiring .that

states either (1) establish “funding pools for each priority

(i.e., separate pots of money to which recipients submit

separate applications for such funds); or (2) require

recipients to set a specified amount of funds aside for each
priority as a condition to receiving gerneral VEA funds (i.e.,

set-asides).




conceptuali§ clear. However, states experienced difficulty
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5. Other Priority Factors

I3

a. Major flndlngs dand conclusions -- We found the

terms "dropout" and "youth unemp loyment," which are the basis
for the additional priorities for certain of the subpart 2
uses (i.e., work-study and cooperative education) and

subpart 4 -special programs for the dlsadvantaged to be

vy g e SR e T,
et il A o vy

applying the concept of youth unemployment because data on
youth unemployment, like adult unemployment, is reported for

areas broader than most recipientsof ED has given no guidance

on how to deal with measures that are not recipient specific,
e.g., use of proxies or proration, and states experience

difficulty combining such measures with recipient-specific

.

measures.

>

We also found the legal framewor k to be unclear about

. b
how these additional priority factors relate to the two

application approval priority factors or to the funding
formula requirement. ED d4id not provide clea:r and consistent
goidance as to how application approval prior{ties and these
additional priorities are to be combined. For insiance,
states were not sure whether the EDA factor for consumer

and homemaking (subpart 5) was the same as the application
approval Sriority, nor how they related. Nor was it clear
whether the youth unemployment concept appliceble to work-
study, cooperative education and subpatt 4 was to substitute
for, or was in addition to, the application approval priority

factors.
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In the context of the general application priority
and fund dispribution provisionsﬂof the VEA, these
additional priorities gor work-study, céopqrative education,
and subparts 4 and 5% add ahlevel of- ecomplexity that appears
unwarrénted particularly sigce %ﬂe general func distribution
féctor‘for low-income persons 1s probably a reasonable ,
proxy for youth unemploymént and ‘schocl dropouts’, “and the
economically‘depreésedNarea priority for consumer and
homemakiég educatdén ié also applicable to the whole of
the VEA. Coqsequenély, we see little to be gained by

continuing these separate priorities.

.

<

'b. Méjor recommendations -- If Congress, however, intends

separate or additional priorities to be given effect, it
ghould claéify the mechanisms to bé used to give the
additional priorities. We have concluded that including
these as additional factors in a formula fai;s to give the(se‘z
much additionai priority and dilutes the impact of tqe other
fund distribution factors. We suggest that Congr;ss adbpt a
prioritiging mechanism which parallels the mechanism we have
recommended for -ha application approval priority, i.e., thé-
use of set-asides ard funding pocls; which would éﬁsure_tﬁat
a certain portion of VEA funds would be applied.to each

rriority us=s é;d distributed on the basis of a limited number
‘of faccors.

With respect to the minimum percent;%e expenditpre
(33%) of the subpart 5 funds consumer and hqmemakiné ‘funds

in ‘economically depressed areas, we have concluded that

7

38 _ ‘ ;




the priority acaeomplishes little. Under every.EDA measure

created for the applicatien approval priority which we

examined, more®than thirty—three percent of’the recfpieﬁts

. quaiified‘as'economically‘depressed éreas and received
priorify treatment. This means that the consumer and ’
homemaxing funds can be and are distr¥buted‘without éoncern
for targeting on any special areas. Congress must either
designape a meésure which would iden%ify fewer than the
minimum pércenéage3 or increase the perqentage to e%sure

that the priority has any meanihg.

We: also recommend that Congress not require States to
¢ - M ’

use area cbnceptsﬂsuch as youth ungmployment,to prioritize
applicants for wo;k—study, cooperative edchtion% and subparts -
4 and 5. Rather, we recohmégd'that all priority'measureé

be recipient-specific, such ai youth dropout.

B. Chapter 3: Funds Distribution,factors

1. Major Issues

Section 106(a)(5)(B) (i) of the VEA specifies the "'two

most important factors'K which states are tc use to determine

the distribution of {UEA funds to local education agencies

(LEAs) and other eligible recipients (QERs). For LEAs, the

two most important factors are: (1) 'relative financial ability

v

of such agencies to meet the need for vocational education in

Qphe areas they service'" and (2) "the relative number or

" . concentration of low-income families or individuals within
. . such agencies.'". For OERs the two most important factors are:
(1) "the relative fimancial ability of such recipients to

provide the resources necessary to initiate or maintain

3
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N <yocatjonal edugatioh programs to ‘meet’ the needs of their

students,' and (2) ."the relative number or concentration of

.. students whom th3§-serve whose education imposes higher than
1 . : ’ .
\ _ average costs, sucﬁéﬁs handicapped students, students from

g

L} -

) 1ow-f££pmé families, and students from families in which

e e . o S ——

,7 English is not the dominant lTanguage." . . <

' We hax& identified three issues raised by the fund ' .o

L 1 '
distribution facSQﬁE.Ezég}sion: - .

. e e ‘ ‘ . ! - .

- o WHether "local dducation agency'" and "other . ’ .

e
. d é%dgiﬁie recipient” are sufficiently clear
. afid appropriate categories of recipients
for making distinctions in the distribution 1
of VEA funds. s ! ’

"i

; N o Whether the measures of relative financial
' ‘ability arﬁ;sdﬁficiently clear and comprehen-
sive to identify the most needy LEAs and OERs.

o Whether the‘low-ihoome and higher-cost stgdenf' g
measures are adequate to readily 'identify LEAs" . ,
and OERs most in need of VEA funds. .

. ‘ . .
2. The Use of LEA and OER as Separate Categories of . -
- Recipients for Purposes of Funds Distribution ’%\~ . )

a. Major findings and. conclusions -- There are sub-
stantial differences between school districts and posﬁf
secondary institutioné in legal structures, geographical
servicé patterns, and funding sburces. The VEA de{}nitiong of
LEA and OER, however, do not necessarily coincide with the
commonly'accepted distinction between school districts, which
generally serve students through grade 12; and post-secondary

vocational education institutions, which commonly are

community colleges and area vocational centers. . N R

g
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The general definition of LEA in the VEA is so broad
as to potentially include virtually all public post-
secondary institutions, as well as public school districts.
In contrast, the different fund distribution requi;ements of
section 106(a) (5)(B) (i), which distinguish between LEAs and
OERs, appear responsive to real dlfferences between school
districts agd post-secondary institutions. But the breadth
of the general definition of "LEA" has given states the
choice to treat post-secondary institdtions as LEAs or as
OERs.

Because work-stddy and cooperative programs funded under
the VEA are limited to LEAs, some states have includ d‘postz
secondary institutions as LEAs to qualify for these pkograms.

We express no opinion on whether these programs shou;d

limited to school districts; however, the preséure to qualify

post-secondary institutions for'work-study fundin@ has resulted
/
in some states designating post-secondary instithtions as

LEAs even though the fund distribution factors /for OERs are
generally more appropriate for the°allocationfof funds among
/

uhese post-secondary institutions.

b. Major recommendatlons -- We recommend that Congress

clarify that regardless of whether post-secondary institutions
may receive VEA funding for work-study and cooperative
education programs, post-secondary institutions should be
treated as OERs for purposes of funds distribution.

3. ' Relative Financial Ability

a. Major issues -- Relative finarcial ability (RFA)

v
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is the concept chosen by Congressito assure that LEAs and

OERs with the least fiscal ability within a state receive a
greater proportion of VEA funds. The statute ddes not R
define "relative financial ability." Definitions of both
terms are found in the legislative history. These defini-
tions have not, in all areas, been sufficiently clear or
flexible to be applied without interpretation; and %B}p
interpretations of these terms have been at the same time
sketchy, overly rigid and inconsistent. g

The primary measure of RFA, local property wealth, has
not been adequately defined to effectuate Congress' equali-
zation goal. Federal administrative efforts to create and
implement .an operationzl definition of local property wealth
have been riddled with inconsistencies. ED has taken a firm

position that property wealth is to be meaéured ger capita

rathexr than per student based on the use of the term "per

" capita" in the legislative history. Thls rlgldlty failed te
take into account data problems associated with ED's
definition and the distortions of actual fiscal disparities
its definition has created in some states. There appears to
have been little recognition that the measure of relative
financial*ability.needs to be appropriate to the edvcational

finance system of a particular state.
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-Wé identified four problems which have been created
by this 1egél framework. First; the definition of RFA as
interpreted 'by ED is overly rigid and inappropriate for use
- in all states. Second, it does not provide guidance with
respect o measutes of RFA where local property wealth has
little effect on éducational revenues and expenditures.
Third, it is unclear with respecf to the treatment of post-
‘secondary institutisns,which do not re.eive local funds.
And, fourth, it does nog require recipient-specific data
for measuring RFA.

b. Property wealth or tax rate definitions

(1) Major findings and conclusions -- ED has been

overly rigid in requiring that a per capita measure of local
property wealth be used, except when states have been able to
pon&?nce ED that "exceptional circumstances" for using a per
pupil measure were p-esent. This requirement failed to take
into account that poﬁulation data are often outdated and |
unavailable on school districts. This means the data are
old, or the wealth variation is minimized by using data for
areas larger than individual LEAs, or both. This has the
effect of distorting and minimizing the variation in relative
financial ability for which Congress intended VEA funds to
compensate. In addition, there are certain differences
amohg states in sources of local revenueé for school districts

that should be taken into account in designing a measure of

e A st A AN
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relative financial ability. For example, where school

districts are partially funded from local income taxes,
this local source is a legitimate component of a measure

of relative financial ability. Moreover, states have
developed their own definitions of relative financial
ability for distribution of state aid to school districts.
Many state definitions of local wealth take into account
personal income available locally to pay property taxes, or
taks into account higher cost students by weighting the
students count used to calculate local wealth per pupil by
students requiring higher cost programs.

(ii) Major recommendations -- In our view, states

have had substantial experience in the measurement of local
financial ability of school districts, and general school

aid formulas in most states are substantially equalizing

for local financial ability -- as far as these aid formulas
go. Consequently, we recommend that states be givern the option
of uSLng either a per pupil or per capita measure of property
wealth for RFA, and that each state be permlgted to use the
same measure of relative financial ability as it uses in its
general school aid formula, if it uses such a measure. This
would remove ED from having to develop sufficient knowledge
and expertise to determine how to measure this concept in

each state.

\l‘ Ve
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c. Effect of tax and revenue limitations
(i) Major findings and conclusions ~- Another
L////////////;ssue which has created problems for the interpretation of

"relative financial ability" is how should this be delined

when legal constraints are placed on the use of local tax

resources. This is a problem that has arisen in recent
years as a result of statutory or constitutional limitations
being placed on local property tax rates, assessment levels
or 1ocalqre§enue increases.

The argument h;s been made to ED that as a result of.
such limitations RFA should *= ignored in VEA funds distri- _
bution. We agree with ED's interpretation that RFA should not
be ignored in these situations. Tax limitations affecting

; local revenues do not necessarily eliminate local fiscal
capacity as é determinant of school district expenditures.
Tax limitations éypically do‘not place low wealth school
districts in a better relative position in comparison to
wealthy districts than they were before such limitations; in
other words, they generally leave unaffected relative
differences among school districts in fiscal capacity. Even
tax limitations that totally freeze the local property tax
rate or local revenues or assessments do not.eliminate the
impact of past fiscal disparities on current and future

expenditures of school districts. Consequently, tax limita-

tions do not, in and of themselves, eliminate the eifects

45
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of differing fiscal ability on school districts' expendi-

tures. And, in our opinion, the adoption of a tax limita-
tiqn provision should not be the basis for dispensing with
relative financial ability as a required fund distribution

factor.

>Another issue raised by tax limitations is whether a
measure of RFA other than, the local tax base pér capifé‘or AAAAAA
per pupil of the recipient should be used when local tax

revenues for education are constrained. ED, in one state we

studied, permitted RFA to be measured by the state and local
revenues per pupil of school districts,in lieu of property
wealth per pupil, because of a state limitation on the use of

the local tax bdase.

In our view, ED's result was correct but, for the reasons
discussed above, this result should not be based on the

existence of a tax limitation provision. Rather, such a

measure of RFA should be permitted only when local revenues
make up a relatively small proportion of total state and local
revenues. When only a small share of total school district
revenues (minus Federal funds) come from local sources, it is
reasonable to use total state-local revenues per pupil as a
measure of the relative financial ability of school districts.
Since the variation among districts within a state in state-
local revenues per pupil is less than the variation in local
property wealth per pupil, the mgjor effect of using this

alternative measure will be to permit states to distribute




1-35

VEA funds more like a flat grant per pﬁpil. This appears
reasonable when a state has undertaken to fund a larger
proportion of the cost of the public sc¢hools.

(i) Major recommendations -- We recommend that

the alternative measure of RFA be ﬁermitted for those states

in which local reﬁenues make upﬂless than 25% of the total

revenues (less Federal funds) of school districts. We
recormend that the same standard also be applied-to other
eligible recipients.

To clarify this we suggest the following definition of
"financial ability":

"The term ''financtal ability" means the property
wealth per capita or per student of Iocal school
districts and of other piblic agencies having a
tax base or the total tax effort of the area
served by these schools and agencies as that
effort is a percentage of the income per capita
of those within the taxing body, except that (1)
a state may use the same measure of "financial
ability" used in-the general school aid formula
of the state, if the state formula includes such
a measure; and (2) in any state in which local
revenues constitute less than 25 percantum of the
total financial support from state and local
sources of all public agencies which are of the
same type, the state may define financial ability
as the total revenues or expenditures for current
operating purposes (less Federal) per capita or
per student available to or expended by a public
agency.




d. Post-secondary institutions with no local tax base”

(1) Maﬁor findings and conclusions -- Some post-

-

(3 3 (3 (3 3 (3 M * -
secondary ipstitutions offering vocationalr education recelve

no funds from local tax sources. Their revenues éome primarily
from state téxes and tuition. ED has struggled, withcut
substantial success, to clarify how RFA should be applied'to
such ;nstitutions. At one point ED permitted states to ignore
RFA; subsequently,-RFA had to be included using either a
composite property wealth measure, which makes little Sense;

or total state-local revenues,'for which calculations were
unclear.

(ii) Major recommendations -- We recommend that

RFA be retained forApost-secondary institutions, including
those receiving little or'no local tax revenues, but that
+he measure of ‘RFA be the institution's total revenues oOr
expenditures for current opérating purnoses (less Federal
funds per capita or per student) where local revenues
constitute less than 25 percent of total financial support
(less Federal) as set out in the LEA recommendations. This
will help to ensure that the equalization objective of the

1976 amendment is carriéd out at the post-secondary level.

e. Recipient-specific data

(i) Major findings and conclusions -- ED required

some states to use a ''per capita' rather than a ''per pupil”
measure of local property wealth, even when per capita data

were not available for individual recipients. This distorted

and underestimated actual differences among recipients in

48




relative financial ability.

(ii1) Major recommendations -- As described earlier

we recommend that states be given the options of using either
a per capita or per pupilgmeasure of local financial ability,
but that the legal framework require the -measure to be
recipient-specific, whichever measure is used. 1In other
words, the data used to ca}culate RFA shouid be for individual
LEAs and OERs, not for broader areas. As discussed in

Chapter . in connection with the EDA factor, measures that

are for areas broader than individual recipients mask actual

differences among recipients by averaging them.

4. Low-Income Families and Higher Cost Students

a. Major findings and conclusions -- RFA is one of the

two most important fund distribution factors for both LEAs
and OERs. The other most important factor for LEAs is "low-
income families or individuals within such agencies"; and
for OERs it is "the relative number or concentration of
students whom they cerve whose education ilmposes higher than
average costs, such as handicapped students, students from
low-income families, and students from families in which )
English is not the dominant language."

In our opinion, Congrésg chgse wisely when it selected
these factors as complements to RFA. Low-income 1is an accepted
measure of the negd for additional educational serdices, and
also can be consiéefed a proxy measure for thé capagity of

the lozal population to fund education. Title I of the,ESEA

(now chapter 1 of the Education Consolidation and Irprovement




1-38

Act of 1981), for example, has long used low-income to
target aid to educationally disadvaqtaged students. - .
The statutory definition in the VEA of "low-income
family or individual" which requires the use of the latest
évailable data from the Department of Commerce is, however, ,‘
too restrictive to carry out congressional intent. Such low-
-income datageither may not be available on an LEA basis or

T “

may be as much as ten years out of date. ¢
We found higher cost studen® served by OERs to be an
appygri:e indicator of need for additional VkA funds for

OERs. \ s, which are primarily post-secondary institutions,

often aféw students from an undefined area; and area data on
low-income, such as district data which is appropriate for
LEAs, could be highly misleading when appliad to OERs. Consq-
quently, we conclude that for. OERs the student population of
‘the institution whose education impdses higher than aveZage

costs is an appropriate measure of the relative need for

funds for vocational education.
ED failed to interbret how this fund distribution factor
should bte measured. This has allowed states to use inaccurate
. measurss or mathematically eliminate the factor while
appearing %o use .t. 'It aiso allows OERs to define it to
suis their purpcses. For exampie, al%hough the statute
refers to "studenés whom [OERs] serve whosé education imposes

higher than average costs," ED has not required an assurance

‘or showing that such students receive higher cost programs.

\ e
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In addition, head ccunts of students at post-secondary in-

stitutions can be very illusive because of the variety of

‘part-time enrollments; yet ED_has not interpreted this to

require student data that are comparable from institution
to instiéution, e.g., by use of a full-time equivalency

measure.

¢

b.. Major recommendations -- We recommend that the

statute be amended to permit statesfﬁp use the best, most
current, available data for individual LEAs on low-income,
including counts of children from low-income families; for *

example:
¢ .Low-Income Family or Individual

The term low-income "family or individual" means
families, individuals, children or students who
are determined to be low-income according to the
best, most current, -available data speci ic to an
applicant or to the area it serves.

With respect to higher cost students, the variation
in the pupil and fund.accounting systems of post-secondary
institutions brecludes us from making a specific recommenda-
tion to-address the problems we found. Rather, we would

recommend that they be further reviewed.

C. Chapter 4: Methods and Mechanisms for
Distributing VEA Funds

1. Major Issues
In Chapters 2 and 3 the clarity, consistency and
i
adequacy of the terms describing the application approval

priorities and funds distribution factors are analyzed.

U’
-

?
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Chapter &4 describes and analyzes qhé methods and mechanisms

t~rough which these application approval priorities and funds

distribution factors are given effect.

We found the legal framework relating to the methods and

mechanisms to raise three major issues:

1y

(2)

(3)

Is the requirement that a "formula" be used to
distribute VEA funds among recipients appropriate
and its applicability clear;- '

Is the legal framework clear, consistent and ade-
quate with respect to the design requirements for
this formula; and :

How is the formula to be applied to the various

uses of VEA funds?

%

The remainder of this section describes our findings,’

A3

conclusions znd recommendations.

2. Requirement of ngormula

a.

iiajor findings and conclusions -- The VEA itself does

not use the terd "formula." This term first appeared in the

appendix accompanying the final regulations issued in 1977 in

which ED interpreted section 106(a)(5)J=/of the 1976 amendments

to require staies to use a formula to- distribute VEA funds.

ED has interpreted the formula r-quirement to apply to

most VEA funds, including funds carried over from a previous
$

1 7section 106(a)(5) includes the application
factors, funds distribution factors and prohititions on the
use of certain methods

for the distribution of funds and a

particular funds distribution outcome.

92
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year or reallocated in the same year. The formula is only
appllcable to the distribution of Federal funds. »

We found that all the states in our’study used formu1a§
to distribute VEA funds to recipients. These forgulas used
tHfZe different methodé of distributing funds:

. (1) the percentage reimbﬁrseﬁen; method; :

(2) the direct Qllocation method;'and

(3) the prOJect methud . o -

Three of the states use thelr formulas to determine, for
distribution of at 1east some VEA funds, a variable percentage

of a recipient's total cost of vocational education or a

percentage of a certain cost, e.g., teachers' salaries, equlpment.

Where this percentage reimbursement method is used, the percen-

tage of costs remaining after the Federal parcentage is
calculated must be borne by the recipient from local and state
fungg. One state that has a specific categorical state aid
program for vocational education coordinated_s6me of these with
the percentage reimbursement calculation. .

The one state that does not use thg percentage reimbursement
method uses its, formula to calculate a direct allocation of VEA
funds to each recipient. What percentage this represents of
total funds for vocational education, for a vocational education
program, or for a particular cost element, ié irrelevant to

the wor&}ngs of the formula. Other states in our study also

© . [ N




1-42 ' ’
> . b

allocate VEA funds for some uses as & precise dollar %gount

without reference to a percentage reimbursement (in additicn
to using the percentage reimbursement method for other uses).

Three of the four states used the formula with a project

[y

S

method of funding for at least some programs. In the project

N

method, approved applications are ranked based on fund

ot

distribution factors and applicants are funded in the order

»

of the ranking. -

In each case, the formulas used were "one-step" formulas, =

’ ‘ ‘

i.e., formulas which combined the two application approval
/

¢

criteria and two funds distribution factors as formula\ N

variables. 1 4 .

i ! ED Lias consistently interpreted the VEA to require states . »

v

[y

to use a ''formula" to diéfribute VEA funds among aprlicants
approved for fﬁn@ihg.: It is our conclusion that this inter-~
pretation is éorrect. A formula, properly constructed, is
necessary to ensure thdt the statucory objecrive of "equalization
of educ;tional opporéﬁnity," particularly for recipients having
below-average finan:ial ability and above-average concentrations
of low-income and higher-cost populations, is met.

The formﬁla requ{fement By itself provides no assura;ce
that the objective will be met. A funding formula is simply a

mechanism for distrgkuting funds *tose results are based on

arithmetically related variables and are both predictable and

a

34
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replicable, Although in Ehis regard a formula is an "objective'
o mechanism for distributing funds, the mere existence of a
formula does not preordain any particular {gsult. Tbe out come
" of a‘formula is determined by ;uch things as (1) the variables
used in the formula; (2) how they interact in the formula;
(3) how factors are scaled and interrelated; and (4) how
formula scales relate to variation in amounts of VEA funds.

L e b. Major recommendations -- The requirement that there

be a formula for distribution of VEA funds is the foundation
for considering issues related to an equitable and educationally
sensible distribution. The formula requirement is the core of a

principled and consistent funds distribution system. We

recommend that it be retained as the funds distribution

mechanism.

N

3. General Formula Design Requiraments

a. General findings and conclusions -- The statute
\ L4
specifies that the criteria set out in subsection 106(a) (5) (A)

are to be used to give prio;ity to applicants 'in considering
the approval of such applicationg" (appiipation approva.
priorities). The '"factors' for LEAs and OERs specified in
subsection lOé(a)CS)(B)(i) are to be used as the basis for

. ""determining thg amount of funds available' to "applicants

approved for funding” (fund d’ ‘tribution factors).

|
@




ED has interpreted the VEA as giving states the option

of using two different mechanisms for relating the application
approval priorities and fund distribution factors. It has
termed these two mechanisms the "two-step' process and the
"one-step' process.

In a two-step process, the first step is approval of
applicants and the second is funds distribution to approved
applicants. In the first step, applicants are ranked |
aééd;aing to the application approval factors (EDA and new
programs) and "a cut-off point is established beyond which
no recipient is funded." In the second step, the amount of
VEA funds received by applicants approved for funding is
determined b§ applying the funds distribution factors (relative
financial ability and low-income persons/higher-cost stu@ents).

In the oge-sﬁep process, the two application apprpval
priority critegia and the two fund distribution factors are
combined into é\single formula which is used to rank appli-
cants and allocéﬁe VEA funds based on each recipient's total

\
1
score from the combination of these factors.

As noted above, the statute requires the fund distribution
factors of RFA and low-income persons/higher cost students te
be the "two most important" in determining the distribution of

VEA funds. ED has interpreted this to mean that in a one-

step process these funds distribution factors must individually

receive the greatest weight in the proceéskjand the application

priority factors must individually be given lesser weight.

Cf




The statuﬁe requires that VEA funding be based on
"economicf social and demographic factors relating to the
need for vocational education among the various populations
and the various areas of the State....'" Other than the two
most important fund distribution factors and the application
priority factors (included by ED interpretation), there has
been nov written interpretation concerning the number or types
of additional factors that can be included in a VEA formula.

ED, however, appears to have sought, in dealing with individual
states, to discourage the use of additional factors.

The statute prohibits two methods of funding and one
distributional outcome. Section 106(a)(5)(B)(ii). First, the
statute prohibits states from allocating VZA funds ''among eligible
recipients within the state on the basis of per capita enrcllment."
Second, it prohibits allocating VEA funds 'through matching of
local expenditures on a uniform percentage basis."” Third, the
statute prohibits a state from denying VEA funds '"'to any
recipient which is making a reasonable tax effort solely because
such recipient’is unable to pay the non-Federal share of the
cost of-new programs."

In general, we have found that the Federal legal framework
has been unclear concerning basic formula design requirements
and that some of ED's interpretations concerning the design of
formulas have been inconsistent with the congressional
cbjectives that VEA funds distribution‘requirements were
intended to further. In addition, the statute and ED's inter-
pretations do not establish a legel framework sufficient to

-

o e,
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address all of the issues that are essential for designing a
VEA funds distribution formula.

Specifically, we identified four components of a formula
which require a greater clarity and precision in order to
effectuate Congress' clear intentions:

(1) The number and types of formula factors;

(2) The scales of formula factors;
o (3) The relationship of the factors to eack other so
that some are given greater important than others;
and

(4) The use of scales to determine VEA funding amounts.

As analyzed in this chapter, we found the framework for
designing formulas' to have been made needlessly complex. We
make specific recommendatiohs which are intended both to
simplify the legal structure and ensure that VEA formu}as
carry out the objectives Corgress intended, while at the same
time affording states substau.ial flexibility in addressing
particular vocational educational needs.

b. The numbers and tvpes of formula factors

i. The inclusion of the two application approval

priorities as formula factors -- As described above and

in Chapter 2, ED has interpreted the VEA to require that

a state's VEA formula contain both the application approval
priorities (new programs and EDA) and the two required

fund distribution factors (RFA and 1oy-income/higher cost
students) if the states a so-called "one-step' formula.

In Chapter, 2 we concluded that inclusion of the two

\
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application approval criteria as formula factors did not give
them the priority Congress intended. |
"Their inclusion also has a reciprocal effect on the

required fund distribution factors: it tends to dilute and
confuse the effect 6f the required fund distribution factors.
This dilution is of particular significance because as discussed
in Chapter 2, the application approval criteria of new programs
; and economically depregsed areas are not appropriate concepts

for determining the amount'of funds recipients should receive \

and/or lack appropriate recipient specific measures. Not only !

does their use as fund listribution factors dilute the other

appropriate factors, but it also makes it virtually impossible

to predict the distributional effects of VEA funding formulas.

As considered in Chapter 3, we have concluded that the RFA and

the low-income persons/higher cost student factors, if properly.

measured, are appropriate for carrying out congressional intent‘

in'the distribution of VEA funds. The application approval

criteria, when turned into funding factors, are not. '\

In contrast, we agree with ED's interpretation of how the

two required fund distribution factors should operate in a two-
step process. In a two-step process, application approval i
priorities are used to ;élect applicants for funding (step 1)

and then the two ifunds distribﬁtion factors are used in a formula

to determine the amounts approved applicants will receive (step 2).

o
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In this case the formula is not confused by inclusion of appli-
cation approval criteria.

Consequently, we réﬁommend that Congress clarify that the
application approval priorities of se;tion“106(a)(5)(A) may not

be used as-fund distribution factors.

ii. The inclusion of additional formula.factors -- At

present, the VEA does not explicitly limit the number of
factors that can be included in a formula so long as they are
"economic, social (or) demographic." As described in the
Federal legal framework, ED's Task Force Report stated that
some states had created extemely complex formulas, with eight,
ten, or more factors, with some factors using multiple indicators.
ED has informally discouraged the use o% ariy additional factors
in a formula. We agree with ED's objection to the inclusion of
factors in‘addition to those specified in the statute. The
addition of factors is a major way that a formula can be mani-
pulated to defeat intended distributional objectives.

We recommend that-VEA formula. factors be limited to the
two required by statute: <for LEAs, RFA and low-income persons;
for OERs, RFA and higher cost students. The use of only two
factors will ensure the funding focus Congress has long

intended, and will also make formulas simpler and more predict-

able in effect.




This recommendation will not decrease state flexibility
in thz use of funds; indeed in conjunction with other
recommendations, states will have greater flexibility. This
recommendation must be read in conjunction with other recom-
mendations contained in this report, i.e., that states be
permitted to use measures of the RFA factor that they usa2 in
their own general aid to education formulas (see Chapter 3);
and that states be p;rmitted to override the allocation
determined by formula based upon-gther objective criteria of
relative recipient need for vocational educational ser;ices,

equiﬁment or facilities (discussed later in this chapter).

iii. The proper inclusion of a factor for the size of

recipient vocational educational programs -- The VEA prohibits

states from allocating VEA funds 'among eligible recipients -
within the state on the basis of per capita enrollment.'" We
found that, in some states, ED representéh that-this precluded
the use of pupil multipliers or large additive factors; whereas
in others, these per pupil factors were permitted.

It has not been clear under the VEA legal framework how the
size or potential size of a recipient's vocational educational
program could be taken into account without violating this
prohibition. We conclude that there is no conflict between the
"per capita" distribution prohibition and the appropriate use

of factors representing the size of recipient's programs, e.g.,

vocational enrollments. We recommend that Congress clarify that

b

. .



there is no conflict between them.: We further recommend that

in applying the fund distribution factors, states be required
to take into account the size or potential size of a recipient's
vocational educational program.

c. The proper scalihg of factors

i. Major finding and conclusiomn -- One of the first

issues states have had to resolve in structur’ng their VEA
formulas 1is ﬁow to scale the factors, that is how to convert
the raw numbers of each factor into a numerical value which
can be used (1) to coupare applicants on that factor end (2)
to combine with c.her factors in the formula.

ED has not developed guidelines with ‘respect to scaling.
As a result, states are free to use either of two methods of
scaling: continuous and discontinuous. Continuous scaling

; .

converts the raw numbers into a different expression of its
value but retains the actual range of Qariance between factors.
Discontinuous scaling converts raw numbers into a different
expression of its value which dpes not retain the actual
range of variance between factors.

We concluded that the use of discontinuous scales distorts
the actual variation of factors among applicants.

ii. 'Major recommendations -- We recommend that if Congress

==

continues to be concerned with equalization as reflected in

funds distribution factors, it should add a provision to the

VEA that puts parameters on how these factors are scaled.
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First, we recommend that continuous scales‘be required.
Second, we recommend that pafameters be placed onzfactsr
_Mwww_%igales to ensure that there is a substantial correspondence
between the ratio of variation of each fund diétribution_
factor and the ratio of variation of the numbers used to
scale each factor.

We specifically recommerd that a scale parameter be based
on the ratio of variation in the unscaled fund distribution
factors (RFA, low-income and higher cost students). Other
,yﬂparameters‘couldvbe selected which would ensure substantial,

-

although not complete, proportionality between factors énd

scale variation. For example proportionality could be

required based on the full range or selected percentile
'range of variation up to a specified maximum ratio.

‘ In many fofmulgs the points for each factor are combined

to obtain a point total for each recipient and for all

recipients in the state. We have recommended above that

formulas contain only the two required fund distribution factors.

In combining the points from the scales for these two féétors,

we recommend that parameters similar to those for the individual :
factor scales operate to govern their combinatioﬁ. A para-
meter on factor combination is needed because the simple
addition of a constant value to the factor totals can rendexr
the individual factors largely irrelevant. Consequently, we
recoumend th;t Congress add a parameter on the ratio of factor
difference when both fund disFribution factors are combined. A
possible parameter 1is that the ratio of lowest to highest

possible combined factor score be,at a minimum,not less than

” 6
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the average ratio of the individual factor ratios.

d. Relating the factors to each other so that some
are eiven greater importance -than others

i. Major findings and conclusions -- As described

in the legal framework,ED has determined that the two funds
d.stribution factors must receive greater weight than anv
other fermula factors.

We found that\in reponse states have developed different
systems of weighting formula factors, i.e., multiplying a
formula factcr by & whole number or a fraction- to adjust the
relative effect of that factor in the formula. When numeroug

'factors ave included in the férmula, the weighting can operate

to decrease the importance of the "two most important factors"”

even though they receive more weight than other factors.

ii. Major recommendations "~ The problems of

relating factors to each other and of determining their
relative importanée_have arisen 'largely from the inappro-
priate inclusion of ;pplication approval priority factors .
in the formula and the lack of limitation on the number of
factors. Dealing with these problems as we recommend will
eliminate most problems concerning the relétive weight to"
give specific factors. Howeve;; if Congress' continues to
permit additional factors, thﬁ weighting problem would be
addressed, in part, by the ratio parameters for the formula

factors as described in the preceding section,

63




‘e. The use of scales to determine VEA funding amounts

i, Major findings fnd conclusions -- As described
in subsection kc) above, states must decide how to scale each
formula factor to accouat for the variations among recipients.
In %ddition, decisions must be,made about how to convert each )
recipient's total score into the amount of funds'each recipient
will receive.

We found that the use.of scales or other calculations

to determine the amounts of VEA funding each eligible
recipient will rgceive, after fund distribution factor et AT
amounts hdve been calculated and compared, ccn be the most
impértgnt step in a forﬁula. Inappropriate decisions made
at this stage can destroy the effecfs of a fund distribution
formula that would otherwise appear exemplary. Although the
VEA contains prohibitions on per capita distributions and
uniform percentage matching, these issues have been largely
ignored by Eﬂ's interpretations. We also found that in ssme
states formulas had béen designed, intentionally or uninten-
tionally, in a way that cirCJﬁvented these objectives and, in
operation. would of matheﬁaticar éecessity tend to allocate

VEA funds in a manner tﬁat’is close to a flat grant or uniform

. reimbursement. .
We noted fewer problems_iq|this regard in formulas that

directly allocate VEA funds to recipients, i.e., those that

do not use a variable reimbursement percentage oOr local
" .
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match. The major problems of these direct allocation formulas

appeared to be in the selection and definition of factors and
factor scaling. Once the factor totals fer these formulas
were cqlculated,the amounts of VEA funds allocated tended to
be proportional to these totals. This is not, however,
inherent in direct allocation formulas. If opportuﬁities for
reducing the degree of variation through formula selection

and scaling are closed off, some states may seek to create
scales tgat reduce the proportionality of factor totals to
fund allocations. Thus, the recommendations that follow

apply to both percentage reimbursemeunts and direct allocations.

ii. Major recommendations -- It is our conclusion

that if Congress intends that VEA funds be used to equalize
for differences in RFA and low-income/higher cost students
among recipients, the VEA must be clarified to give greater
precision to the VEA requiremgnts prohibiting per capita grants\
and uniform percentagée reimbursements. The methods we
recommend to éégoﬁblish this relate directly to the manner
in which:formulas afe used to-calculate the amouqté of VEA
funds recipients are to receive.

" To ensure that VEA funds are allocated fo recipients in
proportion to their differences in-'financial ability and need
for vocational services as shown by the RFA and low-income/

higher cost student factors, we recommend that ratio

parameters be placed on the scales used to allocate VEA funds
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or if 'a scale is not used, then on the final allocation of
VEA funds.

This ratio would not be calculgted on the individual
Ffund distribution factors, but rather would be determined by
‘comparing the\formuJa total of the e;igfble recipient with the
lowest VEA formula calculation to the formula total of the
eligible recipient with the highest formula calculation.
This ratio of lowest to highest formula totals would establish
the minimum ratio of variatio; for the amounts allocated to the
lowest to highest score recipients (in the case of a-direct
allocation formula) or the lowest to highest percentage K
reimbursement (iq the case of a percentage method). .
We also recommend that states be permitted t: override \

the allocation amount determined by ‘the general formula on

the® basis of (1) objective criteria of specific need for the

vocational education tHéf indicate that an eligible recipient

».has a greater need for the vocatlonalqeducatlon program oT,

4]

service Belng funded ;han would. appear from the fundlng

formula calculation), and (2) the agreement of reCLDlents £o

»

use VEA funds to meet those needs. ~

4. : Applying the General Formula Requlrements to the Various
Uses of VEA Funds ¢ <

\
a. Legal framework -~ The VEA has two kinds of uses:

required and permitted. Required uses, in turn, are of twc e
types. One type of required use results from Congress
establishing a separate authorization or appropriation [forxr* -

- \

’

)

\
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a partlcular purpose, e.g., Subpart &4 (Special Programs, for

the Dlsadvantaged), Subpart 5((Consumer and Homemakinz
& T\

Educatlon). e other type of requlred use results from
Congress specl ying that a certain percentage of\i,state s

alloitment must be used for a particular purpose, e.g., of

-

subpart 2 and 3 funds, the state must use 10% for handicapped

» v

P
and, 20% for disadvantaged persons These percentage require- =~

ments ate commonly.called ' 'set-asides." o .

There. are also two types of permissive uses that are
relevant to funds distribution issues. - The first type requires

that states must use priorities in addition to those specified ‘

'%or other VEA funds in allocating funds for these uses. For
'examole, the settion 121 work-study and the :-.ction 122
cooperativé vocational educaticn orograms require a preference
or priority be given for the factors of school dfopouts and
youth unemployment These are considered permissive uses
because the VEA does not require states to use their VEA .
funds\fot\géese purposes. The second type of permissive use\
is distinguzghable from the first by not being subject to any
fund-dlstrlbutlon priorities or factors in adthLQP to tne
genekal requirements of Section 106¢a) (5). Most of the uses
of Subpart 2 Basic Grant Funds, other than work-Study and
cooperative educatlon programs, are 1P/th1s category.

We found that states used a varlety of methods and

mechanisms to distribute VEA funds among the various permitted

63 | ,
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and required uses of VEA funds. We jdentified two mechanisms
(funding'pools and set-asides) and one method (the project
method) which states use to direct VEA funds to particular
uses. ;

b. Funding pools and set=-asides

i. Major findings and conclusions -- Funding pools

are separate portions of the total fund of ﬁOney for which
applicants separately apply. Most of thé states in our
sample use these to encourage recipienté*to uc VEA funds for
a particular purpose.

Set-asides serve a similar purpose. A set-aside is a
specified portion of the total amount of funds that an
applicant must agree to use for a cerctain purpose Or in a
certain manner. Unlike the funding pool, a set-aside is
mandatory, i.e., in order to receive any of the total funds,
the applicant must agree to spend a specified portion in a
certain way.

Wé conclude thaé these mechanisms are important for
carrying out Federal and state policies. Despite their
importance to implementation of the various objectives of the
VEA, ED has not provided clear, consistent or adequate

guidance.

tA
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ii. Major recommendatiors -- We recommend that the

use of fundiné.pbols and set-asides in the VEA be clarified.

of partlcular importance is the need to clarify that the
application approval priorities fan be met only by eotabllshlng_
funding pools or set- -asides which designate a SpeCIflc amount
of funds for these priorities and cannot be met by including
them as factors in a fo;mula /

c. The prOJect method of funding

i. MaJor findings and conclusions -- The project

method of fundlng is typically used to allocate VEA funds to
/ .

particular uses. 2/ ﬁ

Under the project methad, recipients typically propose
their own funding levels aﬁd the VEA fund distribution factors
Generally, applicants

t of VEA

are used to rank applicants\for funding.
are funded in the ordex of gheir rank, and the amoun

funds they receive is the amount necessary to fully fund their

approved applications. Often\a variable local match is deducted.

/ This local match is calculated\based on the same formula used

\
to rank applicants. Applicants below the point on the rank at

which available funds run out receive no funds.
| !
\ |
\

», 2/ L4 ‘»
2/ Gection III' of Chapter 3 focusés on the other two methods
of distributing funds: the ilre¢€ allocation method and

the percentage reimbursement method. The direct allocation
method calculates a SPElelc amouynt of VEA funds an appli-
can is eligible to receive. In gpntrast the percentage
reimbursement method determines a variable percentage of
specified vocational education cogcs which Federal funds
(or the local match) will pay for\

/
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o

Although the majority of states we reviewed use the
project method for funding some VEA purposes, the legal frame-
work does not clarify how the fund distribution provisionms
apply to projects. It is clear that they apply from both the
legislative history and ED iﬁterpretation. We i&entified two
problems which require furthgr clarification. First, it is not
clear how states are to apply the distribution factors in a
meaningful fashion if all applicants are to be funded under the
wroject. Second, alchough a variable percentage réimbursement
is often used in project funding, ED has not requing&\yore ,
than an inconsequential variation among recipients.

ii. Major recommendations -- We recommend several

alternative parameters on the use of the project method
which will remedy the problem of states not applying the funds
distribution factors in a meaningful way.

The first alternative for ensuring that states use the
fund distribution factors in project funding is tc require a

cut-off at a specific noint on the ranking of’potential appli-

cants, such as the state average score in VEA funds distribution

factors.

A second alternative would be to use the VEA funds to
establish a pianning enticlement for each potential applicant,
which is the basis for éppLicants submitting braject proposals

to the state.—l/

—l/We also recommend that if either of these alternatives are
adopted, Congress also require states to report the ranking
used for project funding and show on that ranking where the

funding cut-off was made.
4
! -
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In addition, we recommend that the formula override provi-

sions recommended for the direct allocation and percentage
reimbursement methods of fuﬁaing also apply as exceptions to the
above parameters on projéc; funding. This provision permits
states to “verride the appiication appreval cut-off or the
variable allocation for projects based on objective criteria

of specific need for voccational education.lL/ )

The secoﬁd problem, which is the inconsequential variation

in percentage reimbursements under soﬁé of the projects we

"

reviewed, would be remedied by our recommendation that a

ratio parameter be placed on percentage reimbursements. As
described earlier, the Yatio parameter would require that the
variation in VEA percentage reimbursements among recipients .

not be less _thaf phe ratio differences in recipients' total
o -

factor scores.—/

>~

D. Chapter 5: .Other Fiscal Rquiremeﬁté e

1. Major Issues “ -/

We identified three adaitional fiscal requirements which

affect the distribution of VEA funds.

(1) the requirements that states ensure that Federal
VEA funds are matched with non-Federal funds; R

(2) the requirements that states and recipients main-
tain their level of expenditures for vocaticnal
education from non-Federal sources; and

Ji/This override provision also encourages states to expand
access to vocational education and gives them greater flexi-
bility in meeting their particular needs in vogftlonal

education.
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(3) the requirement that states assure that Federal
funds are used to supplement not supplant state
and local funds that would otherwise be available
for vorational education.

These requirements differ from the application approval
and funds distribution requirements discussed in chapters 2
through 4 of this parc in that they do not direct the distri-
bution of the Federal grant. Rather, these provisions impose
limited requirements on how states and local recipients of VEA
funds must account for and use non-Federal funds. Although not
directly relating to VEA funds, these provisions, and their
implementation by states, can have a substantial affect on the
distribution of VEA funds to recipients and on the total alloca-

tion of vocational education programs throughout a state. This

chapter therefore focuses on these affects.

The remainder of this section describes our major

findings, conclusions and recommendations applicable to each.

2. The VEA Matching Requirements

a. Major findings and conclusions -~ The VEA contains

five provisions which require states to match the Federal VEA

allocation. Three of those provisions are analyzed in this

chapter:ii/ ®
a dollar-for-dollar match of the total state
VEA allocation for the basic and program

improvement grants (subparts 2 and 3);

5 /The other matching requirements are discussed in d%ffgrent
Ehirters. The ma%ch applicable to the national priority
programs 1is discussed in chapter 8. ?he match gppllcable
to the subpart 5 consumer and homemakirng education programs

i« discussed in chapter 2.

r ’l
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a variable matching amount for a recipient's
cost of supervision and administration of
vocational education programs; and

a phased-in dollar-for-dollar match of state
administration expenses.

States are permitted to pass these matchizg requirements on to
the recipients or to meet the match at the state level with
non-Federal funds.

In genéral, we conclude that the matching of subparts 2
and 3 funds is not an essential feature of the VEA legal
framework. Indeed because of the interpretation which permits
states to impose the aggregate state-level match requirement
on recipients, this requirement operates toO defeat other
important congressional objectives, such as assisting low-
wealth districts provide quality vocational education programs
and ensuring that new programs are provided by recipients
having the greatest need for them.

In contrast we found the other two matching requirements,
the match for Federal funds spent for state level administrative
purposes and local administrative and supervisory purposes,
operate so as to ensure a limited Federal role in state and lacal

administration.

b. Major recommendations -- With respect to the dollar-

for-dollar state-wide match of VEA funds under subparts 2 and 3 we
recommend that this requirement be eliminated from the VEA. We nffer no
recommendations concerning the matching of Federal funds used

for administrative bqrposes, but mevely describe state offiéials‘

[

general cbservations that these requirements help to ensure that

4 ’ . Iy
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state and local officials and legislative bodies have a stake
ok

in the Federal vocational education program.

3. The VEA Maintenance of Effort Requirements

a. Major findings and conclusions -- The VEA contains

several maintefance of effort requirements: (1) states, LEAs and
post-secondary institutions must maintain either the combined
fiscal effort per student or the aggregate expenditure for
vocational education from the preceding fiscal year; and (2)

LEAs using VEA funds for work-study programs must maintain the

'level of the expenditures for work-study at not les< than the

average level of three preceding fiscal years.

With respect to the maintenance of effort requirements
(applicable to the state, LEAs and post-secondary institutions
and applicable to LEA work-study programs), we found only the

~
recipient-level maintenance of effort provision to be necessary.

We found that the state-level maintenance of effort
requirement serves no useful fungtion under the VEA because
this requirement is met simply by aggregating the vocational
education expenditures from non-Federal sources made by
recipieﬁts and had no effect on state policy respectingG
v9cational education. A requirement that the state, in addition
to the recipient, ensure that the level of vocational education
expenditures is maintained is duplicative and meaningless.

The separate maintenance of effort requirement is an
inappropriate requirement to be applied to an optional program
use such as work-study because it operates as a disincentive to

A}

f‘)‘
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direct funds to that use. States and rPecipients are reluctant

=

to describe work-study programs in state plans and reports or

use VEA funds for them since this results in being bound not to

decrease previous WOrk-étudy expenditures.

| In contrast, we found the reéipient (i.e., LEA and post-
secondary) maintenance of effort requirement to be clear and
appropriate. It is at the recipient level that a maintenance
of effort requirement is essential in order to assure that 'VEA
funds do not sin)ly replace previoqsry proéided state and local
funds for vocational education.

b. Majorfecommendations -- We recommend that the VEA

be "amended to elimihate the state-level and work-study main-
tenance of effort requirements. We recommend that the
recipient level maintenance of effort provision be maintained
with two points of clarification: {1) that the state is a
recipient with respect to'the funds it applies to state-level
vocational education programs and (2) that a recipient unable
to sustaiﬁ a previous fiscal level because of replacement of
higher paid staff with lesser paid staff is not in violation
of this provision. .

4. The Non-Supplanting Requirement

a. Major findings and conclusions -- The VEA requires

that Federal funds be used to supplement and not supplant state
and local funds that would, in the absence of Federal funds, be

made available for the "uses' specified in the Act.

6
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We found this statutory language to be vague, and ina@equate
to perform its needed function in the Federal legal framework.
L This requirement has beén appropriately interpreted by ED to
apply to distributions of state funds for vocational education
that take into account the distribution of VEA funds among
recipients, however this interpretation has not been disseminated.

We found the nonsupplanting provision to be inappropriate

at the local level. Because of recipient discretion to propose >
a va;iety of usés of VEA funds, and the VEA's>priority for new
programs, it would not be appropriate for the nonsupplanting

provision to prevent recipients from tegminating old programs,

so long as overall effort for vocational education is maintained.

b. Major recommendations -- We recommend that the statute

be amended to reflect ED's appropriate interepretation of the

supplement, not supplant requirement.

%
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Chapter 2

H

APPLICATION APPROVAL PRIORITIES -

“

I. Introduction

A. Purpose and Organization of this Chapter

.

The VEA includes two primary provisions -that govern
the allocation of funds by the state to eligible rééipients;
namely, the "application approval priorities" provision and
the "fund distribution' provision. -This chapter analyz;E’
the "application approval priorities' provision. Subse-
quent chapters analyze the fund distribution provision 1/
and the interrelationship between the application approval
priorities and fund distribution provisions.i/ i

This chapter is divided into five sectionms. Section I
is the introdﬁction, which includes an overvie& of the |
Federal legal frame%ork and major findings, conclusions
and recommendations. Section II analyzes the first of =-he
two application approval priorities; namely ''the;
cconomically depressed area' priority. Section III analyzes
the second priority, i.e., the ”néw\program“ priority. The
final section analyzes the relationéhip between the appli-
cation approval priorities and other "priority' requirements

B. Overview of the Federal Legal Framework

The VEA requires states tO approve projects for VEA

funding on the basis of applications submitted by eligible

1 ]See Chapter 3.
2 /See Chapter 4.

e o st b A
.



\
2-2

A

-
\

¢
~oped in consultation with representatives of ‘area education ang

rec:;}?ﬁhg. The application must: (1) be annlalj (?) be devel-
N .

-~ training tegources and the local advisory council; (3) describe
the needs for vocational ‘education and how orevious evalua-
tion results have affected ths proposed program; (4) describe

the relatienship between CETA manpower programs and probosed

v
H 4

program activities; ;Ed (5) describe how locally and state-
funded-vgzgg;zéal education programs relate to the applicant's
préﬁosa124i/"’ | |

The Federal framework prescribes application review

standards in the form of. two criteria which states must use

.

tF give‘ﬁ}iority "iﬁ co“siderxdé the approval of such

. appligaqions.—i/ The two criteric to be used in prioritizing

4
... applicants are: >
(1) whethe. fhe applicant is located in an
economically depressed ‘ar2a and an area with .
a high rate of unemployment and is unable to
« meet the vocational%gducation needs without
. .  Federal assistance (EDA factor), and

(2) whether the applicant\is proposing programs
new to the area to be lserved, desigied to
“ meet new and emerging manpower .leeds and job
opportunities in the area (and, where relevant,
Yo * in the State and Nation) (new prosrams factor). -

- ) ,These application approval priorities were added in
., 1976 as part of the congressional attempt to provide greater
specificity to the VEA funding requirements. The Senate
. o
proposed both of these priority factors with the expectation
that they would assist states to equalize educational oppor-
tunity, to focus on high need recip.ents and programs, and to

make hard choices among competing applicants for scarce

.C. 2325(a) (4)) "
.C. 2325(a)(3) (A)).

, ~%Sec. 106(a)(4) of the VEA (20 U.
=-=T, ,ac. 106(a)(5) -of the VEA (20 U.

L W)

e
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Federal funds.—i/ These application approval priorities of
the Senate bill were imcludéd in the final bill veibétim.ﬁ—/
ED has, through regulations and policy directives,
interpreted the meaning of the first applicatiern approval
factor, economically depressed areas /(EDA). In the 1977

regulations ED changed the final conjunctive "and" in the

EDA factor to "which" so that the regulation now requires priority

to be given to applicants in "economically depressed areas’
and areas with high rates.of unemployment which are vnable
to provide the resources necessary..."—l/' FD sometimes
required or encbufag d states to use both the unemployment
rate and a measure of inability to provide resources for
vocational education, for the EDA factor.—g/ More recently
its interpretation has been that states may use unemployment
data as the sole measure of this provinion.—g/

With regard to the second priority, new programs, ED has

clarified that it "could be similar to other ongoing programs

but new to a particular service area or a major expansion of

a program to meet uneﬁployment needs."lg/ (Emphasis added.)

275, Rep. No. 94-882 at 70.
6/ R. Conf. Rep. No. 94-1701 at 220.

—1/34 C.F.R. §104.141(f)(5) retains the statutory language
but §134.182(c)(l) which describes the requiremeni for
tte 5-year plan, uses the 'which" comnstruction referred
to above.

—i/Sce Final Report DSVPO Task Force on Federal Fund Distri-
Bution Procedures, Juna 1979 at &4 and DSVPO Program Memo
FY 81-5, Feb. 11, 1981 at 4.

_2/psvpPo Program Memorandum FY 81-5, Feb. 11, 1981 at 4.

l-Q-/BO!M':'./DSVPO Draft Information Manual for Federal Vocational
Educaticn Fund Distribution Procedures, Dec. 1979 at 7.
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It has also described three alternative'equitable" measures
of new programs: (1) the percent of the applicant's budget
\\  allocated to new programs; (2) the percént of tHe applicant's

N %
, \\ total number of programs which are new; or (3) the actual .

‘has interpreted the statute to preclude it from giving

\> number of new programs.prc¢ 7sed by the applicant.li/ ED
\
\

greater clarity to the terms and has required states to
12/ \

[

— develop their own working definitionms.
ED has required states to demonstrate in their annual :
state application Pow they are including -the application
approval prioritieé. ED permits states to use seemingly
- different mechanisms to include these application app#oval -
1 priorities. For example, ED .has permitted states to &evise
quantitative measures of new programs and economicallf

depressed areas and include them in an arithmetic egquation

along with the two funds distribution factors ("one-step funding

s/

“7DSVPO Program Memorandum FY 81-5, Feb. 11, 1981 at 4. The
DSVED Task Force suggestad chat the most equitable way to
compute ney programs wis to cdlculate the dollar amount for
new programs-as a percentage of the recipient's total
annual budget, but accepted the use of the total number of
new programs as a percen:age of total recipient programs.
1t believed ED's third method (the number of new programs)
was inequitable. Final Report, DSVPO Task Force on Federal
Fund Distribution Procedures, June, 1979 at 4. ED
originally adopted this recommendation. See BOAE/Do/VPO
Draft Manual for Feceral Fund Distribution Procedures,
Sept. 1979 at 5;and Draft Information Manual for Federal

! Vocational Education Fund Distribution Procedures, Dec.
1979 at 7.

igyBQAE/DSVPO Draft Manual for Federal Vocational Education ,
Fund Distribution, Sept. 1979 at 3. : |

: ) 1 |




formula method“).;Lg States may also use the application
approval priorities to establish cut-off points for eli-

gibility, applying the funds distribution factors to deter-
14/ i

mine funding amounts (''the two-step formula method")
States are nct required to use the same prioritizing
meuh;ﬁism for each of the two application approval concepts.
For example, ED has permitted states to create new program
funding pools or seé-asides, while including the économically
depressed area priority in a 'one-step funding formula." ' =
Additional priority factors are also specified in the
VEA. If a state decides ta distribute its VEA allocation for
either work-study or cooperative education programs, which in
1976 were converted from séparafe categorical programs o
permitted optional uses for basic VEA allocaticns, the VEA

requires these funds to be distributed so as to give priority

-lyﬁD has 10t been either clear or consistent with respect to
these new program funding pools. Ed manuals iist ''rew
programs" among the examples of optional funding pools, but
also require that "they must be distributed through the
required fund distribution procedures.'" QVAL/DSVP Program
Memo FY 81-~5, Feb. 11, 1981 at 3. Some Federal administrators
have_permitted tha new program pool to satisfy the. priority
requirement whereas one required that 2 state still use a new
program measure in the funding formula.

nyED 2ssued several policy manuals which indicated tha* the
application approve' priority provisicus could be incor-
porated either in a ''one-step furding process'' (in which —
the funds distributicn and the applicaticn approval factors
were applied at the same time) or in a "two-step funding
prccess' (in which the application approval factors were
used first and then funds distributed on tl.e basis of the
two funds distributed factors). See e.g., DSVPO Draft
Manual for Federal Find Distribution Procedures, Sept.
1979 at 3;and July 1980 at 5-6; OVAE/DSVP Program Memo-
randum FY 81-5, Feb. 11, 1981 at 2-3.

o
N
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to areas with high school dropouts and youth unemployment.
These acditional prigrities were carried over from the pre-

existing legal framework when the VEA was amended in 1976A£L/

: Subpart 4, %hiéh authorizes a separate fund to provide
special programs for disadvantaged students also requires
that applicants be given priority on the basis of high
concentrations of youth unemployment and school'dropouts.igy
Subpart 5 of the VEA retains another previous categori-
cal VEA program as a separate sub-allocation for consumer
and homemaking edu\ation.iky At least one-third of the funds
allocated for consumer ana homemaking education must be used
in economically depressed areas or arezs with high rates of

5 18
unemployvent.—

19 The VEA in 1968 included the work-study and coopetrative
education methods as separate categorical funds. Sec. .
171 and 181 of the VEA of 1963 as amended by P.L. 90-576.
(20 U.S.C. §§1351 and 1371). States which applied for
funds under either of. these categories were required to
distribute them to LEA's with priority for 'areas that have

high rates of school dropouts-and youth unemployment." 1In
. the 1976 amendments, the categorical funding for cooper a-

tive education and work-study programs was eliminated and
these two methods became 'permitted uses' under the subpart
2 "Basic Grant', but the priority requirement was carried
over. Sec. 120(a) of the VEA (20 U.S.C. §2339(a)).

n .\ 79
'

18/gec. 121(b)(2) and 122(e) of the VEA (20 U.5.C. 2331(b){
‘and 2332(e).

\
/

17/The 1968 VEA authorized a separate appropriation
for consumer and homemaking education. States
were required to use "at least one-third [of the,
funds]...in economically depressed areas or areas with
high rates of unemployment for programs designed to assist
consumers and to help improve home environments and the
quality of family life." Sec. 161(d) of the VEA of 1963 as
amended by P.L. 90-576 (20 U.S.C. §1341(d)).

18/5,0. 150(d) of the VEA of 1976 (2C U.S.C. 2380(d)).

85
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C. Major Findings, Conclusions and Recommendations

We identified four majer issues raised by the applica-
tion approval priorities and their federal legal framework:

(1) What is the meaning of the provision relating
{ to "econﬂmlcally depressed areas'" (EDA);

(2) Whac is the meaning of the term ''mew programs"

(3) What does lt mean to ''give priority'" to these
factors; and

(4) How do these application -approval factors relate : -
. to the other priority requirements $or specific
programs and permitted uses?
The remainder of this section describes our major findings .,

conclusions and recommendations applicable to each.

1. The Meaning of the "Economically Depressed Area"Provision
The VEA requires priority to be eiven to apvplicants
which "are located in economically depressed areas and areas
with high rates of unemplcyment, and are unable to provide
the resources necessary to meet the vocational education needs
of those areas without Federal assistance.”lg/
Ve found the meaning of the economically depressed area
factor to be unclear. Although this factor is commonly

referred to as the “economlcally depressed area'" or "EDA

factor" the statute sets out three components: economically

ﬁ/%ec):j 106(a) (5) (A) (1) of the VEA (20 U.S.C. §2306(a)(5) (A)
1 .




depressed area, high unemployment; and inability to meet

vocaqional education needgbwithout Federal assistance. This

EDA factor could be viewed as three separate and distinct
measures (unemployment ratés, location in a geographic area

designated as economically depressed, and below average

< *

revenues for vocational education), any one of which baing a

sufficient basis on which to receive priority. It is also

" three factors must be satisfied to receive priority. ED's

use of the statutory conjunctive "and" between these terms
at one place in the 1977 regulation and "which" in another
section did not clarify this Jefinition, but rather created

, *

a third option which consists of two alternative measurec:

-capable of being-understood as a single measure in which all ——

(1) economically depressed areas/yhich’a;é un ble to provide

the rescurces necessary and (2) areas with high unemployment

which are unable to provide the resources necessary.

ED's application of the EDA factor to the states has
been, inconsistent. Some states have been permitted to use
only one of the three possible measures to satisfy the

staiute, whereac othere have been reanired to combine at
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least two of the three possible measures. None oﬁithe states
we researched understood the meaﬁigg\of the third component
of the EDA factor ''unable to ﬁeet thé\;aéational education
needs withoutifederal assistance,' therefore, nqne>used it.

Tﬁe EDA priority is also unclear because neither the
statute nor ED has ever clarified what is meant by the term
""area'". Area could be a subpart withir a recipient’s
geographic border (i.e., a neighborhood with high unemploy-
ment), a portion of the state or a region of the country.
Most of the EDA measures used by states to determine the
"priority" a sbecific recipiern.c’s application should receive are
for areas which are larger than the geographic area for a
single recipient. One state uses an EDA measure created by
the Department of Commerce which qualifies 95% of the
districts in the state as economically depressed. The
measure does not significantly distinguish among applicants
on the basis of need for vocationél education or ability to
pay, and ED's proscription against EDA measures which result
in a "yes'" or '"mo" designation did not resolve these

problems.

A more detailed discussion of these findings concerning

the EDA factor is contained in section II of this chapter.




2. Meaning of "New Programs"

The second issue discussed in this chapter concerns the
meaning of "new programs."” We found the term to be conceptually
vague and that the legal framework added to the confusion

rather than clarified its meaning.

On one level, "new programs' is a simple concept: an
applicant proposing a program which it has not previously
offered is clearly new. 'New" can also mean innovative

approaches, new curricula or restructured programs. Rather

than narrowing the concept, ED added to it the notion of
expansion, thereby enlarging it to respond to the goal stated
in the Act of meeting "new and emerging manpower needs and job

s 2( . .
opportun1t1es."=2/ Some states use this expansion component

to Justify the purchase of new, or replacement of obsolete,
equiément (in an existing program), or the expansion of facili-
~ies to accommodate a larger numbers of students. Other states,
concerned with the legality of such a broad definition, limited
the term to absolutely new, first time progféms.

ED has left the precise method of ranking applicants of new

e e 2
vo BuUus

[R%

programs L0 thie staives, and ilulted iving _J
alternative measurement. Initially, ED permitted states to use

two measures: the proportinn of an applicant's budget which is

gg/ BOAE/DSVPO Draft Manual for Federal Fund Distri-

.

See e,
bution Procedures. Sept. 1979 at 3.
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for new programs or the proportion of its programs which are new.
Despite Qge warning from the DSVPO Task\FOfce that the use
of the actual number of new programs woﬁla d}sadvantage,
small, economically disadvantaged districts unable to
initiate large numbers of new pragrams, ED has subsequently
added this as a third option.gz/

ED's guidance as to the definition of new programs has
been inadequate to help states counter possible abuses in X )
—— - _____ applicant—idencification of '"new'"-programs: Some state- - = = ———
agencies, under state law, must approve vocational
educaticn programs in LEA's and post-secondary institutions.
These agencies use their information sources and delegated
authority to monitor new pro- -ams so as to prevent auplica-

tion, ensure proposed programs are carried out, and prevent

recipient relabeling of old programs as new. These states
indicated that they try to review applicant designations

of new programs, but still believe duplication and labeling
of old programs as new to be a prcblem. States wilthout

such a2 process indicated they accepted an applicant's desig-
nation of a program as new, and were not in a position to
prevent duplication or relabeling. '

Finally, ED has not otf'ferea any guldance wiil

.....

respect to the duration of new program funding.

SJind. at ‘3.

Jﬁ?Final Report of the DSVPO Task Force on Federal Fund
Distribution Procedures, June 1979 at 4.




_most: states do not make multi-year new program grants for fear

exception. ‘ -
The details on these new program issues are incluced
" in section III of this chapter. ‘
~m3‘~~Meaning~off2Give_Priorityﬂ . - e e e s T
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Even though a multi-year grant would be more beneficial to

the poorer recipients and enable them to absorb gradually the

on-going costs after the start-up period of a new program,

of violating funding requirements and incurring an audit

We found the application approval requirerent to be
inadequate because it fails to describe how a state is to
give priority to applicants proposing new programs OY
applicants located in EDA's. The statute does not indicate )
what application approval or fund distribution mechanisms
are to be used to give priority. Assuming a variety of mecha-
nisms can be used, ranging from separate funding pools to a one-
'step@formula factor, it does nat indicate how priority is to
be given under these different mechanisms. And it leaves
unanswered the ke, -sue of how much priority must be given
to applicants with priority needs or uses.

ED has not addressed any of these issues in a clear,

factors should function as factors in a formula. .

9o j

consis rent or comnrehen31ve manner ED's interpretations
have focused almost exclu31ve1y on (1) distinguishing
between giving priority under so- -called “one-step' or ''two-

step processes, and (25 specifying how application approval
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) e Unfortunately this one-step/two-;tep dichotomy failed
to take into account the key elements of the application
approval an& fund distribution methods actualiy used by
states for VEA funds, thereby ignoring significant differences

among various methods. One general method of allocating VEA

funds is by applicant entitlement generated by a formula
where all approved applicants receive varylr p*oportlons
e of the state VEA allocation. Another is the pro;ect appli-
cation method where applications are ranked and often fully
funded in rank order hased on the amount sought in the
application. .

ED's policy guidelines do ndt recognize the differences
between these methods. Consequently, they ignore how priorities
can be given under a project approach, or §imp1y that they cannot
be met using this method. This has been a criticai omission
since many states use the project method ofkfunding for at

©  least .some VEA-purposes. ‘ . 7 o

Although rot reflected in formal interpretations, ED
has approved the project method of funding. However, its
fallure to clarify how prlor;ty factors (and fund distri-
bution factors) can be used under the pro;ect method has .
permittea states to 1ncorporact“tnebe prioricy cc&éi
in the project methd "in such a way thatlthei have vir'tually

“«

no effect on the allocation of VEA funds. This occurs,, for

. ¥ o.

example, when a state uses these priority considerations to
rank appllcants to establish prlorlty for fundlng, but where

the amount of funds deSLgnated for tﬁat prolgct statew*de is
R

v




sufficient to fund all applicants. In this case all appli-

cants receive all tﬂg funds they apply for and the ranking
is simply an academlc exércise. Such problems have been .
ignored by ED.

 We found ED's interpretation that states must give

. /
priority to EDA and new program factors by assigning them

" a numerical function and including these measures as

variables in a one-step or a two-step funding formula to

be an inadequate way "tc give priority.'" These factors

are inappropriate for inclusion in any mathematicali&
scaled funding formula because.they identify qualities that
are inappropriate for quantif§€gé on a continuous scale.
They are particulérly inappropriate to be included in'ED's

"one-step' formulas with the more preé}se, scaleable funds

’
e

distribution factors.
VA inwcontrast, we found funding pools for new progrems, f ‘_,:

such as are used in several states, to be an effzaetive

method of giving prio;ity in application approval. ED,

however, has not provided éuidance on the use of funding

pools for-?rioritizing purposés. States were unsure how

poois related.to EDA, the other abpiicant approval concépt, or

the funds distribﬁtion factors. These issues will be

analyzed in greater detail in section IV of this chapter.

<




4. Function of Other Priority Factors
We found the drqpout and youth»unemployment\Ferms
whichk are the basis for the additional prioritiesrfor
'

certain of the s%bpart 2 uses (i.e., work-study and °
cooperative education) and subpart !4 special programs for
the disadvantaged to be conceptually clear. However, states
experienced-difficulty applying the concept oijouth un-
éﬁbloyment because data on youth unemplo;ment, like adult
uﬁemployment, aLe reported for areas breader than most
recipients. Eﬁ has given no guidance on how to déal with.
measures that are not recipient specific, e.g., use of s

proxles or pqoration, and staces have experienced difficulty“

combining such:measures with recipient-specific measures.
. We also f?und the legal framewoék to be uﬁclear

,about how these additional ‘priority factors relate to the

two applicaﬁioé approval priority factors or to the funding

formulaﬂrequirément. ED did not pfovide\clear and consistent

guidance as td:how application approval pﬁioxities and

sthese additional priorities are to be combined. For
et .

{ristance, statés were not.sure whether the EDA factor in ‘

the consumer and homemaking allodation was the same ‘as- the EDA
- : - t g .

application apéroval priority, or how they relatéd. Nor
l .

- < o .
were they clearhwhe;her the yough unemployment concept appli-

v - l .
cable to work-study, cooperative education and subpart 4
was to substitut for, .or was in addition to, the ap?izgz?iQP
approv7l prioriﬁgffactoré: S o '

!
!

—F 97
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We recommend thaé Congress address these issues
and clarifysthe meanings and functions of thé appliéation
approval priority prorisions. ~- =~

Specifically, we ricoumandtthat Congress eliminate
thie EDA priority factor ?sfcurrentlyuconstituted. We
suggest that if Congreséiyants to interrelate roat%enal
educagion and economic or 1aboE{mark aisparitig§, it
adoédfother spegific mechanismsvfor ensuring the respon-
51v%aess of vocational education in areas ex)erlenc1ng 4'
econdmic problems. It is clear that inclu«‘on of a

[ RS

measure of EDA as a factor in a funding forrwaiz is not an
adequate mechanism for satisfying this congressicnal (
obfect1Ve as long as the measure of EDA is fdf areas which
are larger than those served by individual récipients.
Further, we recommend Eﬁat the Department of Commercez
concept of economically depressed areas not be used as a
factor for prior1t121ng or approvxﬁé recipient applications.
This measure ldentlfles the majority of reciplents as
economically depressed in many states and falls to dis-
tinguisgta@gng“;gpipients that by any reasonable standard
are very differept in te @s of economic .depression and
fiscal ability. nﬁnemployment data, although more up-to-

Jate, also presents inadequate information on which io base

funding decisions. These data are usually not specific to

the recibient's area and treat rescipients. with differing
economic health the same. Such an inadequate measure should
not be part of a legal framework distributing funds among

recipients.




If Congress intends VEA funds to be used to develop
new vocational education programs, we recommend that it

clarify the term "new.' Although Congress may want to

gaopt ED's interpretation, which includes new and ..

expanding programs, we recommend that it adopt a legisla-

tive definition to specify whether new or modified equip- -~

ment and facilities -are included in the definition. We |

make no recommendation as to precise definitidns because

.the options vafy with policy objectives sought. For

example, if Congress intends to improve'acéess to quality

programs, it could do so by defining a new ;;ogram priority

to be the expansion of existiﬁg programs that meet a "quality"

or "proéram demand'" threshhold. If Congress wants to

encourage innovation in vocational training it could

adopt an "absolutely new" standard. °
" With regard to the third issue, the meaning of

-

giving priority to applicénts, we recommend that Congress

specify the options available to states and clarify the
‘meaning of this term.
Specifically, Congress should consider-requiring that

statés either: (1) establish funding pools for each

priority (i.e., separate pots of money to which recipients
submit separate applications for such funds); (2) require
recipients to set a specified amount of funds asi.e for each
priority as a condition to receiving general VEA funds (i.e.,
set-asides); or (3) reguire that#the priority criteria

“*

operate to eliminate some prorortion of applicants (i.e.,

a cut-off point). ‘ .97

1
~
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These options are analyzed, with some,gdditional
clarifications in section IV of this chapter.

Our final recommendations concern the additional
friorities fof areas with high youth unemployment and
school dfg;outs applicable to certain uses under subpart
2 (work-st&&y and cooperative education) and éubpart 4
(special programs for the disadvantaged) and subpart 5
(consumer and hdﬁémaking education programs) the priority
fbr‘economiéally depressed areas.

In the, context of thqueneral application, and the pri-
ority and fund distribution provisions of the VEA, these
additional priorities for work-study, cooperative education,
and subparts 4 and 5, add a level of complexity that appears -
unwarraﬁted,particularly since the general fund distribu-
tion factor for low-income persons is probably a reasonable
proxy for youth ungmploymenf and school " dropouts, and the
economically depressed area priority for coﬁsumer and
homemaking education is_also applicable to the whole of
the VEA. Conseguently, we see little to be gained by-
continuing these separaté prioriéies.

-

If Congress, however,-intends separate or additional "~ "*~*°~
priorities to be given effect, it should clarify the mecha-
nisms to be used po.givg‘any additional priority intended.
lie have conciuded that including these as additional

factors in a formula fails to give much additional

. man e e P D R T T R S P A R e - . v s o L ey O S o BV
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priority and dilutes‘the'impact of the other fund distri-

: bution factors. We suggest that Congress adopt a priori- »
tizing mechanism which parulielé the mechanism-we~have .
recommended for the application approval priority. The
use-of set-asides, funding pools and cut-off points would
ensure that a certain portioq of VEA funds would be
applied to each use and distributed with a limited number
of factors. .

With respec@ to the minimum pgrcentagg expenditure

Q
(33 1/3%) of the subparp‘S funds consumer and homemaking

funds in economically depressed areas, we have concluded that
; the priority accomplishes litcle. Under every EDA measure
created for the EDA agplication approval priority which we.

examined, more than thirty-three percent of the recipients

qualified as economically depreésed areas and receivedJﬁ g
priority treatment. This means that the consumér and

Eomemaking funds can be and are distributed by states with-

out concern for targeting on any sbecial areas. If Congress

intends an additional EDA priorit& for subpart 5, Congress

specify .a,general EDA Dniority. measure (Whichr .« «corcc e

AL ¢

muct eit@g;

LLL €~ ¢ € 7 [ SRR S 4 ’
. N

identifies fewer than tie miniiium percentage, or increase
the subpart 5 percentage for economically depressed areas.
We also recommend that Congress not require states to

use area concepts such as youth unemployment to prioritize

applicants for work-study, cooperative education apd

\\

f | S 9
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subparts 4 énd 5. Rather, we recommend that all priority
23/

measures be recipient-specific®2

23/A1though school dropout rates are recipient-specific,lan

additional problem inheres in their use: in many statés
dropout data on school districts are reputed to be
unreliable because of different methods of computation
used by school districts and the difficulty of acrounting
for student transfers among schools within the same school

districts.

<
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II. Priority for Economically Depressed Areas

A.

Purpose and Organization

" This section of the chapter analyzes the so-called
’ N \
economically depressed area priority (EDA) one of the two

application approval factors. This priority concept raises
two related is3ues:

.
-

(1) What is the definition of EDA; and
2) How is the factor to be measured?

These two issues are analyzed in this section. Section

IV of this chapter analyzes hcw priority is to be given to

EDA in the VEA legal framework.

——

B. Federal'Legal Framework

P

Section 106(a3(5)(A) of the VEA requires states to

prioritize among applicants on the basis of two factors. One
of the two factors is: : -

. .

- : . . A . .’
whethér the applicant is located in an economically
depressed area and an area with a high rate.of un-

employment and is unable to meet the vocational ,
education needs without Federal assistance.

)

The concept, commonly cqlled the EDA factor, became part

of the Federal 1egal framework in 1976 when the Senate added
EDA along with new programs as priority factors for application
i t /
approval .
ED's interpretation has been th7t stateg’are to adopt
definitions and appropriate measures to meet this.require-

ment.gﬂ/ In the Octotaer 1977 regulations; ED suhstituted

247 BOAE/DSVPO Draft Manual for Federal Fund Distribution
Procedures, Sept. 1979 at 3.

b
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"which'" for the final conjunctive "and" in the statutory

description of the EDA priority, thereby requiring that

the Five-Year State Plan "describe .how the State Board

determines economically depressed areas and areas

with high.rates of unemployment....ﬂiﬁy

-,

Under ED's initial interpretation, states were required

to include at least two measures“g} the EDA factor: (l) ~
high unemployment rates and (2) "inability to prov1de
resources f9r vocational programs."jgy ED prohibited

states from using the Department of Commerce EDA meQFure

w 21/

as the "sole factor. Subsequent policy statements

fetained these two -measures, referring to them as the

"pecommended measurements for EDA, and "encouraged"

states not to use the DOC EDA measure.gﬁ/ At no point,
however, did ED provide guidance on how states should

measure "inability to meet vocational educa-ion needs" in

2

this priority. v w
ED has not allowed states to use the definition of EDA

developed ty the Department of Commerce (DOC) since the sole

—

——’

measure operates as a discontinuous rather than a continuous

.

measure.gﬂ/ In other words, the DOC measure gives .a yes-

,

22/34 C.F.R. - §104.182(c)(1).

26/BO£M/DSVPO Draft Manual for Federal Fund Distribution
Procedures, Sept. 1979 at 3.

28/See e.g., Dragft Information Manual for Federal Vocational
Educatlon Fund Distribution Procedurgs, Nov. 1979 at 4.

29/14.
N 19p
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or-no response rather than a gradation of economic

depression. The DOC measure is a cqmposite of several
economic indicators, including umemployment. Although
the DOC measure of EDA camnot be used alone, ED has
- allowed it to be used in conjunction with other measures ©
e of uriemployment or need for vocational education funds
which Yield numerical indicators %f économic needs.;ﬂf
And at some points, ED's policy manuals ?ave encouraged
the use of the EDA definitions and measﬁres used in .
nceTA" 3L/ : R
More recently, ED hasi permitted states to use unem-
- ployment as the sole means of defining and measuring the
EDA Priority. States may use either state or national
unemployment dafg. ;&Q,. —

2 > .

C.  Summary, of Findings and Analysis of Legal Framework

— -

. We found that even though the intent of Congress to

target funds on ‘needy applicants is clear, the precise

meaning and measure of the EDA priority is unclear. Ve

R L R
}

have identified five issues relating to the definition‘aﬁq;

measurement of the economically depressed area concept:

(1) The relationship among the three EDA concepts
(EDA, unemployment and inabilily to meet
vocational education needs);

(2) The definition and measurement of area;

L]

3¥This is documented in greater detail in chapter 4.

: l
‘ jﬂ/See e.g., Draft Information Manual, Nov._1979 at 4. ‘

{"The state may wish to consider definitions used by 4 ‘

CETA or other programs.') |

|

; “ 190 . :
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* (3) The definition and measure of EDA;

(4) The definition and measure 6f unemployment;
and .

~ (5) Inability to provide vocational education
: . resources. ‘

1. Relationship Amoe; the Three EDA‘Concepts |
, The legal framework is unclear as to the definition

of the priority concept. The EDA application.approval -~
priority cons1sts of three parts: (1) location in an
economically depressed area; (2) high incidence of unem-
ployment: and (3) inability to meet the needs for educa-

tion without federal assistance. The legalliramework is
unclear about;the relationsliip among tﬁeee three concepts.

The statute uses a simple, "and" conjunctive which could

sigriify three separate components to be .combined ‘
numerically to.obtain a "priority" measure. On the

other hand, the use of "areas” with reference to both .
economic depression and pnemploymegt suggests two tYpes‘
of recipienrs both of which are qualified by their
inability to provide resources necessary for vocarional

“rea

education. Fina ly, it s poss1 “dg “oré s

factor having three dependent components =-- economically

depressed areas having high unemployment and an lnabillty‘

»

S

. to provide resources.

’
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. } Further confusion was created by the Similarity of the:
7pplication approval factor "upable to meet the vocational
‘educatiocn needs without Federal assistance" and the fund
distqibution factor "relative.financial ability." It was '

o unclear from the statute whether separate zonsidération

must be given to these concepts at both the application
a approval’and fund distribution stages-or whethe:iinclusion
of relative financial ability as a funds distfibntion factor
would.suffice.
Although ED provided an interpretation through the

regulations and policy guidelines that the priority was,

(A

“

defined by at least two characteristics, unemployment and

inability to meet vocational education needs, it also

‘;"q - R
contradicted that interpfetation by permitting states -to

use unemployment as’the .sole measure.

‘Currently; two of the four states we researched were
$ .

using county 1evel'unemploymeht as their sole EDA definitionm,

- in at least one instance doing so .with OVAE's oversight.

4

Both of the states using two factors ~ombined an EDA (factor

ittt e amVe a0 e e A T aat Bk A R b e P Ko v oo 0o oo ~
PR

with county level unemployment rates. 'One state used\the

-

, state aid ratio with unemployment, the other state used the DOC

rneasure of EDA. No state used the portion of the definition
. P R
~oncerning the inability of a recipient to meet vocational

‘education needs, aside from incorporaJing a factor for re-

lative financial ability in its distribution f‘or'mula3—/ We

32/ One state created a measure of "training needs" in its

first formula, using Department of 'Labor
on available jobs. Statistics

-

‘i,

P
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‘agreeawith dropping out inability to meetLyocational educat*on

the LEA or OER, e.g.,"applicant is located in an economically

‘used only to establish an eligibility threshhold Serious

needs from the EDA cdﬁ%ept . <The fund dlstrlbut ﬁ’factors

of relative- financial ability and low-income capture much IR ?
-of this "inability." Inclusion of the same concept as an "
applicatlon approval prlorlty and a fund dis trlbution ‘factor.
would mak: little sense. . }
2? The Concept of "Area" ‘ . ‘ s

Two of the three concepts in this appllcation approval
priority refer to areas (i.e., economically depressed areas . "

and areas with high unemployment) . ,Tﬁe‘statutory language
indicates thgt "area" is larger/than simp1§ that served by,
debreééed area.'" The statute providés no -guidance on. how 0
1arge'thi§ éréq can be or what proportion of a state's total
area can be considered economically depressed or afflyéted
with‘high unemp loyment.

The fact that an application approval criterion applies
to an area larger thé@ a single recipient is not necessarily
a problem if the criterion is used only to determine which

appllcants are eligible for funding; that is; the criterion is

problems, however, have arisen from ED's attémpt to use area
criteria in funding formulas. The difference betweeg the two
uses of criteria is significant. An eligibility criterion gener-

-

ally gives a "yes-or-no" .answer, whereas, in co.utrast a fund:
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SR SRR
‘ i dlétributioh factor éiﬁes a ma;@gmatical value which éetermines g
X i//“ - the amount of funds’an‘apprichnt will receive.33/ "
// . Area criteria should not be. used as.fund dig;ribution
factors becapsé tﬁey ma& provfde inhééﬁrata'in%ormation about a

>

individual recipients within the area. The machematicsl

- -

N . ~ . . .
i value of an area criterion will.be the average for the whole

area, ‘but recipients within the. area may be very different.

For example, in an area ’of high.unemployment, there may be
school districts whose residents aréApredominantly wealthy "~

. ’ and employéa} and schogi districts whose residents are poor

¢ . ' ,

'~ . and largely unemployed. ) :

The use of an area meabure as a criterion for eligibility
. poses fewer problems because other criteria are used to deter-

L )

mine the amount of furnds each eligible rggipien;'will receive.
i & ED has mot addressed the problem of using area concepts as
funds distribution, factors. The difficulties for states and the

anomalies for VEA funding this has created are discussed
. 1 ) ) . - ”

’

below. , o
3. The Term "Economically Depressed Areéhgi/ "
. The.definition and use of the application approval *

cmm A L aw RS (S =t 7w I U € 4 A d >
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priority for economically depressed area have created signi-

ficant problems. These problémS»éfose because ED, by

’

4 4 N
N

) . 3§7%or further disdﬁssion, see sectier.IV at p. 47.

14 K .
3-‘-'-/As used in this subsection "Economically Depressed Area'

. refers to the separate.term by .that name rather than the
lumped statutory concept often referred to as the "EDA
factor" discussed earlier which includes economically
depressed area, areas of high unemployment and inability

7 to meet vocational education needs without federal assistance.

’
* ]
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R > interpretation, sought to convert a concept that was appro-
' 3 -
= priate only for determining eligibility 'of applicants, into

* one that could also pe used to-govern the amount of VEA funds -

?
i -

applicants would receive.. s - - w ¢

A number- of .states used the Department of Commerce -

designation of economically depre@sed aréa.. This gave a

-

. b — R
y yes-or -no answer?! Because of this fact ED discouraged its

- - use. As discussed .above,-we find no. inhereént problem in a

. . . »
yes-no measure so long as it is used only to establish

(eligibility. ED's‘obfectivék however, was to require a

.measure of EDA that could be ﬁathe@atically scaled in a funding

»
. «

formula. . o L,/‘a\ : -

. ED did not coﬁpletely bar states from using-Department

of Commerce EDA designationms. Rather, it recommended that
. ‘it_bg'used only in conjunction with cther.meaSures.§2/

- In several early policy statements, ED required that

at'1east two of tﬁe ;hreepﬁeaSufes must be included.éé/

Later model formulas from the DSVPO Task Force implied that

& - : 3 - N : * :
a measure of general unempldyment could-be used alone for

EDA, and discouraged states from using the Department of

L PEPTP

qu;.4.“mt,ijky?,,Commeﬁce(desigﬂaQiQB(Qf,ﬁgniqssed‘gypgs because it yields ‘a

o

—”  yes-no ideniification rather than a numerically jzéleable

~

manual

v -?7 * ) -
- xesponée(i~/~ Oné draft of ED's fund distributio

-
- . ¢ . n \

3---:‘-/The Vocational Education Task Eorce recommendé that ED "
also not permit use of the Department of Commerce EDA data
- %6 source because it is outdated and relates to large areas.

-—/See e.z., Discussion ‘Manual, Suggested Procedures for Federdl
Fund Distribution,. June 1979 at 1. .

»

3-Z-/I-‘inal Report,DSV?b Task Force on Federal Fund Distribution
Procedures’, June 1979 at 4. . ‘e

Q ’ s "10"’ . oo ¢
-ERIC . Lo R ‘ :
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endorsed the use of the economically depressed area measure
! -
used in CETA, but this recommendation was absent in later

drafts.égy )

ED's shifting interpreéatidns of the EDA concept and
its measurement have created confusion amgng the‘states.33/ One
stgfe followed ED's advice about combiﬁing Departmeh{ of
Commerce measures with others but later dropped this Ebé
vmgasure after receiving civil riéhts and MERC/Q complaints.
Another state sought to compile its own composite measure
using rgcipient-specific data statistically correlated with
other measures of economéﬁﬁdepressipn, but was challenged by

<

ED.

X,

State research also confirmed the”predicted'inaccuracies
created By the area measure of EDA. - Several states we
researched feported that the use of area data for economic
/depression made recipients that serve wealthy, economically ?
vital areas appear to be’poor and economically depressed. For
eiample, in North Carolina, Charlotte-Mecklenburg is a relatively
wealthy area but is considered to be economically depressed ,

é.\ .
because. of the wide area covered by the EDA designation.

EE/Co are DSVPO/BOAE Draft Information Manual for Federal
TJocational Education Fund Distribution Procedures, Nov.
1979 at &4, with Draft Information Manual, Dec. 1979 at.7;
DSVPO/OVAE Program Memorandum FY 81-5, Feb. 11, 1981 at 4.

i-9-/Com are Draft Information Manual for Federal Vocational
.Education Fund Distribution Procedurxes, Nov. 1679 with
Draft Information Manual, Dec. 1973 and DSVPO/OVAE

o

Program Memorandum FY 81-5, Feb. 11, 198l.

e - - - s v . < .
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. [
For the same reason, Beverly Hills in'CaLifornia is considered

economically depressed_even though numefous*other statistics
which are recipient-sbecific confirm that Beverly Hills is
not. )

4. The Term "Higﬁ Rate of Unemployment"

With ED's' approval a number of states have moved from
using aﬁ EDA measure alone or in combination witﬁ another
measure, to the use of "unemploymernt rates" as the sole
measure of this applicatiom approval priority. Of the four
states researched, three used unemployment rates alone or in

combination as the factor for this prior.ty.

None of these states use unemployment rates to deter-

as a factor in a fund distribution formula. This creates

problems because unemployment rates, in most states, are

not calculated for areas coterminous with the boundaries
‘ N *

of recipients, but for larger areas which can include

recipients with widely varying unemployment rates.
Despite these probléms, ED has allowed the use of .

unemployment as the sole measurement of this priority. ‘It

has, . however, prohibited states frém prorating the numbers

o/

to recipients.— . /,

&Q/One state we reviewed which prorated the data was
"encouraged" to discontinue that method and use county -
data. 1If recipient-specific data are unavailable, pro-
ration of multi-recipient data to specific recipients
would in most cases appear to provide no more or less
accurate results than the use of area data without pro-
ration.

[

110
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5. The Term "Inability to Meet Vocational Education Needs
Without Federal Assistance"

ED W2% given nn guidance on the appropriate measure of

_inability to meet vocational education needs without Federal

assistance. Every state we researched ignored this measure. h .
If ED's silence on this issue is to be taken eevan

indication that this concept appears to be very similar to

"relative financial abilitx" (the fund distribucion fagtor)

and that its use as a sepafate application approval criterion .t

would beiredundant we agree

D. Recommendations

Because the EDA and unemploymeﬂt measurements raise
such serious problems, we recommend the application approval
priority for "economical'y depressed areas' not be used in \\
the VEA. The gost ;erious problem with the factor is its
reliance on data available only fer broad areas, instead of
recipients. Real differences among recipients are washed
out in the use of area factors, distorting the allocation of
VEA funds and contradicting the equalizing goals-of the VEA.

This distorting effect is even more pronounced under
ED's 1nterpretatlon that these application approval criteria '
are to be used as funds distribution criteria. In fundlng
formula ‘factors that are not recipient- spec1f1c diminish the

1mpact of more .salient factors that are. .
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As discussed above,’these criteria are less objection-
able as threshhold eligibility criteria since the distorting

efféct of area measures can theoretically be compensated for

by a distribution méthod that relies solely on recipient-"~

specific factors.




JNI;I. Priority for New Programs

A. ?ufpose and Organization

This section of the chapter analyzes the definitional 5
clafity of the second of the application approval priorities:
the priority for applicanf% proposing programs new to the
area to be served,idesigned to meet new and emerging manpower
needs and job oppqrtunities in the area (and where relevant
in the state and natiom).

We have identified two issues which are discussed in
thisssection.

(1) What is a '"mew program'; and

(2) What mechanisms are states to use to monitor
new programs claims and prevent potential abuses?

Issﬁes relating to the methods of giving priority to
new programs are discussed in section IV of this chapter.
The related concern about the meaning of the prohibition ' :
against denyiﬂg{funds for.new programs to fiscally dis-

tresged_applicants, is discussed in Chapter 5.

2

B. Federal Legal Framework

In 1976, the VEA amendments included, for the first
time, a requirement that states give a priority to appli-
cants that propose "préggams new to the areas to be served !
and which are designed :o meet new and emerging manpower
needs and job opportunities in the area, and where frelevant,

4y '

in the State and the Nation.'— This amendment originated

~

BY g Rap. No. 94-482 at 360.

115
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in the Senate as one of the two application approval
prioritieshproposed in its VEA amendments, ;nd was adopted
ve;batim by the Conference Committee. No parallel amend- .
ments were proposed by the House.. » - ‘

The Senate did not intend td requiée that states fund
only new programs. This is evidenced by the amended state-

ment of purpose which was also taken from the Senate bill:

It is ...the purpose of this part to authorize
Federal grants to States to assist them...to

- . "extend, improve, and,where necessar maintain .
. ) existing programs.of Vocational education. 82/ .

The Senate Report, in recommending the new program priority
a }( clarified that it intended that ''successful ongoing 6rograms
shoqld-continue té receive assistgnce."ﬂi/ The rep&?; |
suggésts, however, that in a competition Between ongoing
programs and new programs, Federal funds_should brobably be
used for‘new prograﬁs: "Howéyer,'Qitb the developmeﬁt of C
new, vocational programs competing for limjted dollars, the~ '
State Board may have to decide to fund new and innovative

e ar

programs, allowing State and ‘local funds to'ggck up the
bhy

costs of some operational programs.''—

ED has never-clarified thé relationship between tge

new program priority and the ''where necessary maintain

-
127 gec. 101(1) of the VEA (20 U.S.C! 2301(1))(Emphasis added.)

43/5 Rep. No. 94-482 at 70.
14/14,

114




¢ existing programs" language of the VEA statement of
purpose This failure!' to clarify may have been based on
the Conference Report thch indicated that the statement

of purpose was not intended_;g authorize the Commissioner

-

to apply a "strict litnus test of absolute necessity before

. an ongoing program can be funded."lgy

" ED interpreted these admonitions as establishing a .
priority for new and expanding programs ""the new program

may- be similar to other ongoing programs but new to a

- particular service area or.a major expansion of a proglam
to meet unemployment (sic) needs.. "M6/ ED has concluded
that the Federal framework requires the states to define L
this term. No further guidanbe on the definition of new

" . programs has been prov1ded

- . ED has issued several statements on how applicants
proposing "new" programs could be ranked. JIn 1979 it stated

~that, "the most equitable way.to compute the 'new programs'

factor" is the perdent of the applicant's total budget whdch

is allocated to new programs, O the percent of the app’icant'

total number of programs which are new. 7/ It did not pe”mit the

<

use of the actual iumber of new programs prOposed by an applicant. .

»

zi-5-/H.R. Conf. Rep. No. 94-1701 at 21&.

4€/ BOAE/DSVPJ Suggested Procedures for Federal Fund Distri-
bution, June 1979 at 2.

4 SVPO Draft Manual for Federal Fund Dlstrlbutlon
Procedures, Sept. 1979 at 5. by .
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This was based on the DSVPO Task Force which concluded that - .

the use of numbers of programs alone rather than percent SN

48/

of the budgzet would penalize §maller and poorer districts. L
Later ED reversed itself and authorized the use of any of

the three methods, including the total number of proposec

9/ e ——
programs.— ‘

C. Summary of Findings and Analysis of Legal Framework

The new program criterion poses three problems: (1)
-

the meaning of "new programs'; (2) the measure of new

o

programs; and (3) the appropriate methods -to monitor the
identification of and need for new programs.

1. Definition of New Programs

ED has defined ﬁg;7E}BE%EEE-E6“IﬁEIude~bothweompletely

.new programs and major expansions of gxisging programs. The

‘ add;tion’of the "major expansion' concept~has substantially -
opened up;the new program concept. This opening was widenedR
further by ED's position that any furfher definition of new
programs should be made by the states. Thus, there has peen'
no interpretation of whether a "major expansion" of an
existing program would include, for example, the purchase

of additional typewriters for a business course, a new

‘piece of tesE equipment for an auto mechanics course, or

may require a new courée within an existing program sequence.

Litq. - :

JEySee'e.g., Draft Information Manual for Federal Vocational
Education Fund Distribution Procedures, Nov. 1979 at 7.
In this and later manuals ED does not recommend, this
method but merely notes that it could penalize smaller,
fiscally needy districts. . >

115
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& All states§ we researched adopted thear own definition

of néw program. In most cases the definition was more .
restrictive than ED's authorization. One state distinguished
betwgen 1nstructiona1Aaﬂd non-instructioral activities.
Instructional "new program'" were réQuired to be completely

new and not additive, approved by the state department after \,

a review of the transportation, instructional service and

labor market needs components. Non-instructional' activities

were required to be aq}ivities which were never done befcre.

A second’ state adopted as a definition that a recipient must
dem&nstrate that the program or activity is completely new,

and not Just a quality imﬁrovement, and not available elsewhere.
A third state narrowed ED's incerpretation by adding "and
;s‘being“offered for the first time by that specific schnol

or post-secondary institutionrn™ and specifying programs not

.considered new:’ - -
(1) chapges or modifications within a course -
or urriculum of an existing program o
(2) ¢ addition of options to existing programs

(3) %he addition of a laboratory, shop, class-.
room, or new equipment to an existing
program.

‘Only this last state prohibits new equipment as a new
program expense. Several states preferred a new equipment

focus to the Hefipition because of the ease of monitoring this

~N

nonrecurring costs. We were told that definitions which

strqssed“programmatic dimensions are difficult to monitor.

3

-
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Several s;etes expressed‘concern that if they were to
adopt ED's expansive°definition, they would be suéject to an
audit exception. One state marrowed the coneept of new ‘
programs to new program equipment to insulate itself from
just such a challenge. .

We ‘found no evidence that any of the four states had®
given meanlng to the phrase ''mew and‘emerglng manpower needs
and Job opportunltles"SQ/ in the definition of new programs.
New programs are initiated by applicants and little or,no
review of these designations by states eakes piaceu. Those
that do monieor the self-identification process only verify
whether a program is actually new, and do not conduct a

S5Y

quality or needs assessment. ‘Tt is our impression that

the planning process, which results in an applicant prqposing
a new program, takes place at the LEA or post-secondary level,
with the state.exercising relatively little control over

which new or expanded programs are proposed,lzy One state,

-however, didoindicate that it reviewed new program proposals

a

for duplication of courses, equipment and fac111t1es among .

nearby vocational educatlon programs, and had refused to fund

jﬁyOne state ind&luded a measure of training needs in its fund

distribution formula which compared training opportunities

to job opportunities. E£D required that the formula factor

, be eliminated. We were not able to determine whether this
factor was included to give meaning to this phrase.

5Y0ne state, which does monitor all programs does so primarily
for non- dupllcation - It plans to initiate a state-wide needs
assessment to give greater depth to its monitoring.

Jﬁ?we were not able to judge to what extent information from the
state planning process, relating to new and emerging manpower
needs and employment opportunities, informs and influences
applicant decisions to propose new programs.

c-Ijg .
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new i;ograms where an applicant's stidents cduld enroll in
that course nearby or where the program could be offered by
the apﬁlicant in aqpther app}icant's facilities. .

. ED has never éédressed the impértant definitional issue
of how long a program can be COngide%ed new. Every state we
reviewed recognized that a single-year fﬁnding cycle for new
programs deterred poorer districts from identifying new
programs. Poor districts‘are‘often unable to assume the full
expense in year two of a new p£bgram. This may deter

fiscally distressed applicants from applyirig for new program

funds because of lack of other 'funds to continue the program
when new programofunding ends. .
‘ Despite their concern with the multi-year funding for
new programs, most sgétes were concerned with possible audit
exceptions if they expanded'the years of funding. One

state out of the four in our research sample adopted a defini- . ,

_tion of new programs which recogrized a program as 'new for

the time period (usua}l; one or two years) it took to train
a student in the program.' In that state, the funding amdurft
aeclined in the secénd yeari

Other states,which adopted a '"mew program' definition that
focused on ‘such non-recurrihg expens;s as new equipment or
construction, reported that this limitation avoided the

necessity of later assumption of costs which would hurt low

Qealth districts. , .

e




2. Measuring New Programs
»

ED's current draft pglicy manuals permit states to use

three measures of new programs 53/

(1) the proportion of the applicant's total
’ ekpenditures which are spent for new
programs; ’

R « (2) the proportion of the applicant's total

programs wnich are new; or

(3) the actual number of new programs pro-
: posed. .

As described earlier, the DSVPO Task Force final report

recommended against the use of the éxird measure, absoliute

numbers of new programe, because it was likély to disadvantage

5

low wealth and small districts. None of the states 1n

our sample used this measure.

One state measured new Drograms as the ratio of the

total number of new programs to the total number of programs.
A second staté assigns a set number of points for new
programs, a lower value for expansicen and zero points for

maintenance. @f an applicant proposes ona .new program, it receives

<

the maximum new program points and recelves no greater number

¢

of points for proposing more than one new program. The same y

is true for expansion efforts.

/

-‘ﬁ ,
§

53/0VAE/DSVP Program Memorandum FY 81-5, Feb. 11, 1981 ﬁc 4.

5&/Fina1 Report, DSVPO Task Force on Federal Fund Disttibution
Prccedures, June 1979 at 4.

\
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The third state in our sample does not measure the

-

number or percentage of new programs in the "new program" -
factor in its formula. 55/ Instead, 1t usés its state
expenditure limitation (the séﬁe as in it's RFA meaSure) .
with the ratio of vocational education enrollment fo total
enrollment as’ the“new program measure. 56/ This hasthe
effect of providing additional funds to lower spending - n
districts that have smaller percentages of students enrolled ‘
in vocational_education. Until 1980,. this state *had no
new program formula element at all. - Federal -administrators
said. the formula was out 5; compliance and providediﬁechnical
assistance to the state in the design of several elements.
The formula, with the "revenue limits" new program measure, .
was approved for use in FY 81. ‘ ‘
Less than a year earlier, ED officials had found another

) .S

state to be out of* compliance for using a measure called
"training needs" for its new program component. This measure. ©
used jobs available over 'a three year period compared with
number of persons being *rained for jobs by institutions to ‘hn
measure the gap between available jobs and training oppor-
tunities; This state was forced to change to a measure which N
reflected proposed new programs: ' -

'le concluded that the ED has given ina?equate-and incon-
sistent guidance concerning the measure of new ‘programs. /@T
the three methods used,’ " the two which rely on the number of

hl
programs operate as incentives for recipients to subdividé

_J/ Oné state among the Jour in our sample does not use a new
progran factor, bu* has been permitted to use a funding
pool’ instead, the funds from which are distributed on a -
project application basis. .

56 A similar measure is used to calculate RFA. -In essence
this merely increased the weight of the RFA measure.
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Rggg ams into as many subcomponents_as possible in drder-to'
inc?ease~the total number.‘ The measurement which provides a
‘contrast point séore withouﬁ concern for the number of new
ﬁrograms does not encounter pﬁis, but merely pequireé the-
creation of on2 new prog;am.x The measurement which uses_tﬁe
proportiun of the district's éxpénditure; for ﬁéw progfamé )

algo minimizes thig incentive because a total dollar ratio

"will not operate to encoﬁrage sgbdivisfbn, although it may ;

o L7 B
encourage "overidentification."jh/ « ,
"3,  Monitoring of New Programs y ‘ ' -
The VEA structure is silent as to methods states are

to use to'monitor new programs, or even whether they may leave
1 ~ i
the identification of. new programs completely to the local

recipients. This leaves 2 significant hole in the legal

Ve
1

structure and one which causes sqmé coﬁcein iq states which
lack tight inéernal.controls over §rograﬁ desiéh angfimple-
mentation. Two common concerns among these states were with
(1) abuse of the selféideptification process and (2) the lack
of\ connettion betﬁeen planiing or needs assessment’ and new ‘.’

progfams.
S
Every state we researched relied, to a great extent,

L 3

on recﬁpient Self—identifica?ion of new programs and were

cohcerned.wﬂ@h the potential for abuse. _States,mentioned

3

e , . :
2T/ This problem is compounded by inclusion of ‘e new program
factor in a state§ general VEA funding formula. Most states
.require applicants tc match VEA funds received under these.
-,‘%gneral formulas with local funds. This means that in the
irst year of a new program, applicants must ¢come up with new
local matching funds for new programg. This can act as a
. further deterrent to pooxr applicants’proposing new..vocational -
°© education programs. This will be discussed in detail in | ..
) _chapten 5. / » : - . 1

o , o
Q2 T " :

t
-
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several forms of possible abuse: (1) relabeling pre ex1sting

-

A
courses; (2) c‘hceling acprogram for a year and resurrecting
N~

it as "new"; antl (3) prop031ng a new program but fai;ing to

! .,
LY

1mplement it. - B SR

." " The only states Whlch appeared uo be a 1e to»track and
— " catch these abusesbwere #Mose which reviewed Qr::ed and

monitored all\%fbgnam activities. Wﬁzther this,was done ‘'

appeared to bé'largelz)a function of the. state agency's .
© o \
authority to- take such,actio .under state law. For example,

N ngf
two states require eac ecl ienb>to have submitted and

!

treceived.approval from the tabe agency 'for eacn curriculum

2.
item, program;or activity f which it seeks to receive new
e . = e N \\
program funding under the VE%. The state agency then has

-records of all approved courses which are”used to confirm

4 '

the self-identification process on the VEA?apgiications._
The other states rely totally on the;recipients' self- I

identification and acknowledge that they cannot monitor this .

. Process.

-

.The VEA legal framework as interpreted does not currEntly

-

1
require a conhegtion between proposed new vocational education

programs.and the need for the new program activities. As
- T

.notedw ED has ignored the part of the definition which makes
[
such a donneé¢tion and, absent pressure from ED, states have

not developed any criteria for relating new programs to needs.

Y.

> e N 2 \/
One state was required to drop a training needs factor from

’

its formula. Although it is,nct known to be a fact, several

o
0
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[

states bel&éve some of the new programs which are groposed‘
“by applicants to receive additional-VEA funds are broposéd

to qualify for additional funds rather than to meet

pressing needs. One state we reseapchea is initiating a needs

assessment to explore this problem. -

D. .Recommendations o

The new program factor is in need of more guidance as

o both. its definition and its monitoring.

We recommend that Congress defipe new programs so that

the meaning of the phrase 1is clear to the states.. We make no

< o

specdific recommendation on this definition because the ©

optionhs ygry.in accordance with the specific policy obijectives

. | .
sought, We pave tdentified four possible objectives by way

of example, although clearly there are more:

(1) To fund programs that are completely new
as determined by the uniform vocational
education program code;-

(2) ~ To equalize access to vocational -education
programs among LEAs and participating
institutions by adding programs in those
which offer few vocational offerings;

(3) To improve access to programs within LEAs
by expanding programs into additional
» schools; and )

(4) To improve access to programs by expanding
the staff and equipmentt in existing
programs. ‘
Any of these objectives could be advanced by narrowing
and clarifying the definition of the term. A second alternative
Javailable to Congress is to require that the definition of

hew pr&érams be determined by the state. If Congress adopts'

. "this second option, however, it should clarify the intended

-~
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purposes of the new program requirement and set parameters on

the possible components.

Curredply, most planning.fbr new programs appears to
take place at the recipient level., Under the present law >
there is no requirement that:recipients, to qualify -for new

~ program funds, show the relationship of the proposed program

) : : e e e s
to manpower needs and job opportunities. Congress might

consider requiring that the state's .definition be developed '

in the planning process and reported in the planning T ) .

&

documents.

If Congress is concerned with program duplication,

it should consider includirig a requirement that a new program
not duplicate programs readily accessible to the applicant's +
students an@/or require that recipients show they have

explored cooperative arrangements_with ﬁearby eligible ‘

-

recipients.

We urge Congress to specify that new programs may be

funded for up to 3-53years so that the ieast fiscally able

reclpients are not rgﬁuired to assume their cost after the

first year. This would permit states to'develop phase-out %_
mechanisms for cushioning the transition from full_Federal- I

state new program funding (see recomﬁendation on this in

Chapter 4) to greater state-local assumption of program

maintenance costs.
With respect to the measurement of new programs, we
found the current legal framewoék to be inappropriate and

inconsistent. First, we conclude "new programs" is not

-
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.new prcgrams has detracted from quality expansion. : .

2-46

-

susceptible to the type of quantifiable measurement that ED
has reguired. Second, ED's standards have been inco%;ispent

and ungleéf.’ Third, the emphasis -on numbers and dollars for

As described in greater detail in section IV infra,
we recommend;fhat:new programs be used as a "yes" or "no"
factor for new program funding pools or as an~amount of funds

éet-aside for new programs wichin a general grant to recipieﬁts.

This will alleviate the measurement. dilemmas created by ED's

current interpretation of new program factors. o .
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IV. 'Meaning of "Give Priority"

\FN * Tl ; i ’
*A. Purposes and-.Organization

The VEA requires states to give "priority" to appli- .
cants for VEA funds on the basis of their location in econo-
micalliLaépressed areas and the proposal of new progréhg. ’
Statesare also to use additional priority criteria when
funding work-study, céoperative education, special prdgraﬁs
for the disadvgntaged,and consumer and homemaking projects.

This section of the chapter .analyzes the méaniﬁg of

"give priority". Specifically, we will analyze the adequacy

of ED's interpretations of this phrase in 1light of Congress!
intention in adopting these prior}ties in 1976, aﬂd actual
state practice of using "fubding=pools" and "funds distri-
bution formulas" to give p?iority..

Chapter 4 of this part will 'aﬁalyze in detail the

relationship between the application apﬁrcval priorities and
the funds distribution factors, including the mfchanisms ED

has pérmitted and found to be consistent with both the applica-
tion afproval and funds“distributiod’provisions of the VEA.

B. Federal and State Legél Frameworks

The VEA requires that states give priority to appli-

cants seeking VEA funds on the basis of specified characteristics.

Section 106(a) (5) (B) describes the two characteristics to be used

in prioritizing among all applicants for VEA funds, i.e., new

programs and EDA.




Since its fifst'po;icy documents, ED has allowed states

to "'give priorityh to the hpﬁfbval of appliqgtioﬁs by
including EQA and new program measures_as‘variables in the
funds distfibution formulanigj ED hgs'also-parmitted at least
one state to create a funding pool to give priority to
the new program concept.zz/ When a priority is met by
including it as a funds-distribution formula variable, the
priority is converted into a ﬁﬁmerical value used ih a
formula. In contrast, a'funding:pool is a sum of money set-
aside for—a particular purpose (priority) for which applicants
"separately.apply. Separate conditions can be placed .on each
funding pool. )
Most ‘of ED's interpretations of how priority is to be

given to the two criteria have centéred on the option oﬁ

using either a so-called "one-steg"'or "two-step' process.
Although it ‘'is cleér that the formula method described above
is the '‘one-step'' process, éignificantly, neither of these
processés ig completély congruent with the funding pool

mechanism which ED has apparently authorized, but not fully

.

58/5ee e.g., BOAE/DSVPO Prafr Manual for Federal Fund
Distribution Procedures, Sept. 1979 at’'2.

ig/ED also permitted another state to create a funding pool,
but required the state to include a new program
measure in its formula. Since that time, ED apparently
has determined that the funding pcols is an adequate
prioritizing mechanism, because it has recommended that
the statutory factor be eliminated’and the funding pool
be continued. ED/ has not addressed whether a funding
pool can be set up for meeting the EDA priority.

. 5
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explained, as a method for meeting these priorities.

ED's two-step process consists of step one, approval

of applicants and step ﬁwo, distribution of funds to apgli-‘
cants. The ap;IIZation approvél pfiority factors are uséd .

. in the first step to rank ;pplacants. A cut-off point,
identified by the state, is used‘to eliminate some applicants. -
Then in step two, the appropriate funds distribution factors
are used to deféfmine the aﬁount of funds to be allocated to

each of the applicants accepted for funding. »

ED's one-step process describes the practice of combining

the two appliéasioh appgovél priorities and the two funds
dispributioﬁ factors in a single formula.ég/ hED has requirgd
that states using this integrated précess give the two fund
distribution factors primary weiéht in the formul; and the
two applicacioﬁ aéproval,priorities secondary weight.éil
Any other factor must receive less weight. ED gave as
an example of an acceptable state policy using the one-step
process a formula with four variables: the two applic;tion
apﬁroval priorities (EDA znd new programs) and the two funds

distribution factors (relative financial ability and low-

income higher cost students). Each of the two funds

§Q7ED has assumed that the one-step process would result in
the funding of all applicants, in contrast to the ‘two-step
process in which the first step-decides which applicants
will receive funding. In fact, a one-step process could
also be established that funded only some of the applicants.
This would be accomplished simply by establishing an eli-

: gibility cut-off at a numerical value higher than the

applicant having the lowest numerical value generated by
the formula. General school finance formulas used by states
often operate in this manner.

61/See e.g., BOAE/DSVPO Manual for Federal Fund Distribution
Procedures, Sept. 1979 at 2. :

s s iy Sy
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r . ‘
distribution factors were worth a maximum of 3q points, wheére-

as the application approval considerations were accorded 20
_62/ v { 4 . _‘

~

aoiece.
JED's early policy descriptions treated both the’ones-
step and two-step processes as equal ogtions.ﬁé/ Subsequent
documents reflect ED's interpretation that the 1976 amend-
ments ant;cipated a two-step process, but that it would

allow stafes to use the one-step process in order to

64/

accommodate ex1st1ng state practice of funding all appllcants
N

 In_fhe one-step process ED 'has not requxred states to
give the applicatlon approval priority criteria the relative
weight accorded them in ED's example above. In ‘subsequent
interpretations'ED merely required that ''greater weight" must
be'given to tha funds distribution factors than the application
55/

approval prlorlty =" One state with ED s technical over-

sight, adopted a formula that gave megligible weight to the -

Q—ani at 16.

63/See DSVP/BOAE Suggested Procedures for Federal Fund

Disttribution, June 1979 at 2; and Final Report of the DSVPO.
Task Force on Federal Fund'Distribution. Procedures, June
1979 at 2. In fact, in a letter sent to one state early in
1979, BOAE staff expressed the view '"that the prioritizing
can be made more effective by actually including ‘the two,
factors in the determination’ of the amount of funds made
available to approved recipients.'" Letter from Duis (BOAE)
to Bissell, Feb. 6, 1979.

é—lﬁ/This view was first expressed in the DSVP/BOAE Draft Infor-
mation Manual for Federal Vocational Education Fund Distri-
bution Procedures, Nov. 1979 at 3. See also, Draft Informa-
tion Manual for Federal Vocational Education Fund Distribution
. Procedures. Dec. 1979 at 3, and Draft Information Manual for
Federal Vocatlonal Education State Grant Fund Distribution
Procedures, July 1980 at 5.

éi/See e.g., BOAE/DSVPO Draft Manual for Federal Fund Dlstrlbutlon .
Procedures, Sept. 1979 at 2,
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.application approval considerations. As in the case above,

there were four variables: .two‘?pplicat,on approval'factoré
and two;fundg distribution factors. The applicati;n;aﬁprgval
factors received .001 weight;ng each whereas other funds «
distribution factors received from .299 to .399 wéightiné
apiece. This meant that only .1% of total VEA funds un&er S
this formula were"allocated by each of the application
approval priority facﬁors. N

‘One state we reviewed originally used neither a funding
pool nor a one or a two-step ﬁuﬁding process for incorporating
the r.ow program priority(oInstead it sought to give priority
to new programs by requiring applicants éo give an assurance
that .funds would be expendeq for new programs d;iess the

applicant could demonstrate that funds should be used for

other purposes. ED dicsapproved this administrative mechanism .

e o ——— o

\"""—-—..,_.‘ ————— e e —m — -
for meeting the priority on the basds, we were told, that

this mechanism could not be monitored.

C. Summary of Findings and Analysis of Legal Framework

- Although the VEA does not specify how states are
to’give "priority" to applican%s'meeting.certain criteria,

it clearly mandates that such a process take place.

Tne term, without more, offers no information about the
process of comparing applicants, or what is to be the outcome
of tHis process. This incompleteness has been a major
problem in the statutory structure which has not been eli-

minated by ED interpretations.

A

:
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The confusion over these terms has been increased

because the statute refers td giving pridrity in considering
the approval of applications by eligible recipients. Based on

.

the plain meaning of the words,the 'approval of applications" ‘
s . ¥

appears to be a different an§ preligégéfy ﬁrocess in comparison ;JE |
to "determining the 2mount of funds... which shall be made -
available to those appl;cants approved for fqndingﬁ“refeffed -
to in sub§ection'106(a)(5)(B). Thus, taken l%terally, the words
of the VEA would indicéte that the two priorities operate at the
stage of application approval and are separate froﬁ the later

process that determines the amount of VEA funds that approved v

applicants receive. Because, however, the application
approval and fund distribution provisions were taken verbatim
without reconciliation from the Senate aand House bills,

respectively, ED was reluctant to apply these terms literally.

As a result of this reluctance, - ED permitted states to
use either §i§9:qgllgg "one-step" or a "two-step" progess as
described eérlier. The two-step process separates
fpplicgtion approval and funds distribution into a éfage in
which priority is given and a later stage in which funds’are
distributed. The one-~step process éptempts to combine

the priority criteria and funds distribution factors

in a single funds distribution formula.
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s

““*%~Undermbgggkggg_one-step and two-step processes, as,

S e

conceived by ED, the priorit&HE;IEEFIa“are~to“b§\gygnsformed ..

—

into numerical values, e.g., the more new programs an appliégﬂfi" ——
proposes, the highef the applicant's score on the new pfogram
variable. 1In the two-step process these numerical values would

o

be used to rank applicants so that a cut-off could be applied

below which applicants with lqwer scores than the cut-off ' —
would not be eligible for VEA funding. In thq cne-step process ,
the priority criteria were also transformed into numerical ‘
vaiues,.but these values are mathematically combined with

the:numerical values for the fund distribution factors, éo

Rdetermine the amount of VEA funds an applicant would receive.

In ED's interpretation, the most important consideration .

appears to have beern how to authorize states to fund all

applicants, and to avoid any\interpretat19n which would force

stétes to leave any appliéant out. ED viewed the one-step
process as permitfing the funding of all applicants. .

Each of the four states we researched used the one-

.step process ﬁﬁder which the priority criteria were transformed

into fund distribution factors anducombihed with the funds

distribution facpérs re&uired by statute. States were aware

that this methodlof "eiving prioriéy" actually diluted or

negated the effect of the priority factor. This dilution

occurred because (1) whén factors are combined in a formula °® '
the effe.t of a single factor is diminished and (2) inclusion

of even the nost minimal weight for the priority factor;

was acceptable to ED.

130




Many states adopted ED's one-step formula, which
incluoed the priority criteria, only after ED found the states!' . - .
prior distribution schemes to'be out of conpliance for failing ‘
to properly "give priority" to the application approval

factors. ED had a significant role in the creation of the - )

e

formulas “in-—two states we researched. In one instance, ) {:L—\;

\\
—

ED recommended a onerstep formula to a state director .

noting "While not required it is ourKQIEw\that prioritizing

can be made more effective;ﬁz,actually including the two T

factors in the determination of the amount of funds made ..
available to approved applicants “ﬁgbnly one of the four states

we researched was ever pressured by ED to use a two-step process.

A third method of giving priority, that of funding pools,

has also been used by several states, and at least acquiesced

in by ED. Under this method, a state designates a portion of
its total VEA allocation to beaused for new programs.

* This anount is‘put into a funding pool for new progra%s,:
land.only those applicants proposing new programs are

eligible to apply for funds from that pool. OCnce the number
of eligible pool applicants is determined the state applies
fundd distribution factors to allocate the funds in the pool °

to the eligible applicants.

. o e e

65/ Letter from Duis (DSVPO) to Bissell (Feb. 2,°1979).

o
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State directors in the two etates that use such

Py funding pools thought this mechanism was a more efzective
means of implementing ‘an actual priority because 1it. became a ’ f
funnel through which all applicants passed for funding ED,

however, seemed not to understand the functioning of a funding .-
¢
pool. "One "“ate with a funding pool for new programs

. was pressured;to.also create a formula factor (with a

]

o negligibie weighting\ for this priority. This was done rather
; than trying to demonstrate the effectivgpess of the funding
pool to ED. '(

f - ’ .
A fourth method of meeting the new program priority was

att mpbed in one state. It used a "rebuttable presumption” i
" \\ “t

|
that all VEA funds were to be expended for new programs to ’ }

efflectuate the priority Under this presumption, a recipient AR
wa to come forward with an explanation for the proposed use
oﬂ VEA "funds to maintain exieting programs; otherwise, the
f nds.were to be used for new programs. The state staff
admitted tha5 the use of an objective test to justify the !
maintenanoe/%f 0ld programs was difficult to construct and '
. apply. ED did not vieu.this as carrying.out the priority
requirgments for new programs, and required that it be . : -
eziminated. ‘
‘We found that funding pools give considerable focus to .
the application approval priorities. Moreover, it 15 easy to

determine the amount of "priority" given to a factor from the

amount of VEA funds in the funding pool. A new program

N .
. /
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-pool, for examplg, is used only to funé épplicant!sfof new
.ot . prdgfams. Applicints not méetiﬁé the new progranm fequ;;emént
° ] wpulﬁ‘reqéive nong of'téese funds. ye conelude that ED's .
) ; interpretation that funding pools can be used to givg priority
to the‘application priority é@gteria'endorses a potent131i§
'_eéfécgive‘mechanism for giving pfiority in the appligatioa
L . ‘ épprégal process. 7/ . : ' -

. . ; We-&isagree,however:with ED's interpretation that the

. requirement. "to give priority" can also be met by combining
M . v - + P

. ayélicatibn approval priority considgratg9ns'with funds
. .dﬁstriﬁutioquactons'in'a siﬂélé Qormula. First, the
' : applibatioh.app%oval,factors in section 106(a)(5)(A)~are
\ inﬁefently inaﬁpnopniatg for inélusion,in.a funding formula. - .
§Econd,their,inclxsion in fhe-?ofmula ﬁinimizeé both their
importance and the impgftance of Eh;.fhnd distxibution factors.
At best tﬁei} inclusion‘hés made VEA fund qistributién‘f%rmulas

{

into "hash'" or‘worse, it has’ so diluted

g%he‘impact of individual

factors that statés have been able to manipulate.factors, to

» : Y .
achieve virtually any result they w,‘ant:edS R s .
. * . . ~ v

-

67/ED has not -been clear in its authdrizations of funding
pools to meet these prioritves. ED staff informed at
least one state we reviewed that funding pools weré an’
acceptable alternative ror meeting these priorities.

;* o In another state ED required that new programs be
included in the formula even though the state proposed
creating a funding pool for new programs. Later ED - :
told the state that the funding pool was a sufficient ol
method- to meet the priority and urged the state to . :
eliminate the new program factor from the formula. Either
ED or the statute should clarify~thic.
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A more complete discussion of the problem created by
including ‘application approval priority criteria in VEA ©
* funds distriﬁution formulas is found in chapters 3 and 4 -

of this part, which more thoroughly consider formula issues.

¥

In this section, we only conclude that their inclusion in a

-

formula does not have the effect of '"giving priority" to the

. . . . . i
application approval considerations.
.0

Although ED has issued numerous policy documents “about
fiscal issues which refer ‘to the application approval priority
provisions, it has never defined what was intended by the use

of the phrase "give priority" All cf ED's interpretations pave.

!

defined "priority" in reference to funds distribution. For a
instance the one-step or two-step process interpretation
merely describes the stage at which éhe application approval

prioritizing occurs; 1t does not answer the more basic issue
: /

of how much priority must be given. So long as some/priority,

regardless how small, was given to the application %bproval

priorities, it abpeared that ED would approve the §£ate's

priorities - as 9long as the method used was "one/step" or
"two step”. 1In one state we reviewed, the EDA and new program
- . v N j

criteria each only affected .1% of the total améunt »f VEA

funds.

b

D
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It is our conclusion that the failure of the VEA t;
specify the methods to Qe'used to "give priority" and the

amount of priority to be given to thesq‘criteria, combined

with ED's encouragement and approval of methods of ''giving
priority" that were clearly inapproptiate, resulted in little .,
or no actual priority being given'to these application, '
approval criteria. 4

D. Recommendations

‘The VEA's failure to describe the methods to be used é&ﬁ
"give priority" and how much priority must be given'is a major
weakness in the legal framework. We recomﬁend that Congress
specify what the phrase means apart from the funds distribution
requirements. In this regard, we recommend that Congress -
specifically prohibit application approval criteria from being
included in a- VEA funds distribution formula since these .
criteria are inappropriate for inclusion in any‘formula which
determines the amount of furds a recipient will receive.

This recommendétion and others relating to the inappro-
priateness of including the present application approval
priority criteria in a funds distribution formula are

futher discussed im Chapter 4.§§/

. 88/ see Chapter &4 at p. 7L.

b~
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e .

If Congress wishes to retain the present application
approvai priority requirement, we recommend that it specify
that "priority" is to be\given by the state designating a
prescribed minimum amount of VEA funds for a funding pool or

a set-aside,

@

Further, we recommend that Congress clarify the relation-

ship between each priority use of funds and the funds distri-

bution requirements of the VEA,

L]

139 .
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V. Additional Priorities. Applicable to Work-Study and
: Cooperative Education Programs and Subparts L and 5

A. Purpose and Organization

The VEA contains four provisions which specify additional
ffactors which states are to use to prioritize amoﬁg applicants
for work-study, cooperative educationm, subpart &4 programs for
the disadvantaged and subpart- 5 programs for consumer and
homemaking education. '

The purpose of this section is to analyze these additional

priority considerations in light of the following issues:

(1) 1Is the substance of these additional priorities
clear; and

(2) How do these additional priority considerations
relate to the general application approval
priority criteria? ,

This section does not analyze the relationship of these
additional priorities to methods states use to allocate funds
to applicants for these uses (i.e., the use of funding pools,
the project method of funding).. ‘These matters are con-

sidered in chapters 2 and y. %9/ \

B. Federal Legal Framework ' ‘\

3,

When VEA funds are used for work-study, cooperétive

education, special programs for the disadvantaged (subpart 4)

and programs for consumer and homemaking (subpart 5), the state

]

is required to "give priority" to applicants with certain

52/See Chap.er 2 at p. 60 and Chapter 4 at p. 100.
r

—
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characteristics or applicants located in dertain areas.
Work-study and qpoperativeueducation are listed among
elve categories of permitqﬁd uses for Basic Grant funds

under gghpg;;;gglg/ The statute_requires states to 'set = . .

. forth principles for determining the priority to be accorded
- applications" from LEAs for work-study programs. And these
principles 'shall give preference to appiications submitted
A

by local educational agencies serving communities having

substantial numbers of youth who have dropped out of school

ot who are unemploved, and.provide for undertaking such

programs, insofar as financial resougces~available therefore
make possible in the order determined by the application of
such principles."l;/ (Emphasis added.)

Although fhe substantive priorities for cooperative
education programs are the same as those for work-study, i.e.,
school dropouts and youth ﬁnemployment, the language of the
priority is somewhat different:

"vriority for fuﬁding cooperative vocational
education programs through local educational
agencies is given to areas that have high

rates of school dropouts and youth unemploy-
ment.72/ (Emphasis added.)

1

The same two priorities are specified for special
programs for the disadvantaged under subpart 4, but again

different language is used:

707gec. 120(b) (1) (B) and (C) of the VEA (20 U.S.C. 2330)(b)
(L){B)). :

71/gec. 121(a)(2) of the VEA (20 U.S.C. 2331(b)(2)).

12/g0c .- 122 (e) of the VEA (20 U.S.C. 2332(e)).
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"Grants to states under "this subpart shall
be used .... for allocation within ‘the

¢ state to areas of high concentrations of 3/
youth unemployment and school drOpouts,..."Z—
(Emphasis added.)

Similar but more general criteria are set out as
priority factors governing one-third of the funds for con-
sumer and homemaking education under subpart 5:

"aAt least one-third of the Federal funds made
available under this section to each state

shall be used in economically depressed areas

or areas with high rates of unemployment..." 14/
(Emphasis added)

Most of these priority provisions were contained in

separate categoricél programs for these purﬁoses in the pre

1976 VEA legal strucﬁure.jgy

In 1977 when the previously categoricgl progranms for .
work-s%udy and cooperative education progféms were merged
as "permitted" uses, these retained their special priority
critéria and subparts U and 5, which retained separate

"appropriations also retained their separate priorities.

@

7Y gee. 150(B)(1) (20 U.S.C. §2337(b)(1)):
74/ gec. 150(d) (20 U.S.C. §2380(d)).

13/ The VEA amendments enacted in 1968 contained categorical
funding provisions for consumer and homemaking, ooperative
vocational education, and work-study which included the
same priorities as described above:. Sec. 161, 171 and 181
of the VEA of 1963 as amended by P.L. 90-576 Sec. 161, 171,
and 181 (20 U.S.C. §1341, 1351, and 1361) (enacted Oct.16,
1968). The Subpart U special programs for the disadvan-
taged existed on a separate appropriation in the pre 1976
Act. (See 102(b) of the°VEA of 1963 as amended by P.L.
90-576 (20 U.S.C. §1242).




ED haé required states to apply the gengral applica;ion
apprgvél and funds distribution”fggtors of 'section 106(a) (5)
to ;hese categorical programs. In general, ED has viewed the
specific priority criteria applicable tolthese*pfograms as

HEing in addition to the general factors.

At one time, ED permitted states to use these additional

°

: pp;pritiéé to substitute for the general EDA or unemployment

measﬁre when a one-step process was used for work-study and
cooperative educatioﬁ.zg/ However, in the Draft Fund
Distribution Manual of July 1980, these separate priorities

were interpreted as being '"in addition to the other four

required factors to be used in estaﬁlishing relevant priority
of applicants and distributing funds to approved applicants.
ED's interpretations sought to reconcile some of the
differences in language between the work-studf and cooperative
education priorities.. First, in the 1977 regulations, ED
changed the conjunction "and" in the. cooperative education

provision to "or", to clarify that states can give priority

16/5ee Final Report of the DSVPO Task Force on Federal Fund
Distribution Procedures, June 1979 at 13.

Z-z-/OVAE/DSVP Draft Information Manual for Federal Vocational
Education State Grants, July 1980 at 12. With respect to
the work-study and cooperative educaticn, ED has required
the application of these additional priorities whenever
VEA funds arle used for either purpose. ED has stated its
position that 'states may not legally circumvent those
requirements by labelling 'coop voc ed programs' as
'vocational education programs' and funding the activity
under Section 120(b)(1)(a)." See Comment/Responses to
.§104.531. 42 F.R. 53881 (Oct. 3,-1977).
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to either unemployment or dropoutszzg! ED did this t5

~

create a parallel construction with the VEA work-study
priority which uses "or" to designate its alternative
measures. Second, ED specifiéd in the regulations that in

the funding of cooperative education programs, priority

should be given in a state's "review of appligations."zg/

And ‘the regulations retained a reference to the work-studi:>

statutory provision that preference is to be given to
\ : . 3

' applicants\"insofar as financial resources available there-

-

- oy

fore make possible" but added the requirement that resources

be distributed "in the order determined by the application

of such principles."3Y

ED has interpreted the EDA priority for one-third of the
* consumer and homegaking éﬁucation"funds (subpart 5) as a set-
aside or fundiﬁg pocl for areas suffering from economic |
depression or high uﬁemployment.él/ The language in suﬂpart

4 (sﬁécial programs for diéadvantaged) is parallel to that in
£

78742 C.F.R. §104.531(b). See explanation for the change in
%2 F.R. 53885 (Oct. 3, 1977)(Comment/Response to §104.802
a)). )
'Zg/gg. In part, as discussed later, ED's later interpretations
- . Contradict the implication of this additional language by
. authorizing and recommending that application approval
criteria be used as fund distribution factors. See p. 47.

80/,9 ¢.F.R. 104.522(b).

ﬁl/BOAE Policy Memo Re: Use of Consumer and Homemaking Funds,
Aug. 8, 1977. _ ‘ \ .
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subpart 5: subpart 4 funds 'shall be used... for allocation
within the state to areas of high concentrations of.youth
unemployment and school dropouts." ED, however, adopted a
_different interpretation of the subpart & language: all
subgarﬁ 4 funds do not have to be expended in such areas;
rather, as in the case of cooperative and work-study programs,
these priority criteria can be used as additioﬁél numerical
factots in thé VEA fund distribution formula.32/

C. Summary of Findings and Analysis of Legal Framework

This legal structure raises three problems:

(1) The language used for the substantive priorities
is unclear as to the similarities and differences
between the prioritizing terms and whether’
different meanings are to be given to each;

(2) T is not clear how ter&s such as '"youth unem-
ployment", "communities', and "areas" relate to
particular applicants for VEA funds; and

(3) The relationship between the additional priorities
\ and the application approval priorities is unclear.

First, with respect to the substance of these priority
factors, the legal framgwork lLeaves unrecolved whether the
differing language of each pridrity requires a different
definition, method of implementation and measure for each.

For example, priority for cooperative education is to be

given to applicants serving "communities' with 'substantial

numbers'of dropouts of unemployed youth, whereas priority

for work-study funds is to be given 'to areas' with "high

§g/See Final Report of the DSVPO Task Force on Funds Distri-
bution Procedures, June 1979 at 2.
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2

rates" of school dropouts and -youth wmemployment; and

i
: subpart 4 funds are to .be used for allocation "to areas

of high concentration of youth unemployment and school
dropouté.” ’ o B

‘ED took this essentially similar langdage of the ‘ o
priorities in sugpart 4 and 5 and interpreted them as haying
different meanings, as discuséed above. It is nor clear
whether this was intentional or fortuitous since no documents
we reviewed discussed these interpretations.

All states indicated some uncertainty and confusion

about how to give the additional priority required when

operating tafff;ﬁOur programs. And we found variation in
the 'manner in which states aqtempﬁed to carry out these
priority concepts. Only one state set up(different measures
for each of these; two others adopted a common unemployment
and dropout measure using an area c¢r community, and a percentage
or number basis for each. One state created no statewide
measure, but instead requires each recipient to distribute
funds within its area orn the basis of the priority factors.
At least one state funded no cooperative vocational education
because it did not want to meet the a&ditional VEA require-
ments.

The use of terms in the VEA ﬁhat describe fac:ors‘ o

affecting an area larger thaen a particular applicant also

created problems for the states.ﬁi/ Some priorities -

§3/The only state which did not encounter this problem
interpreted 'area' to apply to 4n area smaller than a
recipient. The lack cof clarity in the statute does not
preclude this interpretation.

/76 \ L
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specifically refer to '"communities' or "areas' or ''economically

depressed areas"; in addition, measures of "youth unemployment"

N
\
AN

“‘are only available forareas—larger—than -most--LEAs.

ED never identified the meaning, measurement or pro-
rating techniques to apply these broader geographic concepts

to recipients. By contrast, data such as 'youth dropout"

\Yhich are collected by the recipients required no interpre-

tative assistance.84/

(\As presently set out in the VEA and interpreted by ED,
these\additional priority criteria for wo;k-study and coopera-
tive prégrams, and subparts 4 and 5 appear to add little but
needless e?mpiexity to'the VEA structure. With ED's urging,
most of the states we reviewed included these priorities

\

(except for subpart 5) as additional factors in VEA funding

formulas. As the fourth, fifth or sixth factor in an already

overly complicated formula, these additional priorities were
functionally nonexiEtent.éi/‘ The ineffectiveness was
bcompoundedjby the use of date for large areas rather than
for specific reclipients.

The EDA and high unemployment area priorities for consumer
and homemaking education programs have been ineffective for '

a different reason. In many states the majority of counties
. "~

84[However as noted supra; school dropout data may not be
very accurate in some states.

85/Tb s is scuesed in %reater detail in chapters 2 at p. 47
and 4 at p. 71.
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can be considered economically depressed under, the Department
of CGommerce definition. Yet'only one-third of the consumer

and homemaking education funds must go to such areas. This

means that the priority, can be met even when' the most

¥
prosperous areas of a state receive more funds than economically

depressed areas. .

D. Recommendations

) - . ~ ;

‘ If Congress wishes to continue to ha&e separate priorities

A
‘

within existing priorit@es,iwe recommend that it amenﬂ the VEA
in four ways: i

First, we recommend that it clarify the terms of the
priorities so that parallél priérity considerations use the
same st:ucturé and terms. o N (

Second, we recommend théﬁ tae statute glearly specify
the method for giving priority to any additional criteria
and their relationship, t6 any general criteria for

<
application approval and to the fund distribution factors.

Third, we recommend that any additional priorfities be
given through fuﬁélﬁé pools or set-asides if general fund
distribution criteria are to be used to distribute funds
among applicants. j?his avoids complicating funding

formulas with criteria that may be inappropriate for deter--

mining the amount of funds an applicant is to receive.

———

""" Fourth, we recommend that the VEA specify the amount
of priorit? that states must give to any additional i
priorities. Requiring states to give "priority" without -

- specifying the amount of priority creates confusion and

encourages states-to adopt strategies for cowpliance which

have little affect on how VEA funds are 'allocated.
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CHAPTER 3 -

FUNDS DISTRIBUTION FACTORS

1. Introduction

'A. Purpose and Orgahization‘

The purpose of this chapter is to analyze the.meaning and
‘measurement of the funds distribution factors specified in sec- [
tion 106(a) (5) (B) (1) of the VEA. Spgcifically this chapter

addresses the clarity, consistency ahd adequacy of the terms:

(1) "local educational agency" (LEA) and "other
eligible recipients" (OERs) ;

h (2) "relative finangial ability";

(3) "relative number or concentration of low-income .
families or individuals" and

(4) "the relative number or concentration of students ‘
whom they serve whose education imposes higher
than average costs™"
This chapter wifl not address the mechanisms through which
these factor; have been used to distribute VEA funds or the effects c\
these factors have haa on actual VEA allocation patterns. The
former is the subject of Ehe chapter &4; the latter is beyond the
scope of this study.
This chapser is divided into four sections. The first
section of this_chapter\gives/an overview of the issues and
summarizes our major finéings, conclusions and recommendationms.
The second section descri#es the VEA's use of the terms 'local
educational agency" (LEA)\and "other eligible recipient' (OER)
to c%tegorize eligible reclpients for funds distribution
purpcses. The third section analyzes the specific funds distri-
Bution factors applicabl? to LEAs. The fourth section considers
the funds distribution #actors applicable to OERs. Detailed
f
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findings, conclu%ions and recomemndations are included in each

section. . ‘

B. Summary of the Legal Framework

Section 106(a) (5) (B) (i) of the VEA specifies the "two

most important factors'" which states are to use to determine

the distribution of VEA funds to local educaticn agencies

/ . (LEAs) and other eligible recipients (OERs). For LEAs, the

two most important factors are: .(1l) "relative financial

ability of such agencies to meet the need for education in
&

the areas they service'" and (2) '"the relative number or .

concentration of low-income families or individuals within

such agencies.'" For OERs the two most important factors are:

AN

| (1) "the relative financial ability of such recipients to
provide the resources necessary to initiate or =maintain

vocational education programs to meet the needs of their

/ \

students," and (2) '"the relative number or concéqtration of

4

students whom they serve whose education imposes higher than

average costs, such as handicapped students, studenfs\from
low-incoﬁe families, and students from families in whiéh
English is ﬁot the dominant language."

These two funds distribution factors were added to the
VEA by the 1976 amendments. Although previous versions of

the Act expressed similar distributional objectives, they did
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not specify how these objectives related to the allocation of

VEA funds to applicants.

For example, the 1963 VEA legislation required states to

¥

articulate in the state plan "policies and procedures... in
allocating... federal funds to LFAs in the state... [which]
ensure that due consideration will be given to... the relative

vocational needs of all groups in all communities in the state."JL/
Congress, in the 1968 VEA amendments, sought to strengthen

the specifications for funds distribution and introduced certain

concepts such as "relative ability", which were more préciseiy T

. 2
spelled out in 1976.——/ In the 1968 amendments the concept of

T7gec. 5(a)(2) of the VEA of 1963 (20 U.S.C. 1245(a)(2)).

JL/The relevant language of the 1968 amendments is as follows:

(B) due consideration will be given to the relative
vocational education needs of all population groups inm all
geographic areas and communities in the State, particularly
persons with academic, socioceconomic, mental, and physical
handicaps that prevent them from succeeding in Yegular
vocational education programs.

(C) due consideration will be given to the relative
ability of particulaxn local educational agenc. s within the
State, particularly those in economically depre.sed areas
and those with high rates of unemployment, to provide the
resources necessary to meet the vocational education needs

in the areaé or communities served by such agencies,

(D) due consideration will be given to the cost of the
programs, services, and activities provided by local educa-
tional agencies which is in excess of the cost whicik may be
normally attributed to the cost of education in such local
educational agencies. . ) .

(E) funds made available under this title will not be
allocated to local educational agencies in a manner, such
as the matching of local expenditures at a percentage
ratio uniform throughout the State, which fails to take
into consideration the criteria set forth in paragraphs
a), (), (C), and (D).

Section 123(a) (6) (B)-(E) of the Vocational ﬁ&ucation Act
of 1963 as amended by P.L. 90-576 (20 U.S.C. 1263(a) (6))
(Oct. 16, 1968).




\

"relative ability" did not focus on "financial' ability,

although that was implicit in its modification of "to provide
the resources." 1In addition, "relative ability'' appeared to
inclﬁde the concept of variation in need for vocational
education since it was to take into account the statutory

presumption that applicants in "economically depressed areas

and those with high rate of unemployment" have a greater
need for federal assi%tance.JL/

According to the House Report accompanying the 1968

amendments, the funds distribution provision was intended
to prohibiEwa state from a distribution of VEA funds which
ignored the relative ability of applicants to provide
resources for vocational education.-t/ However, the 1968

fund distribution provision retained the vague "due

consideration" language of the 1963 Act.
In 1976 the House report critiqued the previous structure
of the VEA as "'too general in nature" to effectuate the ongoing

intent to »nrovide additional resources to school districts and

agencies '"most in financial need of these funds." Relying on

a Congressional Budget Office study which found that—the
majority of states had faiied to equalize the distribution of
VEA funds among LEA's based on the equalization criteria of

relative proverty wealth\or relative family income of

JL/A similar presumption also appeared in subparagraph (B) of

section 123(a) (b) which required that consideration in
funding be given to the needs of persons "with academic,
sociceconomic, mental and physical handicups that prevent
them from succeeding in regular vocational education
programs."

H.R. Rep. No. 1647 at 58 (July 8, 1968). (Section by
Section Analysis) reprinted in [1968] U.S. Code Cong. and
Adm. News 4189.
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recipients, the House Committee concluded that ''the States

are not following the inteqpion of the 1ezislation."£L/

ﬁ—/H.R. Rept. No. 94-10385, at 33-34. The text of the Report's
criterion of the adequacy of prior fund distribution provi-
sions i3 as follows:

"The second change has to do with the way in which States distri-

bute their Federal funds within the State.-~The present law provides

that States are to distribute these funds by giving due consideration
to the results of periodic evaluations of programs, to the relative
need for vocational education of population groups in the

State (particularly those who are disadvantaged and handi-

capped), to the relative ability of school_districts)

(especially those economically depressed areas) to provide

resources and to the excess-cost of vocational programs.

From our oversight of the program during .the last two years

we have found that_ these requirements are too general in

nature to carry out the intention of Congress which was

to provide additional resources to those school districts

and agencies most in need of those resources to provide

programs. A study conducted for the Committeg€ by the

Congressional Budget Office found that only 23 States under

the current law are equalizing the distribution of Federal

funds among local school districts if family income is used

as a measure of equalization and 26 States are not so

equalizing. The study also .found that only 8 States are

equalizing the distribution of these funds using property

value as a measure of equalization and that 35 States are

not. Clearly the States are not following the intention

of the legislation; and ‘we must accordingly modify the law

to make it more specific. '

For that reason the Committee has amended the provision
regardiné the distribution of funds within the State to
t

require States to distribute Federal funds based on
various factors showing the need fotr vocational education
but particularly requiring that the two most important
factors used must be, for school districts, the financial
ability of these districts and the number of concentration

_of low income families or individuals within them, and for
other public agencies, the financial abiiity of such
agencies and the number or concentration of students whom
'they serve whose education imposes higher than average
costs. The Committee -intends "financial ability" to be
defined as the property wealth per capita of local school
districts and of other public agencies having a tax base
and to be also defined as meaning the total tax effort of the
area served by those schools and agencies as tbat_effort is a
percentage of the income per capita of ;hose.w1th1n the taxing
body. We feel that such a definition will give a greater pre-
ciseness to our intention in trying to focus Federai funds on
those schools districts and other public agencies most in
financial need of these funds. For the same reasons we have
included as the other important factor the number or concen-
tration of low-income families, and the number or concentration
of students whose education imposes higher than average costs.
That factor, too,readily identifies those agencies most in

need of this assistance."

e o
)
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Consequently, the House Bill included the two required
distribution factors of section 106(a)(5)(B) (i) "to give a
greater preciseness to our intention in trying to focus
Federal funds on.thosg school districts and other public
agencies most in financial need of these funds."jL/ And these

were incorporated verbatim into the final bill as section 106

(@) (5) (B) (). -

“ C. Major Findings, Conclusions and‘Recommendations
1. Identification of Issues .

We have identified three issues raised by the fund
distribution factors provision:

o Whether ''local education agency" and ''other
eligible recipient" are sufficiently clear %

and appropriate categories of recipients .-
for making distinctions in the distributionm
of VEA funds. |

|
o Whether the measures of relative financial
ability are sufficiently clear and comprehen-
_sive to identify the most needy LEAs and OERs.

o Whether the low-income andg higher-cost student
measures are adequate to readily identify LEAs
and OERs most in need of VEA funds.

2. The Use of LEA and OER as Separate Categories of Recipients
for Purposes of Funds Distribution ) ‘

There are substantial differences between school districts
and post-secondary institutions in legal structures, geégraphical

service patterns, and funding sources. The VEA definitionms of

¢

575,

fa
(O



. 3-7

S L

LEA and OER, however, do not necessarily coincide with the

commonly accepted distinction between scheool districts, which

generally serve students through graae 12, and post-secondary
vocational education institutions, which common1§ are

community coileges and area vocational centers.

_ The general definition of LEA in the VEA is so broad as to |
potentially include virtually all public post-secondary institu-
tions, as well as public school districts. In contrast, the
different fund distribution requirements of section 106(a) (5)

(B) (i) appear responsive to real differences between school
districts and post-secondary institutions. But the breadth

of the detinition of "LEA" has given states the choice to

treat post-secondary institutions as LéAs or as OERs.

Because work-study and cooperative programs funded undgr
the VEA are limited to LEAs, scome states have included post-
secon&ary institutions as LEAs to quality for these programs.

We express no opinion on whether these prograﬁs should be
limited to school districts; howeve%, the pressure to qualify
post-secondary institutions for work-study:funding has.re;ultéd
in some states designating post-secondary institutions as LEAs
even though the fund distribﬁtion factors for OERs are generally
more appropriate for the allocation of funds amoné these post-
secondary iustitutions.

We recommend that Congress clarify that regardless of
whether post-secondary institutions may receive VEA funding for
work-study and cooperatiyg gducation programs, post-secondary

institutions may be treated as OERs for purposes of funds .

distribution. SR .
) S 'r\
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3. Relative Financial Ability

Relative financial ability (RFAzfis the concept chgsen
by Congress to assure that LEAs andJOERs with the least
fiscal ability 'within a state receive a greater proportion
of VEA funds.

The primary measure of RFA,-local property wealth, has
not b en adequately defined to effectuate this goal. Federal
admlnlstratlve efforts to create and 1mp1ement an operatlonal

definition of 1oca1 property wealth have been riddled with

inconsistencies. ED has been overly rigid in its definition

of this measure. This rigidity failed to take into account
data problems associated with ED's definition and the dis-
tortions of actual fiscal disparities its definition has
creéteq/in,some states. There appears to have been little
recggnitiop that the measure of relative finangial ability

. needs to be appropriate to the education financing system of a

? particular state.
We identified four pﬂoblems which have been created by this

legal framework. Firét, the definition of RFA as interpreted by
ED is overly rigid and inappropriate for use in all states.
Seconq, it does not provide guidance with respect to the
definition of RFA where the impact of local revenues on redipient
expenditures is diminished. Third, if is unclear with respect
to the treatment of poet—secondary institutions hhich do not
receive local funds. And fourth, it does not require recibient:"‘

specific data for measuring RFA.




a. Property wealth or tax rate definitions -- ~ Although

the general patterns of fundiug school districts are very
similar, there are certain differences among states in sources
of local revenues for school districts that should be taken

into account in designing a measure of relative financial
’ ' -

~ability. Foréexample; where school districts are partially

funded from local income taxes, this local source is a
legitimate'ccmponent of a measure of relative financial ability.

Morecver, states have developed thei: own definitions of’

_relative financial ability for distribution of state aid to

school districts. Many state definitions of local wealth - -
take into account personal income available locally to pay 2

5 A .
property taxes, or take into account higher cost students by -

weighting the student count used to calculate local wealth

_per -pupil by students requiring higheg cost programs.

In our view, statés have had substantial experiénce in
the measurement of- the local fiﬁancial)ability of school
districts, and general school aid formulas in most star~-
substantiallflequalizing for local financial ability -- as far
as these aid formulas go. Consequently, we recommend that
each state be permitted to Jse the same meaéu;e of relative
financial ability as it uses in 1ts general school aid fprmulé,:
if it uses such a measure. This would remove ED from having
to develop sufficient knowledge and expertise to determine how

to measure this concept in each state.
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b. fEffect of tax aund revenue limitations -~ .Another

issue which has "created problems for the interpretation of ¢
nrelative financial ability" is how should this be defined
when 1ega1 constraints are placed on the use of local tax
sourqe:. This is a'problem that ‘has arisen in recent years
as a result of statutory or constitutional limitations
being placed on local property tax rates, assessment 1evelsA
or local revenue increases.
The argument has been made tc ED thats as a result of
such limitations, RFA ishould be iguored in VEA funds distri- "““'\i
bution: Wecagree with ED’'s interpretation that RFA should not
be ignored in these situations. Tax limitations affecting
,local revenueg do not necessarily eliminate local fiscal
capacity as a determinant of school district expenditures.
Tax limitations typically do not place low.wealth school

=4

districts in a bBetter relative position in comparison to ;

wealthy districts than they were before such limitationms; in

other words, they generally leave unaffected relative

}differences among school districts in fiscal capacity. Even

tax limitations that torally freeze the local property tax
1: raL cal property tax ==

rate or local revenues or assessments do not eliminate the L
impact of past fiscal disparities on current and future

expenditures of school districts. Consequently, tax limita-

tions do not, in and of themselves, eliminate the effects

of differing fiscal ability on school- districts' expenditures.

F) J—

, 167




3-11°

.t

We havie concluded that the adoption of a tax limitation provi-
sioh‘shpuld not be the basis for dispensing with relative

financial abilrty as a required fund distribution factor.

- Another issue raised by tax limitatiomns is whether a
measure of RFA other than the local tax*base‘per capita or
per pupil of the recipientyshould be used when local tax
revenues for education are constrained. ED, in one state we
studied, permitted RFA to be measured by the state and local
revenues per pupil of school districts,in lieu gf property
wealth per pupil because of a state limitation on the use of

the local tax/base

In our view, ED's result was correct but for the reasons
discussed above this result should not be based on the
., existence of a tax limitation provision. Rather, such a
measure of RFA should be permitted only when local revenues
make up a relatively small proportlon of total state and local
revenues. When only a small share of total sthool district
revenues‘ (when Federal funds from all sources are subtracted)
come from Tocal sburces; it is reasonable tg use total state=\
local revenues per uupilnas<a measure,of‘the relative ' '\\
financial ability of school districts. Since the veriation
~ among, districts within a state in state-local revenues per
pupil is less than the variation in local pyoperty wealth per
Vpupil, the major effect of using this.alternative'meaSure
will be to permit states to distribute VEA funds more like a

flat grant per pupil. This appears reasonable when a state

has undertaken to fund a larger proportion of the cost of I
162
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public schools.’ h :
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We recommend that the alternative measure qQf RFA be

permitted for those states in which local revenues. make up

leSS’Qban 25% of the total revenues {less Federal funds)

of school districts., We recommend that the

* same staqda o be applied to other eligible recipients.

~, ‘
To clarify this we suggest the following defirnition of

"financial ability":” * ' s
The term "financial ability" means the propenty
wealth per capita or per student of local school
districts and of other public agencies having a
tax base or the total tax effort of the area
served by these schools and.agencies'.as that{;
effort is a.percentage of the income per capita
of those within the taxing body, except that (1)
a state msy usé the same measure or "financial
- ability'"'used in the gene.al school aid formula’
of the state, if the state formula 'includes such
. a measure; and (2) in any state in which local
revenues constitute less than 25 percentum of the
total financial support from state and local o
sources of all public agencies which are of the
same type\ the state may define finangial ability
as the tofial Trevenues or expenditures for current
operating purposes (less Federal) per capita or
per student\available to or expended by a public
‘agency. . ’
. . ~~ ’ Ty '
c. Post-secondary institutions with no local tiax base --
- - ] .
Some post-secondary institutions offering vocational education

receive no funds from ioca} tax sources. Their reyenueé“game
primarily from state taxes and tuition.« ED has stfuggled,
without;éubstantial success, to clarify how RFA sﬁéuld bé
applied to such in;titubionsi At one point FD permitted
states to ignore RFA; subsequeptly,'RFA had tofbe included

using either a composite property wealth measure,which makes

5
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little 'sensej; or total? state-local revenues, for which

calculations wére unclear. We recommend that RFA be .

retained for. post-secondary 1nst1cutions including those

feceiving llttle or no 1oca1 tax revenues, but that the
measure of RFA be the institutions total revenues or expendi-.

tures‘for current operating purposes (less Federal funds -

" per capita or per student) as _set out in the above

.

r commendations. This widl help to ensure.that the equaliza-
N
ton objective of the 1976 amendment 1is carried out at the

: I
post%secondarg evel: = - 4 :

d. Recidient- spec1f1c data -~ Finally, we recommend,

' rith espect to RFA that any‘measure of RFA.be recipient-

-

speeiflc. In otheg words, the data used to calculate RFA ry/

should be‘foriindiviaual LEAs‘ang OERS, not for broader areas. \

L4

As discussad in°Chapter 2 inocgnnection with the EDA factor,

'~ measures that are for areas broader than individual recipients

mask actual differepces among reclplents by averaging them.
ED requlred some states to use a "per caplta" rather than a
"per pupil' measure of "local property wealth, even whengper

capita data were not available for individual-:recipients: This

"distG%ted and underestimated actual differences among recipients

in.relative financial ability. We recommend that states be

—— L

given the option 6f using either a ﬁeg capita or per pupil .

" measure ‘of 1oca1.fiuancia1‘aEility:'but that the legal frame-

work- require the measure to be tecipient-specific, whichever
. -N K )

.. . N
measurelyis used. ‘ ;’////

[




4. Low-Income Families and Higher Cost Students

RFA is one of the two most important fﬁnd distribution
factors for both LEAs and OERs. The other most imgortant
factor for-LEAs is "low-income families or individuals within
such agencies"; and for OERs it is '"the relative number or
concentration of students whom they serve whose education
imposes higher than avérage costs, such as handicapped
students, students from low-income families, and students
fr8m families in which English is not the doﬁinant language."jL/

In our opinion, Congress chose wisel& when it selected
these factprs as complements to RFA. .Low-income is an acceptad
measure of the need for additional educational services, and
also can be considgred a proxy measéie for the capacity of the
local population to fund education. Title I of the ESEA (now
Chapter 1 of the Education Consolidation and Improvement Act
of 1981),3L/ for example, hgs long used low-income to target
aid to educationally disadvantaged “students.

The statutory definition in the VEA of "low-income

family or individual" which requires the use of latest avail-

able data from the Lep£¥tment of Commerce is, however, too

£y

v

1/sec, 106(a) (B) (i) of the VEA; (20 U.S.C. 2306(a)(5)(B)(1)).

JL/Sec. 101 of Title I of the Elementary and Secondary Education
Act of 1965 (20 U.S.C. 2701) (as amended by Chapter 1 of the
Education Consolidation and Improvement Act of 1981).
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restrictive to carry out congressional intent. Such low-

income data either may not be available on an LEA basis or
) , /
may be as much as tenlyears out of date. We recommend that /

the statute be amended to permit states to use the best, most/
current, available data for individual ﬁecipients on '“”

‘

low-ircome, 1ncluding ccunts of children from low-income

T ———

families; for example:

o Low-Income Family or Individual

o
The term low-income 'family or individual" means
families, individuals, children por students who
are determined to be 1ow-1ncome/accord1ng to the ;
best, most current, available data specific to an
applicant or tolthO area it seryes. /

We found hlgher cost students served by OERs to Be/

approprlate 1nd1cator of need for additional VEA funds for
OERs. OERs which are primarily post-secondary lnstltuFlons
often draw students #rom an undefined area, and area data on
low-income, such as district data which is appropriate for
LEAs, could be highl} misleading when), applied to OERs. Conse-
quently, we conclude that for OERe the, student population

ct th%'dnstitution whose education impdees higher tban
”averagk costs 1s an appropriate measure\Pf the relative

need for funds for vocational education.

ED failed to 1nterpret how this fund\dlstrlbutlon factor
should be measured. This has allowed states to use inaccurate
measures OY mathematically eliminate the factor while
,appearing to use it. It also allows OERs t define it to
\guit their purposes., Ftr example, although the atatute

refers to  ''students who* [DERs] serve whose education imposes

| higher than average costs," ED has not,requiree an assurance

o165 \

\

\

: !

\ ' i o N /
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or showing that such students receive higher cost programs.

In addition, head counts of students at post-~secondary insti-

tutions can be very illusive because of the variety of part-

time enrollments; yet ED has not required student data

—— _M__thag;ggg_ggmgggable from institution to institution, e.g.,

by use of a full-time equivalency measure. Because pupil

and fund accounting systems of post-secondary fnstitutions
vary more from state to state than those at'the LEA level,
we are not in a position to make a specific recommendation
to address these problems, but would recommend that: they

be further reviewed.

v

Pt
<




II. VEA Recipients

A. Purpose and Organization

Section 106(a) (5) (RY (i) of the VEA distinguishes

S~

between local edﬁcational_agencies (LEAs) and other eligible
recipients (OERs) by requiring that different funds distri-
bution factors be applied to these two categories of eligible
recipients., '"LEA" is specifically defined by statute as is
"post-secondary educational institution', but significantly .
no definition exists in statute or regulation for OER.
Moreover, the definition of LEA overlapéithe definition of
"post-secondary institution'.

*This section analyzes the relationship between these

recipient categories and the funds distribution provisions.

B. Federal Legal Framework

Prior to 1976, the VEA was silent on the precise factors
states must use to distribute funds to applicants and no
distinction was made in the statute between local educational
agencies and other eligible recipients. Indeed, the 1968
amendments which set out general factors to which states must
give "due consideration' only referred to local education
agencies in regard to the distribution of VEA funds;l/ﬁowever,
the definition of LEA was broad enough to include public

post-secondary institutions:

9/ gection 123(a) (6) of the VEA of 1963 as amended by P.L.
90-576 (20 U.S.C. 1263(a)(6)).

[SSY
<
D

?
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The term 'local educational agency' means a board
of education or other legally constituted local
school authority having administrative control and
direction of public elementary or secondary schools
in a city, county, township, school district, or
. political subdivision in a State, or any other
ublic educational institution or agency havin
administrative control and direction of a vocatiomal .

education program.l0/

The concept of hany other publie educational institution
or agency having administrative control and direction of a
; vocational education program' appears to include any pubiic
post-secondary educational institutidn that provides

vocational education.ll/

When the 1976 amendments distinguished between LEAs and
OERs for funds distribution, they did not.define OER, nor did
they alter the existing definitions of LEA and post-secondary
educatioﬁal institution. ‘

A major function of the broad definition of LEA appears

to be to authorize post-secondary institutions to participate

in work-study andvcooperative education programs. ED has —— ———
authorized states to consider posf-secondary institutions as
LEAs to qualify for work-study or cooperative education
prograds." Its interpretat@on, however, has changed over

time as to whether a post-secondary institution designated an

10/section 195(1) of the VEA (20 U.S.C. 2461(1)); formerly - 7
gsgtlon 108(a) of the VEA of 1963 as amended by P.L. 90-
T ’

=Y The statutory definition of "post-secondary educational
institution' is: - ‘
"a nonprofi% indtitution legeally authorized to provide
. postsecondary education within a State for persons
‘;@ sixteen years of age or older, who have graduated from
‘ or left elementary or secondary."
Section 195(12) of the VEA (20 U.S.C. 2461(1l)); formerly
gigtion 108(15) of the VEA of 1963 as amended by P.L. 90-




LEA for that purpose must also be considered an LEA for

e

purposes of funds distribution.

ED originally gave states the option of treating such
an LEA either as an LEA or OER for distribution of funds,
with the recommendation that it be treated as‘an LEA where
it has a local tax base or well;defined service area.L&/

In contrast, the draft fund manual, which was circulaged at
the same time as the above interpretation, stated that when a
post-secondary in§fitution’is designated as an LEA fo;

participation in cooperative and work-study programs ""the

funding factors which apply to LEAs must- be used in deter-
IIE/
) ]

mining Fheir funding for all programs.
The same general interprecation appears in the November
1979 manual, but a éaveat was added that post-secondary "LEAs"
should be allowed "enoﬁgh flexibility to meet their own
specific conditions,"” which meant OER factors could be used
when the post-secondary institution did not serve 2 particular
local geographic area so as to 'reflect the needs of thev
§tqéents within that ins:itution."lé/ This language was

57

continued in ED's December, 1979 and July 1980 draft manuals.L—- .

12780AE/DSVPO Policy Memorandum, FY 79-6, Sept. 19, 1979 at 8.

13/BoAE/DSVPO Draft Manual for Federal Fund Distribution
Procedures, Sept. 1979 at 8.

l-“-’/BOAE/DSVPO Draft Information Manual for Federal Vocational
Education Fund Distribution Procedures, Nov. 1979 at 9.

l-5-/BOAE/DSVPO Draft Information Manuai for Federal Vocational
Education Fund Distribution Procedures, Dec. 1979 at 9; and L.
July 1980 at 12. I




But the Draft Policy Memorandum which circulated during the

same period appeared to cohfradict this, specifying that
agencies which qualify as either an LEA or an OER must be
consistently identified as an LEA or an OﬁR during a given
fiscal year for purpcses of funds distribution and that the
desiggation could only be changed for the following fiscal
year.li/ B , ‘ .
ED has taken the position that states which consider
post-secondary institutions as LEA's for funds distribution
purposés cannot classify the entire system of post-secondary

institutions as a single LEA.lZ/ It does permit multi-campus

institutions under tnhe administration and control of a

-

single local administrative body to be considered a single

LA 18/
Post-secondary institutions which are considered "other

- -La/l_c_l_:

eligible recipients"h(OER's) are toibé treated as separate

institutions for the funds distribution requirements, even when

they are under the administration and control of a single state

lﬁ/BOAE/DSVPO Draft Policy Memorandum (Buzzell to State
Directors of Vocational Education re: Ciiteria for Fund
Distribution Procedure) (undated). At the very least,
the above quoted language is ambiguous if it is infended
to permit a post-secondary "LEA" to be considered an OER
for funds distribution, but to require that whatever choice
is made not be changed during the fiscal year.

lZ/BOAE/DSVPO Policy Memorandum FY 80-4 (Jan. 7, 1980). 'This
jissue was also raised and answered ir. a consistent fashion
several years earlier. See BOAE/DSVPO Memorandum from
Bgzzell to State Directors for Vocational Education, Sept. -
21, 1978. B - ) ‘

“

. . l ,‘;, i
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.

19/

agency.—' "They must, like other post-secondary institutions,

compete individually for Federal funds..."zg/

C. Policy Analysis, Conclusions and Recommendations

In our opinion there are good reasons for distinguishing
fOf purposes of funds distribution between school districts

" and post-secondary institutions. And the LEA-OER dichotomy

. of the VEA is an apparent attempt to recognize these
differences.
. School districts generally s.rve students residing within >

.

a given area. And in most places the vast majority of students
in grades 1 through 12 within the servicerarea attend the
pﬁblic schools. Indeed, compulsory education laws mandate

- this, unless a private school option is chosen. In contrast,

a post-secondary institution providing vocatioﬁal education
fr;quently serves an area whose boundaries are not ;”écisely “
defined. It may be a community:'college provided by a
community college district or an area vocational center

drawing from several school districts.

However, because of the greater mobility of post-

secondary students, stud. ts from other areas may attend.

%

Ov its vocational courses may be of interest primarily to

I

12/Id. ED explained thatthHis is a necessarv interpretation
-£5 ensure compliance with the legislative intent that "funds
+o be distributed to the maximum extent among post-secondary
institut}ons."
gg/Id. This issue will be discussed more completely in the
discussions concerning relative financial ability and
higher cost student factors in tlis chapter.

1"; -
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students fro? only a paré of the designgted service area.

And because of the greater variety of options (legally and
practically) for persons who have graduated from high

school (e.g., emplcyrent, ccllege, military service,
marriage), these institutions serve a smaller proportion of
the total eligible popu}ation than do‘secondény)échools.} Ig.
addition, the eligible agé span for poét-sécondary vocatiodél
education'is’géneraliy from 16 through adult, without limit.

Significant differences in funding patterns also exist

between school districts and postjsecondary institutions.
For school districts, local and state tax sources provide most
revenues, with tuition a relatively unimp%rtant factor. And
in many states local property taxes are the predominant
;evénue source. 1In contrast, post-secondary institutions
frequently (but not always) rely more heavily on state
subsidies, and tuition can be a significant revenue source.
And some post-secondary institutions offering vocational
education receive no local tax revenues, relying largely on
state appropriations and tuition. ’

The aistinction for fund distribution purposes between .

LEAs and OERs of segE}Qg,}9§£§)15)4appears~to~ref¥ééf’fﬁ€§5—

—————"""""4ifferences between school districts and post-secondary

-~

institutions. We have found, however, two problems in the
VEA legal structure in this regard. First 'other eligible
recipient” is not defined in the VEA. This has created an
ambiguity about its relationship to the defined terms "LEA"

and "post-secondary educational ;nstitutions.” Second, the

[ N




serious problems in the four states we reviewad. Neither did
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relationship between the requifément that post-secomndary

institutions be designated LEAs to be eligible for work

study and cooperative program funds and the LEA-OER
distinctions of the fund distribution provision has been —
unclear. '

0f the four states in our gesearch'sample,three used
"LEA" to designate only school districts. In these three
states all posffséhgndafy inititutions, primarily community  *
colleges, were considered "OERs" for funés distribution
purposes. In the fourth state, community colleges were
designated LEAs in order to qualify them for VEA funds for
work-study and cooperative educatioq. This state alsé uses
the LEA fund distribution factors for community colleges;
however, the LEA factors are applied separately for
community colleges and school districts.

The overlapping and unclear definitions of "LEA",QPOSt-

» >

secondary institutions and "OER" do not appear to have created

the interaction of the "LEA" reg¢.irement for cooperative
edGcation and work-study progfams and the LEA-OER distinction
for funds distribution. The fact that ED has vacillated in
its interpretation of these issues indicates, however, that
this may have been a problem elsewhere. Consequently, we

recommend that these issues-be clarified. ‘ -

-
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We concur with ED's interpretation that state-created
. post-secondary "LEAs"Rbe treated as separate rather than
single institutions. To pefmit otherwise would enable
state institutions to receive Federal funds without regard
for either of the funds distribution factors. This would
place them outside the intent of the VEA distribution.
We also concur with ED's in;erpretationqthat locally
‘adainisrered and controlled multi:campus post-secondary
— - institutions should be treated as one LEA. Their governance,
program design éhd accounting systems are likely to ’
parallel those of individual LEAs, which typically have more
than one school and revenue sources and policies are typiéally
. the same for all campuses.‘ This interpretation treats'OERs
in a manner that is consistent with the treatment cf school distric
We recommend that Congress clarify that the designation

<
of a post-secondary institution as an LEA to qualify for

»

work-study and cooperative progzams does not mean that the
institution must be designated an LEA for funds.distribution.

* The determination of how to treat such an institution for

funds distribution should be based on the appropriateness of
the i % or OER fund distribution factors for the particular
inst :ional system. In this regard we agree with ED's

-~

N
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interpretatior that if a post-secondary institution

does not serve a particular local gecgraphic area, it is

appropriate to use the factor of higher cost students
Haad e

rggheE‘fhéﬁﬁéﬁ/area measure of low-income persons ''to
refled; the needs of the students Qithiq the institution"gl/‘
Y T - irrespective of whether the post-secondary institution
is‘desiéﬁated és an LEA to qualify for work-study and

cooperat;ve programs..

Because of the wide variation in funding and service

\
\ ]

pattern§ éf post-secondary institutions offering vocational

education, we recommend that states be given the discretion ‘-
to use either the LEA or the OER fund distribution factors

to ailqcateafundé to such institutions, so long és they use

consistent égsignat%ons within the same institutional system,

e.g., among the community colleges within the state community

college system or among area vocational centers.

\

|

3.

\ ..:f_—f’?.vtﬁ .-
|

zi/BOAE/DSVPO Draft Information Manual for Federal Vocational
/ Education State Grant Funds Distribution, July 1980 at 11.

I3
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III. LEA Fund Distribution Factor Provisions

e

A. Overview and Organization

As noted in Section I, the 1976 amendments included
separate funds distribution factors for local education
agencies (LEAs) and other eligible recipients (OERs).  In-
this section we analyze each of the LEA fund distribution
factors.gg/

The two most important factors to be used in distribu-
ting VEA funds to LEAs are:

1. "the relative financial ability of such
agencies to _provide 'the resources neces-
sary to meet the needs for vocational
education in the areas they serve" (RFA);
and .

-

2. "the relative number or concentration of ;
low-income families or individuals within
such,agencigs" (low income).23/

This section is divided in three subsections. This
first subsection provides an overview of the issues and a
summary of our major findings, conc usioqs and recommendétions.
The second subsection examines the i}érity, consistenéy and .
adequacy of the requirement that VEA funds be distributed on .
the basis éf "relative financial ability' of recipients.

The third subsection explores the application of the

low-income factor as the second factor for distributing funds

among recipients.
4

gg-/Many of the issues pertaining to the LEA factor of -
relative .financial ability (RFA) are common to the RFA '
factor for OERs. These common issues are considered in .
tihis section and not repeated in the section on OER factors. -

23/50e 106(a)(5) (B) (i) of the VEA (20 U.S.C. 2306(a)(5)(B)(i)).

"

- R — o e - -
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Our major findings pertaining“to the funds distribution

fact?fs for LEAs is. that- RFA and_lo&7income have not been
*frned clearly or with sufficient glexibility and have been

\Subject to 1nconsistent,1nterpretatxg§k The mos: trouble-

some’ issue for ED and the¥5tates has been what measures .of

these factors axe 1egally accé bléf} The statute does

deflne "1ow—1ncome famlly or 1nd1v1dua1"24/ but it does not

define ":elative flnanéial ability." Definitions of both
- \‘.‘ .
terms are fqund in the,legislative history. These definitions

0 -

have not, in all areas, been sufficiently'clear or flexible

to be applied without*;nterbretation; and EJ's' interpretations”

r

of these terms have been at the same time sketchy, overly

‘

-rigid and inconsistent, )

) . . ‘

In our opinion the fund distri ution factors adopted by

Ce

Congress in the 1976 VEA, amendmeﬂts are approprlate for imple-

~ .

megt%ng Cpng£g§s ob;ectrve to equallze for the dlfferlng

» v
»,. fiscal capacities of VEA rec1p1ents and to relate VEA ftnds

N -
. to the needs of areas and students for vocational education

-

. 33 i . . .
_ Unfortunately.p the lack,of clear and consistent interpretation

A

of these»fund dlstrlbutxgn factors has undermined what is

K otqvfw1se an adequate conceptual framework to guide the

i

‘dlstglbutlon of VEA funds. Consequently, it is important
that the deflnltlons and measures of relative financial

ability and 1ow—1ncome students . and families be clarlfleqj
] . \-; 4
Zﬁ/"The term 'low-income family or individual' means familie$s
or individials who are determined to be low-income
- according to the latest available data from the Department
. of Commerce. Sec. 195(17) of the VEA of 1976 -(20 U.S.C.

Co2661(LT)y ... e

Sb
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L
z .
-~ B. Relative Financial Ability Factor

| ’ .
1. Overview of the Federal Framework and Organization of-
this Section \ e

As noted in the introduction to this section, Congress
amended the VEA in 1976 to clarify its intention that Federal
funds be focused "on those school districts and other public
agencies most in financial reed of these funds."gg/ The
relative financial ability factor was intended to identify
ghe*most fiscally needy recipients so that VEA funds would

be used within states to equalize for fiscal disparities among

1
i

recipients. -

The.VEA legisléfive history sousht to clarify the meaning
of RFA, and the regulations issued by ED in 1977 relied on that
history .co pfovide operational definitions of this term. Con-
sistgnt with’thé history ED required states to measure the
re;ative financial ability of their recipients by property

wealth per cabita or by total tax effort per capita.

The purpose of this section is to analyze this RFA

Nena e o -

factor, as inteéﬁrete& B&mﬁD:’fgr its clarity, consistency
and adequacy in carrying out congressional intent.
Specifically, the sgction néviews the two measures of RFA
that ED has permittéd -- pfoperty wealth and the tax effort

measures -- and makes policy recommendations as to eaci.

25/ .R. Rep. No. 94-1085 at 3&4.




We identlﬁled four\lssues which are raised by the &FA

legal framework ‘ lq g \
\

(1) Whether .the property-wealth measvre adopted

by ED is comprehenslve, ) \

i

I (2) . What the effect of tax and ravenue limitatlons

\ :snould be on RFA; ‘ ‘ |

. \

. (3) Whether the application of RFA t- post- \

[ secondary institutions has resulted in a
clear and consistent policy; and

\

. {4) VWhether ED's interpretation of the legal ‘
: 4 framework to require use of per capita \
’ rather than per pupil data is an adequate \
interpretation of Congress' intent. !

Mady of the basic issues raised and conclusiohsfdrawn are:

common to both LEAs and OERsj only issues particular to OERs |

| will be’discussed in the OERasection. ‘
2. Property Wealth Measure of RFA ’ ;

i |

af Federal and state legal frameworks -- The House, in ; .

the 1976 Report, defined one measure of financ1a1 ability as

"the property wealth per capita of local school districts and

oF oﬁher public agencies having a tax base. ”26/ The

regulatlons and draft pollcy ‘manuals circulated by ED adopt

thls property wealth measure of RFA. 2 27/ \

| z
O

? ED 'has taken & firmrp051tlon<that property wealth is to

|

be measured pexr caplta rather than per student- basedpon the

u%e of the term "per capita" in the House Reports. 8/ The
| ;
2674 R. Rep. No. 94-1085 at 34.

27/ pppendix A, 42 F.R. 53863. See, e.g., BOAE/DSVPO Draft
. Manual for rund Distribution Procedures, Sept. 1679 at 7.

s 2/B/See e.g., BOAE/DSVPO Suggested Procedures for Federal
Distribution P.L. 94-482 (1979) (the first discussion manual).

}
|

< " [
|
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term "per capita," however, also appears in the statute,

section 106(a) (5)(B) (11), which prohibits states from distri-
buting VEA funding on a "per capita'. basis; and in this
section "per capita" has been interpreted by ED to mean

"per studgnt".li/ . .

In spite of itus interpretation of section 106(a)(5)(B)
d1), ED appears to have felt constrained by the legislative
history to prohibit a per student measure of local property
wealth, except in "'exceptional circumstances when per capita -
data are not available for local school districts."ig/

In fact, in many states current population data are not ///”
available.on a schcol district bagis. School districts -are
frequently not coterminous with census areas and when
available, census data are frequently out of date. Most
- ,ates, in their own formulas for distributing state general
purpose aid to school districts, use a measure of local
property wealth per pupii.

Three of the four states we reviewed use a per pupil

measure of relative financial ability in their state aid statutes,

and two of these three also use a per pupil measure of financial

ability for distributing VEA funds. These two states apparently

convirced ED that the "exceptional circumstances' for use of

per pupil data existed. | -

Ez/Id. at 4.

ég/See Final Report, DSVPO ‘Task Force ou Federal Fund Distri-
Fution Procedures, June 1979 at 8; BOAE/DSVPO Draft Infor-
mation Manual for Federal Fund Distribution Procedures,
July 1980 at 12; and OVAE/DSVP Program Memorandum 81-5; Feb.
11, 1981 at 15. Initially ED announced that it would not
accept any per pupil measures of property wealth for RFA.
See, e.g., Suggested Procedures for Federal Fund Distribution

1979)"
: 18;
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The third state. which uses a per capita wealth measure
of RFA for VEA distribution, bu% a per pupil measure for state

general aid, does not have current per capita data by school

district. Thus, it ;s forced to use outdated census data.
This state originally used a per pupil wealth measure for RFA,
but was informed b& BOAE that this was unacceptable.

The only other state of our four which uses a per capita
property wealtlh measure considers all school districts in the
same coanty to have the same propef&y wealth per capita as
the county average. It must do this, even though this flattens
out much of the va%;gtign in wealth among district, within each
county because curg%§¢ per capita data are not available by
school district. ‘

ED, in writtén§interpretations{ has required‘stéfes to
"determine financial ability of eligible reéiplents and alloca-
tion of Federal VEA funds without comnsideriag any allocations of
supplemental funds such as state aid given through equalization
fofmulas which guarantee each recipient a minimum funding |

level." v This appears to te based on the definition of

RFA in the House Report which is "the property wealth per

3)/Final Report, DSVPO Task Force on Federal Fund Distributior
Procedures, June 1979 at 7. The original interpretation of this
issue -apparently came from a ‘BOAE Policy Directive. See BOAEL
Memorandum from Euzzell to Assistant Regional Commissioners Re:
Policy Directive Relating to Fund Distribution(Feb.8,1978). See
also DSVPO Frogram Memorandum 81-5,Feb. 11,1981 at 4.
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capita of local school districts and of other public
- agencies having a tax base".g--z--(~ It 1s designed to prevznt

a state from reducing the équalizing potential of the

RFA factor by, for example, calculating RFa as the amount

of a guaranteed tax base per pupii pullt into an

equalization formula; such a calculation would reduce the range

~ of disparities among LEAS’.shown by the RFA measure.

ED has had to reconcile the interpretation of RFA with

arguments by states that as a result of state imposed limita-

* o tions on local revenues, RFA shculd either be ignored or
méasured other ‘than by local property wealth. ED rejected the
argument that RFA be igmored when state restrictions are placed
6n fhe locél tax bases. It did. however, permit one state we
— reviewed to use a measure of RFA which included the amounf of
state aid funds each LEA received. This state has imposed
stringéﬁt leggl limitations on loczl propepty assessment levels

and tax ratios. In response the state had picked up a much

e larger share of school district costs from state revenues. The
state argued to ED that a property wealth measure of RFA was

no longer appropriate because school districts have little .

- e e e ew - _ e

rower tc use their 1local tax bases to increase expenditures.

ED permitted the state to use as the measure of RFA the revenue

limits imposed on school districts by the state aid system

32/BOAE issued a Policy Memorandum on this issue in 1979. BOAE/
DSVPO Policy Memorandum FY 79-4 Re: Effect of Property Tax Limi-
tation (Proposition 13 Type) on the VEA Furnd Distribution Pro-
cedures. In the memo BOAE ‘concluded that 'the levy limitation
impacts rrimarily on the tax rate, with the tax base remaining
relatively constant" and that although it '"may have the effect of
reducing funds availahble for educaticn. . .[it] chould not alter
the relative standing of those districts which have the least

Qo native financial ability. . . ."

= —— — = jga-
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enac{ed after this tax limitation was enacted. This revenue
limit included state and local revenye per pupil for current
operating purposes. In éffect, ED permitted this state .o

subsvitute a measure of revenue disparity among LEAs for a

|
|

measure of fiscal capacity;
Another state has a dual measure of RFA, one of which
includes. the required-property-wealth -per pupil factor and a
secbnd RFA factor of state school aid per pupil. The factors
are related so as to cancel—each-other—out:  This is because
districts with small amounts of property wealth per pupil
receive larger amounts cf state aid per pupil. 'fhe combining
of these two factors as an RFA measure renders RFA meaningless.
None ?f the states we reviewed used a tax ef”~rt measure
for RFA, and another study indicates that this measure is
seldom” used by'states.éé/ -

b. Policy analysis, conclusions and recommendations --

Relative financial abllltv is the concept chosen by Congress

to ensure that LEAs and OERs with the least fiscal ability
within a state receive a greater proportion of VEA funds. It
is ¢ concept which is well-accepted as a basis for aIiocatiEn
_of funds. awmong -school .
is a major determinant in most sfates of the financial
resourcsas available to districts. Although the objectives

and intentions behind the RFA factor are clear, the primary
3

‘3/Benson and Hoachlander, The Diat ributlon of Fedezal Funds
Under the Vocational Eaucatlon Act: Interstate and Intra-
state Allocation (Berkeley, Czlifornia, 1981).
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measure of RFA, local property wealth, has not been adequately
defined to ensure that these are carried out. 5

The statute lacks a definition of RFA, and Federal
administrative efforts to create and implement an operational
definition of local property wealth have been inconsistent
and overly rigid and have distorted and minimized the fiscal
equalization"intended by the 1976 amendments.

ED has been overly rigid in requiring that a per iagit&\
measure of local property wealth be used, except when states
have been able to convince ED(that "exceptional circumstances"

' for using a per pupil measurepwere present.ié/ The requirement
of per capita property wealth measure faile’ to take into o

, account that census data are often outdated and that many

states do not have per capita datg on school districts, which
often overlan census units. Requiring that RFA be measured
by per capita property wealth in this situation means that the °
state either must use outdated population data or must calcu}ate
T T 77 Tthe per capita property wealth for a larger area and apply that —
value to all LEAs in that area. This means the data are old,
or the wealth vgriation is minimized by’averaging the variation
among individual LEAs, or both, Tﬁis has the effect of

I distorting and minimizing the variation in relative financial-

1
ability for which Congress ;ntended VEA funds to compensate.

' 35/The definition in the House Report which refers to ''per ,
capita" contributed to thisj; however, the "per capita" language
_ in section LUb(a)(5)(B)(11) has been interpreted to mean
"per pupi’." Thus, it is nct clear that Congress intendecd
to precluc* the use of ver pupil measure of wealtia by its
reference to ''per capita.'l’

- | 155 o




Where both per capita and per pupil data are available
on a school district basis, the choice of measure can have
an impact on the distribution of funds among LEAs. In general,

a per capita measure will provide greater funds to school dis-

tricts which have a smaller percentage of their population in

public schools. Frequentlv this benefits LEAs with.older poﬁu-

létions, e.g., many central cities and older suburbs. ‘ ~
We recommend that states, under the VEA, be given the option

of using either a per pupil of per capita measure of property

wealth for RFA. Most states have data on property wealth per

pupil. Thus, if a single measure were to be required this woﬁld

be the lcgical choice; however some states have per capita data

on schocl districts and uge this to measure wealth for distri-

bution of state aid to education, in large'part to direct

additional state funds to central cities. If such a state

wished touse g per capita—RFA-measure—we 'see no reason, -in
light of the equalization objectives of the RFA m;asuge, to pro-
hibit this.

States have had substantial experience in thg measurement

of the local financial ability of school districts. Ail out =~ - —.

a few states take the fiscal capacity of school districts into
> o
account in distributing state aid. Even where (tate aid systems

have been successfully challenged in the courts because of in-
equalities or inadequacies, it has usually not been because of
deficiencies in the measure of local wealth, but rather because

of the failure to ccﬁpensate adequately for differences in school

186
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district fisc#l capacity as so measured.

Although the general patterns 6f1jundiﬁg school districts

are very similar, there are certain differences among states

» . .
in sources of‘local revenues for school districts that should

be taken—inte—account in a measure of relative financial ability.
For example, where school districts are partially funded from-
local income taxes, this local source is a legitimate component

—~——of_z weasure of relative financial ability, and where this

occurs the state's measure of local wealth typicaliy includes

/ both personazl income and property wealth.

. In addition, mary states have sought to compensate in their .

“

state aid formulas for the higher costs of e ucating certzin
children or providing certain progréms where these costs or prograﬁs
are not uniformly preseqt and needed in ali school distficts. Fre-
quently this compensaticn is made by weighting the numbéf of

students attending or enrolled in school by certain factors for

higher cost students or programs. Someé states weight each—- ——-—
ﬁandicaﬁping condition or type of service by a numerical we{ght,

__g_ an educable mentally retarded student may receive a welght

of 3 (meaning that student counts as 3 students to reflect theé

- T T 7 T Thigher costs of educating that student. “Wﬁéﬁ“ﬁ“weighted‘studént”*“*”'

a

count is used to calculate the property wealth per pupil of gach
i _—_ " _gehool district, districts with a greater proportion of weighted

pupils are determined to have proportionately less property
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<
-

wealth per weighted pupil. As a result, the school district

is determined to have less local fiscal ability and receives
more state aid than if a weighted pupil count were not used.

The pupil weightings that states use in their own aigd to

education programs are generally consisteént With congres=
sicnal intent under the VEA to provide greater resources to
. LEAs with reduced fiscal capacity and greater student needs

for vocational education.

éased on the considerations Just described, we recommend

N

L)

that each stasce be permitted to use the same measure of rela-

-ti&e finan:ial ability as used in its general school aid formu-
1a,°assumiﬂ§ it uses such a measure. In our opinion, this
would better ensure that the RFA measure is apbropriate to

‘ t
the.educa%ional financing structure of each state. It would
alsc remove ED from the minutiae of how to measure this con- ’

. cept in eaqh‘staté, which has been a source of continuous

and frequently unproductive controversy between ED and the

states.

- wecent years as-a -result-of.statuiory or. constitutional limita .-

N S e vty o— . > e vy et

We also recommend that Congrrss clar ..y when'state;and-- —--

local revenues or expenditures per student can be used as a ¢

9 & -
proxy- for relative financial ability. Tbis issue has arilsen 1n

*
H

tions being placed on local property tax rates. assessment

levels or local revenue increase.

.
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3 These limitations have taken several d;fferent forms.

In some states the level of assessment of real and personal

property for property tax purposes has been frozen .or rolled

back and limitarlons have been placed on future increases.

In other states the tax rates on 1oca1 p;operty have been

restricted or frezen. A third type limits the amount of .
revenyes raised from local property taxes.éi/ - Interestingly

.similar brovisions restricting the agvailability of local \\\\
revenues have 1ong been in place in many states. 36/ .

Based on the most recent enactments of these limitations

in certain states, the argument has been made to ED that RFA
should be ignored in VEA funds distriﬁution. ED, interpreting
the VEA correctly i; our view, conclpded that RFA should not
be ignored in thése situations.

ED's basis for this interpretation appears to have been

¥

that it did not have the power under the statute to. waive the

RFA-requirement. We have concluded that ED's interpretation

© ——— e

also best carries out the intent of Congress in the 1976

amendments- to-equalize.-for-disparate local. flscal abilities

3

among school districts within a state.

35/For an overv1ew of the different . g?pes of limitations, ‘see

ce = sz s idU 2 EEOP momm:.sa.‘.uu CL Ele -—ol.cu.t:b ' Schocl District V"’““";’“ -
, ture and Tax Controls (Denver, Colorado; 1978) .

36/For a ntate-by-state review of such limitations, see Id. at-
31-55. ’ .
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Tax limitations affecting local revenues do not neces-
sarily eliminate local fiscal capacity as a determinant of

school district expenditures; ndr do they necessarlly place

e 3

luw=wealth—school~ districts in. a'better position in -omparlson

U —

/
to wealthy districts than they were before such limitations .,

In other werds, they can leave unaffected relative difffreniee

among school districts in fiscal capacity.

e . _ ‘ _ f

Even tax limitations that\totally freeze the local property -
tax rate or local revenues or assessments do not eliminate the .

impact of past fiscal disparities on curredt and future ex- ° :‘;

penditures of school d1str1cts. fax and revenue llmltatlons

o a2 T g Anprion A e e m s e e R [P SUSISNIER

on schood d1str1cts m y, as a practlcal matter place a greater

-

burden on the state to fpnd future increases 1n educational '

expenditures or to make up for lost revenues’. But it is not

. / . o

pre-ordained that the state's response in this situation will be X
) !
directed toward miﬁimféiﬁg the effect§ on expenditures of dif- .-

- ferences in' the size of school dlstrlct tax bases. This will

-

-

depend both on the size of the respective local and state

sﬁ£r€§“6f“éduéatidnal expenditures- in--the.state, and how:the_

[ ——
.

state share is dlstrlbuted e.g., whether it is directed to ’ ’

-

ellmlnatlng expendlture dlfferences resulting from dlsparate

4

’ /
local tax bases. . .

-4

For example, our review of the changes in the financing

system made in one state after local revenues were limited in-

" dicated thet most new sta funds for school districts were -

put into hold-harmless prdyisions and flat grants which ne-




inforced the differences 1n expenditures -among school dis-
™~

.
- -

tricts that ex1steq_ggigg;gg_£hg_tax-limitations Local tax

<

-,~,~MM'«~"~recip1ent per capira or per pupil should be used when_local

r———— g

~~-existence-of-a taxcind reyeggewlimitation provision. Rather

hand - n e — g P
it is our- conclus1ol that such a'measure of RFA 'should be !
-~ 1 ‘ .,‘ . . i
permitted only WHPD‘LOLaL reveuues make up .a relative emall /
\\_~_~ ) . /

_and revenue 1imitations do not, in and of themselves, elimi-
nate the effects of differing fiscal ability on' school
districts expenditures **Consequenttyj—we conclude that

\ i’

the adoption of a tax 1imitation provision should not . .

Another issue raised by tax and revenue 1im1tations is

whether a measure of RFA other- than the local tax base of the

e

tax revenues for education are constrained After legal ///’yﬂ
’constraints had been placed on the use.of’ ‘the local tax base,
ED permitted one state to calculate school district - RFA by

a measure of state-%ocal revenues. In our ooinionqéiD -

‘created an appropriate exception to its general po¥icy, 37/ . - .

but did not clearlylarticulate 'its policy rationale

bl n

In our v1ew thls resuit should not be based simply on the

~

bl Rt e R L T, s

proportion of totallstate and local revenues

L )
3-Z-/The geQEral policy is desctibed in BOAE/DSVPO Pol:cy o
Memorandum, FY 79 &, (undated) . . .




The basiy for this.conclusion is, as described above, that

?
local tax and revenue limitations do not by themselves eliminate

school district %axable wealth as a. deterq/nant of expenditures.

Differences in local taxable wealth ?ave«had_a_substantial-im-

pact'on expenditures in states whichkhave had similar tax-and_

§ -

TN >
These iimitations} come in too many forms and their apparent
7
constraints are'bften ,mitigated by exceptions, e.g., .it may be
\

Jbpossible to override them by local voter referendum. And,

~

revenue limitatio7s as a feature of their laws for many.year

-

statutery limitations may be modified by the state legislature.

A state legislature's response to a tax or revenue limita-

_ -<fion is typically more- important than the limitation in de-

i

. termining-the effects of tax bases on school district expendi-

-~

tures. Where restrictions on local bases have béen sufficiently

. //severe: states have had to increase substantially the amounts of

P

state funds for such recipients. Thus, many of the same issdes,

_relating to the distribution of state and locally prOVided

- e T LT

N

funds to recipients, remain after such limitations are adopted:

[y

what proportion of tonal state and local funding for school dis-

tricts and postseqondary institutions is prcvidec by the state

'—.;.& o
-~ R, P e e v herm e

+ land " how equalizing is the distribution of state “fUAds.

A When the state share of educational i{Fding,is suffigiently

large and that share ‘is distribu+ed so as to equalize for dis-

parate local district fiscal ability, it is likely that the
effects of disparate local tax bases on expenditures wilfﬁbe

/
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substantially reduced.gg/ It is our conclusion that in this

situation it is appropriate to measure relative :inancial ability

by the amount of state and local revenues pe} pupil available to

.

a school distriét. Here only a small share of .total schoolﬁdfs-
trict revenuew (less Federal funds from all sources) is derived
fgeg_locai sources; thus, it is reasonable to lookrto oth;r
if”h—vmeasureSWOENRFA~for'VEAffﬁndSHdistributionT“‘ - T T T

- It is important to note that the major effect of using state-

local revenues per pupil as a measure of RFA is to reduce the
. T 12 - -~
_ ___wariation_in VEA funding .among LEAs resulting from the use -of —

the RFA -factor. This occurs because; as a general rule, the

»

variation amoﬂg school districts within a state in state-local

.

revenues per pupi} is less than the variation in Yoczal property

wealth per pupil.

-

This recommendation would permit states which have * -
<
assumed a higher proportion ef the cost of education in the

state to distribute VEA funds more like a flat grant per

¢

L]
- .

N We reébmmeﬁd-thét this alternate measure of RFA:be -

- ]

permitted for these states .in ‘which local revenues make up

«less than 25 percent of the total state-local revenues of’
~

. s school districts. We recommend that the same standacd also

33/Depending on the state financing system used, the ability or
willingness to levy local taxes may still cause differences
Pt e e e AT ERE T Ievel o fundIng Tamong  séheol "dystricEg T o o T

<
33/This discussion of the effects of using one RFA measure or

.another assumes that the conclusions and recommendations
concerning the use of these funds distribution factors made

R in chapter 4 are adopted. Absent the chapter &4 recommenda-
tions, the effects of the funds distribution facto. ° cannot .
be predicted, which is the same situation as under present
interpretations of the VEA.

194
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-

be applied to other eligible recipients. Although as noted
‘the percent of local funding and the manner in which state

-aid is distributed both play a part in determining whether
‘ ra
the local tax base substantially determines Q@xpenditures, we

~ ¢

recommend that a 51mp1e test using only the peroentage of
local funds be used. First, this test has the beneflt of

easy administration. Second, measurement of the characteristics

3

ard effects of formulas providing general state aid to, school
& i

w

districts can be a rairly invclved undertaking. And third, at .

this level of local funding there can be iittle disagreement

that that the 1mpact of local fundlng has been d1m1nlshed.igj ¢

¢

To authorize this alternative measure of RFA, we suggest
the following definition 6f "finanecial ability":

The term "financial ability" means the

‘ property wealth per capita or per student

N of local school districts and of other
public agencies having a tax base or the
total tax effort of the area served by
these schools and agencies as that effort
is a percentage of the income per capita
of those within the taxing body, except
that (1) a state may use the same measure
of "financial ability" used in the general
school aid formula of the state, if the state
formula includes such a measure;. and (2) in any
state in which local revenues constitute
*less than 25 percentum of the total finan-
cial support from.state and local sources
of all public agencies which are of the
same type, the state may detine financial -
ability as the total revenues or expenditures
for current operating purposes (less federal)
per capita or per student available to or
experided by a public agency.

L T T e L AR o S O T R I o o i O L b i S e A A L A S e I N A I S L o o e W2 ]

40/vWe would concede that jdepending on the state aid system,
local funding might still have free reign within this nar-
rower scope. This certainly militates against abolishing
the RFA factor. VYWe are less concerned about this, however,
when the issue 1s a state's option £0 use an alternative
measure of RFA.

191
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3. wvax Effort Measure of Relative Financial Ability

The House report and the reéﬁlations also define "finan-

. % . . . .
cial ability" as the '"total tax effort of the area served- «

~ ~

by these schools and agen01es as that effort is a percentage

S 41/

of the income -er caplta of those within the taxing body".—

PO WU

ED initially discouraged the use of tax efifort -as a, measure
of relative financial ability on the grouné that tax effort

is difficult to determine for an LEA or an area Served by an

eligible recipient. ED noted that it is often-very dlfflcult
to determine hew much of the industry-wide taxes would accrue
to a particular LEA or OER. éHere, §D'dia not appear to dis-
tinguish between local-.and state taxes.) , Consequently, ED
uréed states <t0 use property wealth per capitauﬁg/ Commencing -
in November of 1979 ED's policy appears +o have shifted from
act1ve d1scouragement to toleratlon of tax etfort measures?3/
It has not offered further clariflcatlon of the concept.

’ Although the measure is effort as g percentage of income
per capita of those within the taxing body, it is unclear what
taxes figure into this percentage. Fpr example, it ts‘not clear

whether this is to include only.taxes for public education or

for all units of government, or whether only local taxes or

41/H.R. Rep. No. 94-1085 at 34; Appendix A, 42 FR 53864 (0ct.3,1977).

“"42/BOAE/OVAE Suggested Procedures for Fédéral Fund Distribution - -

P.L. 94-482 (1979) at 1. See also the Final Report, DSVPO Task
Force on Federal Fund Distribution.Procedures, June, 1979 at 7.
43/Seez e.g., BOAE/OVAE Draft Information Manual for Federal Voca-
gyﬁnalmgducatlon Fund Distribution Procedures, Nov. 1979 at 6.

©N




both local and state taxesbare*to be included..

Even assuming it were clear what taxes should be included,

there would still be serious data problems in many states.

»

Accurate’per capita income. data-typically—are-not—available— ——

for LEAé where LEAs overlap other locél jufisdictional boundaries.

For the same Treason data on total local tax effort-are often

not available by school district. ' s
Because the tax effort RFA measure is virtually ignored
by the states, we have not devoted much attention to it other

than to note the above probiems; and we, make no recommendition

“

abquf whether it should be continued.

i N

- C. Low Income Factor C .

1. Purpose and Organization NP . C . .

£y

In addition to relatlve finahcial ablllty, the other most

o~

1mportant factor for distributing funds to LEAs is the "relative

o ~

number or concentratlon of low -income families or ‘individuals
within such agencies". Seetion’106(a)(5)(B)(i). The 1976
House amendments included this factor for the same reason as

RFA: "it readily identifies those agencies mosft in need 7

of this assistqnce"éé/ Thus, the low-income factor is a proxy *

measurement of need, for vocétional education whicﬁ provides

additional VEA funds to LEAs with disproportionate concentra-,

tion of low-income persons. '
We have identified two issues regarding the clarify of

-

the low-income factor: (1) what data may be used to measure

44/H.R. Rep. No. 94-1085 at 34.

a
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' ‘.( - ’ . ) N ' .
“the "low-iancome factor, and (2) what is .the meaning of

"relative, number or concentratipn"? -

2. Acceptable Data 'Sources -7 - = -

RN

—~-—J1r””TéaeraI and state lggal frameworks ~-- The term .*

46/See Final Report, DSVPO Task Force on Federal Func Distribu-

"low-income famlly or individual" is defined by the VEA as

-

"such families or individuals who are determined to be low- 6

income according to the latest available data ﬁrom the
' w5/

*

Department of Commerce.
As noted by ED itself, this statutory‘definition created .

p}oblems because Department of Commerce data may be up to 10

years old, and may not be available on, LEA ba51596/

As a result of these problems ED first recommended that .

states construct their own updates or “use acceptable proxiesféy

And some of ED's draft manuals on funds.distribution provided

Y

examples'of proxy data:éy

(a) The relative nmmber or concentration .
of low-lncome families/individuals within
3 the agency which are below a state-defired
‘poverty leve}
- ® *
(b) The relatlve number orgconcentriiion of
low-income families/individuals who have -
been designated as economically disadvantaged
by the §tate. .

(c) Aid to Families with Dependent Children ’
(AFDC) data. ' v

(d) Title I student count data.

(e) School Lunch Program recipient data.
45/Sec. 195(17) of the VEA (20 U.S.C. 2461(17)).

tion Procedures, June 1979 at 7,
47/1d. : #
. 48/BOAE/DSVPO Draft Information Manual for Federal Vocatlonal .
Education Fund Distribution Procedures, Nov. 1979 at 8.

BOAE/DSVPO Draft Information Manual for Federal Vocational
Education State Grant Fund Distribution Procedures, July, 1980 at 11.

; 19y \
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ED's standard for the use of proxy data was that it must B

be the "1atest and most reliable data on low-income families -

or individuals."42/ - o . IR
ED's most recent pronouncemeﬂt is less permissive -about” - 4

PToOXy data. It points out. that Department of -Commerce dat%

-~

is required by statute. While recoghizing that this. data.

nay not exist for LEAs or cannot be meanfngfully appiied, it

L

encourages states to contact ED for technlcal assttance =

rather than authorizing state dlscretlon to use proxies. ED

- does state that "in these cases lt may prove necessary

to permlt use of. « .[other] sources of data"?g/
During the time that ED was specifically authorizing

) h %
b o statéﬁ to use proxies, it was also recommending that counts ‘of

low-income children or students not be used if at all possible?l/

“

As stated in oné_ED-}eport, child-student data were ob-
jectionable because it is the intent of the law to base fund- »~

ing on ‘the nceds’of the community supporting, the program and -

-

not on the needs of °the school age populatlon alone, and that
o, '
this factor would 1gnore the number of adu_ts who want to update

&

their occupational skills as well as variations from one o

N
. L

]
e 7

distrint to another in the proportion of bChOOl to total ‘.~ -
populatiorn. ED specifically criticizeq use of AFDC and Title

I student counfs as téo»limiting because of the possible
undercounting of families/individua;s not applying for AFﬁC

benefits. 52

48/0VAE/DSVP P"ogram Memorandum FY 81-5, Feb 11, 1981.
53/1d.

51/BOAE/DSVP Draft Manual for Federal Fund Distributior Procedures

Sept.1979 at 5.

52/Final Report DSVPO Task Force on Federal Fund Dlstrlbutlon Pro-
Q cedures, June 1979 at 6-7.

198 .
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a ' . o»

B A latén'draft funds distribution manual was less

3 categbfica&?ﬁl Al;hough it ngpéhted most of the objectiéns LY

. - . . : : . 2
indicated that "it may be advisable to use student data as

-~ L)

part of the aggregate to indicate low-income families/individ-
uals, as long as the total population counted includes’adulgs",- -~

How student and family/individual data on low-income were to

- be combined in this situation was not made clear. Later draft

handbooks and DSVP Program Memorandum 81-5, however, have listed

AFDC, Title I and school lunch data as permissive pioxies?él

T Currently, only one of our four statpé uses Depaftment
of Commerce data om low-income families or individuals. The =
other three use proxies, such as‘%FDC, Title I or s}afe low—
income data.‘ In each instance, they had the burtden of demonstrat-
ing why these data were preferable to Commerce Department data,

e.g., one state had to demonstrate "the correlation between AFDC
< ’
- and Department of Commerce data.

¢

In the two states which use AFDC and Title I low-income stu-

-

dent data, the low-income factor can be calculated directly for

. %

*
A K ” -
B

53/ BOAE/DSVPO Draft Manual for Federal Fund'Distgibution Pro-

cedurees, Sept. 1979 at 7. - g
54/ 1d. o »

& } -

. 33/ED has specifically disapproved certain proxies. These
include total taxable income, per capita income, local
personal income per pupil or per total Population. ED
considered these to be indicative of financial ability
rather than the number or concentration of low-income

® families. Unemployment data were also rejected as a Proxy
Lecause. this was said to be an indicator of economic
depression rather than necessarily a measure of low-income
families. Final Report, DSVPO Task Force-on Federal Fund
Distribution Procedures, June 1979 at 6-7. :
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q\ -
\ .
par{icular LEAs since these data are avallable by LEA
¢ . ~
—.~" +The states which use Department of Co rce and state col-

e e —— e —  — ————— e ———

I s — — e e e v— e e ——

lected low-income data only have such‘'data by county‘énd“not. :
by LEA:~ Censequently, in these states all LEAs g;thin a ceunty' .
are assigned the same low-income factor irrespective of whether

proportions differ within counties. -

b. Policy analysis, conclusions and recommendations --

L4

Low-income is an-accepted measure of the need for additional

'eduqatienal ser;ices, and also can be considered a proxy measure‘

for the‘capacity of the local population to fund eéucétioh. .Title
I of the>ESEA (now Chapter 1 of the Education Consolidation and i

Improvement Act of 1981), for example, has,6 long used low-income

(/ ’
to target aid &o educatxonally dlsadvantaged students.SO/ ' )
'..
The statutory definition of "low-income fgmilies or indi-
. “. ; ¢ -
viJduals" refers to a determination based. on data from the De-

v
-

partment of Commerce. Unfortunately, these data, because they

o

are frequently out of date and not available on an LEA basis, -«
have serious flaws when used to measure the_number or concen- b
tration of iow-income persons within school'distric@aL;/,x
Legitimate;state,pressure resulted in ED's recogmit}on
° that proxy data may be more current and accurate. Eﬁ‘s poliey
"in this regard, however, has been neither clear nor consistent ° .

concerning acceptable proxies. For example, it first advised

. against the use of data on Jlow-income chlldren or studentb and

DR D il S A R S S S A R BT AP AR AR B R AR R TR I R S Y SN S A A B i R BN I I

then permitted it. ]

567Sec. 101 of Title I of the Elementary and Secondary Education-
Act of 1965 (20 U.S.C. 2701) (as amended by Chapter 1 of the
Education Consolidation and Improvement Act of 1981).

200
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low-income families or individuals are- inappropriate for use

the Education Consolidation and Improvement Act of 1981). 31/
~5'Z/Id , T . . ’
- —‘ . 4 v Il
- 20
~ ; -6

— o —— — — o a— e —t—

—

as “the. 1ow 1ncome measure in many states. First these data
¢

typically are not Lvallable by LEA. This means that data for - .

A
larger units such as counties have to be used. Low-income ‘ ’

[N -
-

persons may be hiohly concentrated iu a f # LEAs w1tﬁin the

county. Yet this fact is masked by the use of county data and

*’ We have concludedﬂthat Department of Commerce data on o 1

results in providing funds based on the low:income factor to
LEAs that should not quali}& for’ them. Second, Commerce data. -

comes from the decennial census. This is only updated'between.

(9

census counts in areas with larée population concentrations,
and these estimates are not-made by school district. These .

data can be as much as ten years out of'date. ° -

Conseqaently, we recommend that the statutory definition

-

of "low 1ncome families or 1nd1v1duals” 5e amended to delete §\‘ﬁ< ]
all reference to Department of CommerceTL / Furtﬁer F‘\\
recommend that stateggbe permitted to us ge best available,

data specific to an applicant or to the a it serves, This ' .“'
would make clear, that ‘low-income data for unigs 1arger than

a single LEA are invalid measures of the need r vocational

education in a particular LEA, and should not be Eed. :

n

Since in many -states low-income data are not available v
by LEA for the general population, low-ineome data on

students enrolled in the LEA frequently will have to be used --.

as it has long‘been’under E}tle I of the ESEA (now Chapter 1 of




It is'our cénclusion that, for LEAs, student data on <
' low-income are, often a better reflection oﬂ the need for

= ~ . ‘
R — —— ﬁl»— i - rm———

? . °
vocatlonal educatlon at the- secondary school‘level than . T

data for the total population of the area. - LEAs predomlnantly
" - provide vocational education to non- -aduit students who Lre ‘ o
' enrolled in a fyll- t1me secondary echool program n addltlon ’
t. » the student 5/oies, particularly ‘In cities, often reflect a lower

income .composition than the general popnlat;on% ‘In thesé 51tu-

atians the use of low-income data ror tne total;gonulation .
would underestimate the actual concentration of students ‘from &

low-income families being served by the LEA. Consequently; we

recommend that the statiutory definition of low-income family
. P .

v

&

or individuals be amended to include children and students,

N To incorporate the recommendations made above, we recom-
mend that the definition of "low-income family or individual"

‘ T s .
be amended to read: . . ' .

Low-income Familgﬁor Individual

The term "low income family or indi-
‘vidual" means families, individuals, ®
’ childrén or studentS who are deter- .
' . mined to be low-incg\a\accordlng to
the best available data specific .to

. an applicant for funds under thlS
Title, or to the area it serves

3. Relative Number.or Concentration

.

a. Federal and Stat8 Legal Frameworks

v

The VEA describes the lowyincome fac&or;aé be;né measured

-

: by the "relative number or concentration of low-income families
-~ © 1‘ L]

{

1Y (4
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-

-

or individué&s.f."iﬁj Both the statute ar.. legislative

- . ’ /
history age silent as to the meaning of the underlined

.y I

* phrase. But ED has consistently lnterpreted it to refer to

e

the relative occurrence and‘concentrat‘on of low-income

persons rathey: than abso}ute-numbers 29 < .
N ‘

> ; The;statutory language does not clearly deflne whether

a recipient! s prOportlon of low-income persons lS calculated o

7 as a p1oportion of the rec;p*ent s total populatlon (famllles,

»

L Y

*

1nd1v1duals or students),or as a proportion of the total number- .

4

of low-income persons in thc states ' ED has resolved this-in

°

~ favor of the, former intverpretation. It h%s‘consistently
stated that "relativq number and concentration" are synonymous ’
2 6 ] \ . R . .
and mean "that poxtion of the .population within the LEA |80/

Va . - _—

ED has alsc~interpreted the"low-fncoma factor to require
. \ \ *
-a count of fam111es or persons below 'Some accepted ‘poverty

0 [ X

threshold, aird has not pernltted the use of.average or median

ﬁ ‘.

6V =

family. or per cap1ta income.= . -

> = . v
e

587 Sec. 106(a)(5) (B) (1) of the VEA of 1976 (20 U.S:C. 2306(a)
(5)(3)(1))

59/See, e.g., Final Report ‘of the DSVPO Task Force on Federal

Fund Distribution Procedures June, 1979 at 6., *

60/See, e.g., Notice of Interpretation 45 F.R. 81813 (Dec 12, 1980)
at 81814. The only policy paper whichsinterpreted this phrase to
require 2 proportion of the State's low-income population was
sthz Final Report of the DSVPO.Task Force on Federal Funds Distri-
bution Procedures, Jure 1979 at 6. This interpretation was

swit c%ed to the proportlon within an LEA ip the subsequent pollcy
manua BOAZ/DSVPO Draft Manual for Federal Fund Distribution -
Procedures, Sept. 1979 at § A later draft information manual
permits states to include a comparison of the concentratlon with-
in an LEA to the concentration within the state "as an

indication of each LEA's relative standing. . ." BOAE/DSVPO

Draft Infdrmatlon Manual foréfederal Vocata&hal Education State
Grant Tund Distribution Proc dures, July 1980 at 10.

61/See, e.g., BOAE/DSVFO, Pennsylvania State Plan Deficiencies \\
as a Result of Management Evaluation Review for Compliance/
Quality, June 20, 1979. at-1 2.

20 L '

</
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.The first funds distribution forﬁula.adopted by several
.7 states in response to the 1976 amendments measured the 1ow-
-~
e income factor by the absolute,number of 1ow-income persons. ) ¢

A

Y e e —— ——— w

h ED found these loy-incomé factors to e out of compliance, and

enrrently all use a proportional calculation. One state., .how-
re ever, stil'.determines a recipient's low-income prcportion
- as-that recipientus proportion of the total number of low-
income persons’ in the statewﬁespite ED's clear position Eo the’

’ contfaf&: ﬂA second state was recently challenged -on tnis same ~u
matter, and changed its measure as a result.' .
- - b:" Policy analysisL_ébnclusions and recommendations -- We
have coneldded that ED has eorrectlv interpreted the low-income

“ o 2 } ) 0] 3
factor to require a count of families or persons below some
accépted poverty-threshhold. The statutory ‘definition is

clear that the measure must be based on g 'relative number

2

. ~ . ) .
//)V/ or concentration of low-income families or individuals.”

‘Median familﬁ'ingome'or per capita income data do not permit
: S o :

wr
-

gﬁe to Jdetermine the “number or concentration' of families or
indigiduals. Per capita income data are averages which can

" 7 mask great differences in concentratiens of revenue at

different levels of .income. One community may have high / L

.
.4 . s

- concentratibns of\both boo% and rich_pexsons; another mdy
“*/// have only mlddle 1ncomp persons yet both may have the same -

per capita- income. blmllarly, median famllv 1#come only glves

-

: the income Whlch half the population is above and below --

>

again, providing little informafion on income concentratlons.- . -




. . With reSpect to ED's interpretatlon that Yhumber or con-
} pentretlon"\refers to the propox tlon of 1ow-income to total

population of a patticulag;recipient, we have concluded that,

i in genetal, this is cons%ﬁtent'wfth’ﬁhe“intent of Congress.

3;1 . Problems have arisen from thi’ interpretation, not becaese it -
. is incorrect'or-illogical; but because of it;\interaction w{ih an
: o egroneous ED interpretation coéncerning the inte}action of funds
, Y §

distribution factors.

-

We term ED's erroneous interprétation the "service unit

L fallacY"szl The ‘service unit fallacy is ED's urging (in

some cases requiring) states to eliminate the number of

oA « . b,
- pupils to be served with VEA funds (or other service unit)

from state formulas for dlstrlbutlon of-VEA funds. As dis-

* -

cussed in later chapters, funds dlstrlbutlon formulas- have

. 0}
3

O [N - .
62/The service unit fallacy is discussed at greater length in
Chapter 4. ) .

M)
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irrational distributional ‘effects when pupils or other measures
of recipient size are eliminated as multipliers in the formula. For
example, where the number of students in each LEA is not used
as a formula’ multiplier, two LEAs that have véétly different
enrollments may qualify for the §3§g total amount of VEA funds -
if.phey have the saﬁé scores on the formula factors, e.g., low-
income and RFA. Wheré no recipient size multiplier is used in the
formula? the use of a pe;centage concentration measure of low-~
income persons contributes to the irsational result described
above. ‘1In ?his case a low-income measure that used absolute:
pumber of low-income persons in the LEA,or the proportion qg
lowéﬁncome persops‘in the state that resides in the LEA,would
ﬂavé/the effect of giving some weight to the size of the LEA.

The problem here, however, is not ED's interpretation of
the low-income factor, but rather its lack of clarity concerning
tge use of pupils or other recipient size indicators in formulas.

For example, where a pupil multiplier is é%rrectly used, ED's

proportional measure of low-income persons results in each

.

4
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pEA with the same proportion of low-income persons (to total

°LEA population) being treated alike Bn a per pupil basis --

__a fair method of allocation. — - e

=% Thus, incorporation of the recommendations concerning re-

quiring a recipient size measure in VEA funds distributién formulas
would ensure that ED's correct interpretation of "relative

number or proportion'" does not have an unintended distorting
effect on the distribution of VEA funds?gl

IV. OER Fund Distribution Factor Provisions

“

A. Overview and Organization s
Under the VEA, separate f.ids distribution factors must be
applied ©0 "Other Eligible Recipients".@y These factors are:

1. "the relative financial ability of
such recipients to provide the re- o

sources necessary to initiate or
maintain vocational education pro-
grams to meet the needs of their
students'"; and

2. "the relative number or concentration
0f students whom they serve whose edu-
cation imposes higher than average
costs, such as handicapped students,’
students from low-income families, and
students from families in which English
is not the dominant language.'RYy

The relative financial ability facfor for OERs is similar
to that for LEAs, and certain issues, such as appropriatg data

sources for property wealth, are common to both fadtors. The

83 /gee Chapter 4 for further discussion of the recommendation

. v on recipient size measures. .

@&/As described in section 2, most OERs are post-secondary
-institutions such as community colleges; however, in some
states post-secondary institutions are considered LEAs to
qualify them for VEA work-study and cooperative education
programs. ‘

65/section 106(a)(B) (i) of the VEA (20 U.S.C. 2306 (a) (5) (B) (i)).

e 207 y

s
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same is true of the term '"relative number or concentration"

which also appears in the LEA low-income factor. Discussion

of these common issues3 treated in the previous_section .on_

LEA factors is not repeated here.

This section focuses on issues specific to OERs and
identifies needed glarificationtcr modification in the OER
RFA and higher cost students-factors. '

We- identified several problems which prevent the RFA and
higher cost student factors for OERs from operating consisténtly

to accomplish congressional objectives respecting the distri-
bution of VEA funds among recipients.

First, state funding systems fpr post-secondary institutions
are often very different than those used for school districts,
and fhe concept of RFA has not been ponsistentl& interpreted to
_take into account state methods for funding post-secondary
institutions. ED Has provided inadequate guidance concerning
the measurement of RFA of such institutions, both wi%ﬁ respect
to the tax base or revenue measure and the use of a per pupil
or per capita\basis fo;-comparing institutions.

Second, the OER factor-of higher cost students was also
weakened by amb%gpity about m2thods of counting students and
the lack of any necessary relation between students counted as

"higﬁef cost students' and the level of services provided to

such students.




.the regulation means what it says is unclear, -ED's most
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' B. Relative Financial Ability

1. ® Federal and State Legal Frameworks

~Relative financial ability is required to be one of the
two most impdrtant factors for funding OERs. The regulations

State : . Y 2

L] "in the case of OERs, the relative
financial ability of such recipients .
to provide the resources necessary to
initiate or maintain the vocational
educational programs to meet the needs
of their students. . . 66/ .

The same.general definition of "financial ability" in the
regulations applies to OERs and LEAs. For both there is the
option of measuring RFA by property wealth per capita or
total tax effort of the area as a percentage of incomeéz/
The regulations specifically state that the property‘wealth
per capita measure applies to both "local school districts
68/

and. . . other public agencies having a tax base” Whether

recent“program memorandum on funds distribﬁiioh requires OERs

to use the LEA measure of property wealth per pupil "if an

OER chooses tgo be considezed as an LEA in order to use Federal
Q

funds for cooperativé education and work-study programs and

has its own taxing authoriﬁy.“gg/ This leaves open the issue

66/47 F.R. §1048141(£)(5) (B) (i) (II). (Quoting from the statutory
language of Sec. 106(a)(5)(B)(ii) of the VEA (20 U.S.C. §2306 -
(a)(5) (3) (ii)).

£1/42 F.R. 53864 (Oct. 2, 1977). ‘

68/14.

69/ 0yAE/DSVPO Program Memorandum FY 81-5 (Feb. 11, 1981) at 7.

<09
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\-

‘of how to treat OERs that have local tax bases, but do not

choose to be treated as LEAs to qualify for cooperative

education and work-study programs.

Where OERs do not have a tax base, ED has not required

v ’

states to use the "total tax effort of the area'" option for
measuring RFA. Rather, ED has authorized several other

f
options. States first were permitted to diispense with the

property wealth per capita measure for RFA where the state

"provides full financial support for other eligible' recipients,

either by funding 100 percent of an approval budgég or by
w70/ '

\

providing a uniform level of support. ED's most recent

»

-interpretation on this issue no longer refers to the state

providing "full financial support," nbr‘doeé it appear to

require- that the OER have no tax ba§e{ Insteéd, the éiiteria
are now stated as "where an OER receives no.local funds or -
receives a uniform level of support’ from tﬁe state."Zl/

Originally, Federal éﬂmiﬁistratofé au£hofi2éd states:

that met+ the criterion to use one. of two options for relative

- -

- - B

70/Final Report of the DSVPO Task Force on Federal Fund Distri-
bution Procedures, June, 1979 at 8. See also, BOAE/DSVPO
Policy Memorandum, FY 79-6, Sept. 1979 at 8. P

" 71/0OVAE/DSVPO Program Memorandum FY 81-5, Feb. 11, 1981 at 6.

>
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financial ability:~= ¢
(1) it could consider the institution
which receives the largest amount of
state funds as the one with.the highest
ability to pay, or

s
1
2
m‘ ﬁ

, (2) it could assign the same wéight to
! . all OERs for the RFA measure, in which
/ case RFA 1is inoperative.

I . Within the same year, BOAE added a third qption: OERs .

: V‘= ~ N

/ meeting the criterion could "define the service area of each

f

| OER as clearly as possible an&-use a composite of relative \\\*

7 financial ability computed for each LEA withﬂthe service area.'lé/
"In_its latest interpretation, ED réduced the options to

two, eliminating the option of making RFA inoperativezé/ ED

N
eliminated this option on the ground tha it did not have the Y
f\ authority to ignore a factor required by statute.zg/ _ ~‘

i Post secondary institutions- receiving VEA funds in our

support. In two states these institutions, primary community

colleges,were Suppbrted from a combination of local and state

o

tax revenues and student tuitioném/ In the other two states

N

4

. 72/Final Report of the DSVPO Task Ferce on Federal Fund Distri- ¢
butlon Procedures, June 1979 at 9. The Task Force Report noted ) l
. that ‘the first methqd "does not take into account different size
institutions/programs or~the fact that different institutions
- will be fully funded at dlfferent amounts. It is not an accurate
indication of need". -The second method was found to "yield the
most accurate expression of need" and was the ''recommended"
method., See also BOAE/DSVPO Draft Manual-for Federal Fund Dis- 1
tribution Procedures, Sept. 1979 at 9. . :

—3/BOAE/DSVPO Draft Information Manual for Federal Vocational
’ Education Fund Distribution Procedures, Nov. 1979 ‘at 10, ¢
v and Dec.. 1979 at 10. See also Draft Informatlon Manual
for Federal. Vocatlonal__ahcatlon State Grant Fund Distri-
bution Manual. July 1980 at 13. - B

J4/OVAE/DSVPO Program Memo. 81-5, Feb.”11, 1981 at 6. ,
1¥1d.

76lOne of these states treats post- §iEondary lnstltutlons as
LEAs to enable them to partlclpate in work-study and
cooperative programs.

Al

\ four study states reflected two different patterns of state ' ]

¢

-
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local revenues were not used, with primary funding coming

"efrom state revenues and tuition. In one state thése were

state funded community colleges; in the other statgzkghg§g, o

were state funded technicsl schools. The RFA measures used
W

. by the states, which ED approved, could rot always be

predicted, however, from the interpretations of RFA described

- above.

/originally used a measure fo; RFA of staté appropriations to
each OER per FTE 'student and the annual percent increase in
tuition cost at eéch OER. ED found these measures invalid
apparently because it concluded they did not give a true
indicatibn of "an‘institution's ability to pay."

)

Subsequently, with ED's approval, RFA was measured by

‘net revenues, endongnts and”“gifts per FTE student (net

Lo

revenues excludes both state and Federal revenues). This

——cay, "

RFA measure is inverse1§ scaled so that OERs with the

greatesé net [local] revenues receive the fewest VEA funds.
The, other state whose community colleges rece;ve.localt

funding Briginally used state apportionment and local tax

reVenues'per FTE students fﬁ’ﬁVerage daily attendance. Subse-

quently, the state went to a prope.cy wealth per pupil

measure of RFA for its post-secondary "LEAs."ZZ/ Then,

Z-z-/Althouzzh the state considers these institutions LEAs, they
are ranked separately from school districts. In addition
this state used a state local revenue measure of RFA- tor
community «colleges before it used h_similargmeasure for
school districts. School district LEAs used a property
wealth per pupil-:measure of RFA at :that time. This
indicates that evern though community colleges were formally
considered LEAs,’the considerations that went into the
choice of the RFA measure related to their status as post-
secondary institutions. | -

~

212 :

One of the states, in which OERs receive local tax revenues,

-
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L d

following the enactment of a local tax limitation which
v
resulted in an infusion of additional state aid to ~ommunity
2

colleges, the RFA measure ‘was changed to the state-local reve-

nues limit per pupil imposed on each institution by the state's

p financing-program for these-institutions.. This measure was
" %)

accepted by ED.

/ : One of the states which funds OERs from state funds
/ : _ and tuition (no local money) asked ED to permit it to drop
‘éw . the RFA measure. This was denied, and ED hencouraged" it / »o
’ to continue its county property, value per capita-measuré.

. This measure is based on the county in which each community
college is located.

: The other state where OERs receive no local reveuue
originally opted to eliminate RFA from its formulas. In late
1978, the state's formula was found to be out of compliance

- with the RFA requirement for OERs. Subsequently, the state
adopted an RFA component in the formnla in which RFA was

\ measured as the projected cost perwfu11~time equivalent stu-

e dent in vocational instructional programs. ED approved this
2 . . ’ ! .
— measure.
” \ ) 8
. 2. Policy Analysis, Conclusions and Recommendations

' OEﬁé, which are primarily community colleges and post-
secondary area vocational céﬁ%ers, are more diverse in their
funding than LEAs. LEAs generally are fﬁnded from local property

‘tgges and state aid, with the addition of smaller amounts of
fe&énal assistance. JOER's, in Eontrast, may cover a portion
of thei}*qpsts\with tuition payments, and’ their reliance on
state and 160a1 tax revenues is highly variable from state to
state. In some states funding is like secondary schools
.® . ;21;3 _ -

AN

\ - .
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”

with heavy reliance on the ‘local property tax (and in come
states community cclleges are related to school districts).
In other states post-second;;y institutions offering vocational
.education reéeive~np fdnd§>from'loca1 tax sources. It has re-
mained unclear under the VEA how RFA ghould'be applied tc¢ such
institutions and when various measures of RFA can-be used.

Under the language of the regUIationS,Z& relative finan-
cial, ability for OERs with a tax baseris to be measured by the
property wealth per capita of the-OER - unless the tax effort
measufe“is used. -

However, under ED's most recent pronouﬁcement, it is not
clear whether ,all OERs with a tax base mus£ asenpr;pertquealth
~vf§gr capita, or only those that choose to be considered as TEAs
te qualify for work-s§udy and cooperative programslg/ p

Furthermore, in .neither of tﬁe fwo.states where community
colleges receiveylocal tax revenues sz the RFA measure used
(or approved by ED) péo;erty-wealth per capita. One now uses a
measure of state and local revenues per student; the other uses
geto[locall revenues, endowments and gifts per student. The
point here is nof that these measures are necessarily inappropri-
ate, but that one' could noé predict that théy.would be accept-
able under ED's interpretationscof RFA. Under ED's interpreta-

" tion an OER.&fd to receive no local funds or receive a uniform

/8The definition of "financial ability" is taken from the House
Report accompanying the 1976 Amendments. See H.R. Rep. No. 94-1085
at p. 34. .

79/0VAE/DSVPO Program Memorandum FY 81-5 at 6 (Feb. 11, 1981).

o 214
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"

- 1evé; of state support to he eligible fog,;hége optional (,
\ measures of RFA. The ambiguity of the term "uniform level

of support from the State day have led /2 this result.

This ambiguity is reinforced by the changes made by  ED

in thescriteria for the use of alternatives to the property

wealth measures. The first annovnced criterion required a . —

3

state to provide "full financial support" for its OERs.”

More recently the criteria fare that '"an OER receives no local

;_...‘._ﬁ_, _— . - . Vv .
s tunds Or receives a uniform level cf support from the Gtate"ﬁl/

On its face, a “uniform level of support" would include a >
T . langely locally funded system of- OERs iu which the state pro- .,

vides a unlformlv small flat grant to each OER.

. nD's optional.‘revenue measure of RFA 1is itself ambiguous,

S 0

This measure is stated as '"the amount of funds the State legis-
lature makes available" to an OER. ED has not clarified whether _
this is the total amount of funds received'by the institution

or the amount per student, That ED appeared, at least at one time,

,

to view this as the total amount received is indicated by

an ED report which criticized the measure because it "dues not
take into -account different size insfitutiouifprograms, . .?5&/
This, of.céufse,ois true of the total amount received, which

is an invalid basis for coméaring institu%ion; - a per student

revenue ﬁegsufe is not subject to this problem. ‘Fortunatelb,

all of the states in our study whicli: use a revenue measure

»y

QQ/Final Report of the DSVPO TAsk Force on Federal Fund Distri-
bution Procedures, June, 1979 at- 8.

81/OVAE/DSVPO Program Memorandum FY81-5 Feb. "11, 1981 at 6
82/F1na1 Report of the DSVPO Task Force on Federal Fund Distri-
butlon Procedures, June 1979 at 8.

° H
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of RFA do so on a per student basis. ED's lack of clarity
here on use of total revenﬁeg.or per pupil amougts,"ié, how-
ever, éymﬁtomati; of other serious problems resulting from a
similar uncertalnty about the use of per pupil calculations in ) o
"other VEA formula calculations.83/ ED should clarify that any
optional revenue measures of RFA must be calculated on a per ’
- pupil basis. 84/ )
) We have also concluded that one of the optional measures
of RFA for OERs that receive no local funds is inappropriate. -
Under this option the service area of each OER is determined
and "a composite of relative finaﬁcial ability [is computed]

for all LEAs within the .service area' %2/ This means that even

though the OER recéives no revenues from iocalrproperty taxes,

the size eof the local property tax base per éﬁplta is used

as the measure of the OER'S re iative f1nanc1a1 ability. One of

our study states where OERs rec;ive no local funds usé; this

me;sure of RFA. _ It is our conclusion that it is invalid to

measure an QER's'fingncial ablility by a measure of taxing ability

for a‘tax that is not used to suppért Rhe OER. We recommend that\

this option be eliminated.  ° : ' .

. We agree with ED's current interpretation that relative

financial ability should ﬁot be ignored as a funds distribution

v

factor where OERs receive no local tax revenues but have dif-

fering fiscal abilities due to unequal state funding, differiﬁg
8 /Final Report of the DSVPO Task Force on Federal Fund Distribu-
tion Procedures, June, 1979 at 8.

84/This “is discussed in Chapter-2 at n. 29. ) . , !
85/OVAE/DSVPO Program Memorandum FY81-5, Feb. 11, 1981 at 6. ' ‘k
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- ..
tuition levels (which may reflect the economic status of the

n

studenté), special grants and.cgntracis and corporate donations.

Consequently, we recommend that RFA be retained as a furds dis-
v T

. We aléo recommend that: the VEA be clarified to permi%

NERs to use an optional revenue measure of RFA, similar to
that recommended for f.EAs in the preceding sectiofx.“Undjer
this option an OER would not have to be fully state funded to

usé a revenue measure of RFA. ‘Rather, if local tax revenues
v . N

rd

amodnt to less than 25 pércént of total Tevenues (less Federal),

! -

RFA could be measured by an OER's toﬁaltrevenues {less Federal)

. per pupil.

"In fact, ED has permitted states to use similar ‘measures

for OERs having some local Qgi sources, in spite of issuing for-
/ M .

° .

mal interpretations that appear to prohibit a revenue RFA measure
in this situation., Our recommendation would authorize the current.

practice of using a revenue measure when small amounts of

local tax revenues are used and would put parameters on the use
- \ .

of titis measure. R
. -

We also recommend that the revenue measure of RFA be ¢

clarified to require OERs to include non-tax sources of revehues

in this revenue measure. This would include such non-Federal
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sources® as Erants' contracts,‘gifts and endowments. With

N u;éspect' th& inc1u51on of student tuition, we recommend

-> I

:that sta es, be given the optiQn of including or excluding it A

. in the ‘revenue computation. We also recommend that scates be

3

given_ the option of'using revenue and student count for the,

total 1nst1tution or .only: fo;{vocational education. These arer;i::i)
S . N , .

A choices that will- depend on matters such as state and.OER

. -

accounting sys+ems. E ' \;7 . . )
& '4. . { . .
.Finally, we recommend disapproval of ED's conCept of

"uniform level of support from tﬁe state” as a basis for quali- .

fying for the optional measure of ‘RTA. The uniiormitz of the

level of state support by itself has llttle relevance to
“the relative financia} abflity a J’OERs. ThlS uniform level
.could-represent 95 percent of an 1nst1tution's funding or 10

percent. Uniformity. simply connotes - a flat grant per institution . )
or .per pupil. S*nce Adocal tax revenues can still be thenpre-

dominant source of an OER's funding where the state provides a

_uniform level of funding, this,concept\should not be used to

draw conclusiqns about. the funding of OERs. .
) C. ‘Hiéhei Cost Students N~ ‘ .- :
“ ’) - ’ . . . ‘oN/\ ,.

."l. Purpose and Organization o ) o 7

~

In addition to RFA, states are to distribute VEA,&%nds-to

OERs on the basis of: .. . , g (
. the relative number or concentration

’ ¢ of students whom they serve. whose edu-
cation 1mposes higher than average costs,
such as handicapped students, students.
from low-income famjlies, and students
from families in whicn English is not
the dominant language.8¢/ . - Coe y

-~

L4

‘? o BGSee 106(a)<5)(B)(1) of the VEA (20 u.s. C 2306(33(5\(R)(1)),

*
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—_— This factor serves a function which is parallel to the

K

e . LEA low ingéome factor: it seeks to térvet additional funds
on reclplents serving needler and more castly students. Unlike
. *he low-lncome factor, whlch may measure the characterlstlcs

’ . .of the generalgopulatlon ofﬁthe service area, the OER hlgher

[«
“ cost student factor identifies students requiring more costly

‘educational programs which are -served by the. institution.

s B This section. will focus primafi;y on three‘issues:‘ (1)

- ¢ ‘who are ."higher cost" students, (2) what dre appropriage
, -

, ' measures of higher cost students, and (3) whether'counting stud-

o

- ’ dents as a hlgher cost student 1mposes any obllgatlon on the.

-y -

9OER concernlng the seryices to be provided to such students.

v
\

\\;g - 2. TFederal ‘and State Legal Frameworks -

. - - The higher cost student factor was adopted as the other

] . o
,

L . : g .
#: o, most important factor in'distributing funds to OERs in the 1976
:,? .o amenhments to the VEA. The prior VEA which d1d not dlstlngulsh
between LEAs and OERs had réequired that ythe needs of such stu-
e o ) dents be glven "due consideration" in VEA fund1ng?7/ The 1976°
) < - " ' ce v n E o . :
> - 87/The 1968 Act required that: -
. (B) due consideration will be given to the relative voca-
\ S ' tional educatlon needs bf all population’'groups in all geo-
et ‘ . graphie areas and communities in the State, partlcularly
* . bersons: with academlc, socieecoromic, mental and physical
' " handicaps that prevent them fgom succeedlng in regular voca-
A J. tlonaI educition programs. [and that] . .

%

(D) due. conslderattgn w111 be given to the cost of the
programs, services nd actlvmtles provided by local educa-
tional: agencies Whﬁ is in éxcess of the cost which may be
normally attrlbuted\;o\the cost of educatidn in spch local
’ n “educational agencies. )

.- _Secttion 123(a7(6)(B) and (D). ._ﬁx

<~.
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amendments sought to ensure that they were, in fact, taken into
account. The House Report included this factor because it

"readlly 1dent1f1es those agencies most 1n need of this .

assistance" 88/ 3

The VEA specifically indicates certain higher cost students
that may be included: hendicapped; low income and limited
- English-speaking. ED has interbreted the standard of "higher
than average costs" to perﬁit a state to include any stu-
den;'whose education impqses higher costs, ‘except that ED has

specifically exc¢luded "comparative program costs (e.g., welding

an 4 typ1ng)"89/

ED has interpreted "relative number or concentration" in

Ls <

the same way as in the case of the LEA low-income factor: as

- . RN * «

the' proportion of such students. In this case, the proportion
must ‘be of "high cost vocational students to the‘total vocational
student “population of the instituiion"?gl

Because local applications must be submitted to the state "

prior to the fiscal year for which funds are sought, ED permits

3

OERs to estimate the future number of high _cost students from

88/H R. .Rep. No.94-1085 at 34.

SQ/See, e.g., BOAE Discussion Paper, Suggested Procedures for
Federal Funds Distribution P.C. 94-482 (1979) at 3.

90 )U/S¢2, e.g., BOAE/DSVPO Draft Information Manual for Federal
Vocational Educatlon Fund Distribution Procedures, November 1979
at 11, and subsequent manuals. The previous manuals did not
specify "vocational students', But referred only to students.

~ See, e.g., BOAE/DSVPO Draft Manual for Federal Fund.Distribution
Procedures, September 1979 at 9.

- o




previous enrollments.gl/ -

ED, however, has not issued any interpretation on how/

students are to be counted, 2.g., 6y a head ‘count or on the

basis of full time equivalénts. ¢

ED has interpreted these fund dlstrlbuulon requirements

for OERs to be 1napp11cable to contracts w1th prlvate voca-
tional training instltutes "or other exlstlng ingtitutions"

2

which may be funded outside of the funds dlStrlbutlpn pProcess
®

of section 106(a)(5).22

"

Out of four study states only two actually used the
higher cost student factor in their VEA post- secondary formula
- This was Because one state considered its:community colleges
S . LEAs athuSed the LEA Tow-income factor instead, and another °
state effectively eliminated the higher cost student factor
by treating all OERs as‘haviné the sahe proportion of such stu-
dents Dbased Bn the assertion that all OERs draw students from

all over the state.

9ﬂThe Flnal Report of the DSVPO Task Force on Federal Fund Dis-
Tribution Efocedures, June 1979 (Attachment: Issue #12), recom-
mended that’ projections be used as the preferred method. Subse-
quent draft policy manuals repeated this as an option. See, se.
Draft Manual for Federal Fund D:strlbutlon Procedurgs, Sept.1979
at 10.

92/Draft Informatlon Manual -for Federal Vocational Education Fund
Dlstrlbgtlon Procedures, Dec.1979 at 11l.

4
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, ) g
One of the states originally converted the one factor

into three factors: (1) disadvantaged and handicapped enrollees
“\-;ggréllees, (2) black enrcllees, (3) hispanic enrollees, and (4)
tne\péfCent of persons below a certain poverey level. ED. -
objected to fourtfactors for higher cost stu@ents as giving
too much weight to it. The current factor includes only one
factof wh@ch includes both handicapped and disadvantaged
students.
The other sgéte_}ncludés students served who are
staiéapped, féom low-income families, or from limited- °
English speaking families. Originally this state assumed

.8 . -
that every OER served the state average percentage of -

handicapﬁgaugﬁﬁiigtgﬁhich effectively eliminated handicapped

students froﬁ'the’ﬁormula. . Instead of calculating a
percen&age of higher cost stﬁdepts to total students in -
the OER, this state originally calculated the percentage
of the Fotal numbe: of higher cost students in the state who
were served in each OER. ED challenged these practices
and now| the actual number of handicapped students served
is usedland thq:percentage is the proportion of higher
cost students to an OER's total students. This state uses
1

a simpljnhead count of students rather than full-time
ey

equivalents.

1
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No stiate imposes any obligation on OERs concérning the .

services to be provided to higher cost sQudenfs whom they

count. -

v < . -

3. Policy Analysis, Conclusions and Recommendations
Although the VEA 1is fairly spe;ific about which
students to include,'séQeral of qur states originally had

problems in this regard. These problems appear to have
been resolved and we see no need for further clafificatioﬁ
of the general categories of students that can be included.
ED has not deﬁft with the issue of méasuring higher
cost students even though this may be a problem in some
states. ED ﬁergits states to use simple head counts of
such students rather‘than full-time equivalent students.
Since post-secondary institutions such as community colleges
enroll both full and part-time students and often sponsor
special educétional programs, a simple head count may g%ve

a distorted view of the student population. A simple head

oo
oo
LW




count works to the disadvantage of institutions that_enroll.— -

greater proportions of full-time students and offer ‘fewer '

short courses. For this reason, standardizing student

counts by using ;'full-time‘equivalent%basis (e.g., by using
contract or credit hours) is usualiy necessary to accurately
compare relative numbers. or proportions of students among

: ¢
OERs.jﬁy We have not seen ény studies indicating the degree:
to which higher cost student proportions are distorted by

kel

lack of full-time equivalency counts.

s

The use of simple °
head counts may create an incentive to identify "as many

"high cost" students as possible without creating any

incentive to’proyideﬁappropriaté;pfégrams$mWThﬁs+_ﬂe_ﬁlag
this as a potential préblem, with the recommenda;ion that if
OERs are able to calculate full-time equivalent‘students,
such data be used for this factor. .
Both the VEA and ED have been silent on the question of
whether a state can provide greater weight for certain
categories of students, e.g., handfcappedﬂ in calculating
higher cost students. All of our study states simply added
the numbers of students in different catggories together.

Using different weightings for different classifications of

students based on cost variation is'often done in state

93/8ince the VEA higher cost student measure is of the proportion
of higher cost students to total students in the institution,

‘the lack of full-time equivalency would not be a problem if high-
er cost students are equally represented among full and part-
time students in all institution;. We- doubt this is likely.

(3
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school .finance formulas. We recommend that states be . o

-~ N ———— -

specifically authorized to use different weights for

different types of higher cost students based on state ;
estimates of the higher costs involved. ' Arguably, this is

permitted under the cu»rent statute, but we doubt that this

-

is clear to the states. -

-

The VEA spécifically requires that in order for higher

~

" cost students to be counted, they must actually be served by

the OER: '"students whom they serve whose education imposes

higher ‘than average costs'". It i$®ambiguous, however, about
whether such students must cost the institution more than an

average amount to educate, or whether '"average costs" refer to

a general presumption about the amount needed to provide=an
.appropriate education. ED hus never required that a linkage be
made between students identified as high cost students and the

type, level or cost of“the eduéational services provided. And

no states we reviewed have made such a linkage. .

... S

Significantly, the VEA does not appear to require that

the higher cost students counted by an OER be '"served" in the

"

” .
institutions' vocational education programs. And, postsecondary

institutions offering vocational education frequently offer an-

=]

academic curriculum as well, e.g., community colleges.

This would appear to indicate that Congress intended the

S o
higher cost student factor for postsecondary institutions to

P . | PO sy L

promote additional general assistance for vocational education

to OERs that enroll higher proportions of these students and

225
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-~

to create a general incentive for postsecondar& institutions

to serve them.

We would, however, .recommend _that_states_be granted

specific authority to link the higher‘cost student factor to

specific service for high cost students, if they choose.

o
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I. Introduction . ) ps o \

A. Purpose and Organiéatioﬁ .-

In the preceding two chapters, the clarity, consis-

-

tency and adéquacy of the statutory terms describing the

application approval priorities and fund distribution factors were

analyzed. The purpose of this chapter is to describe ané
andlyze the methods and mechanisms throdgﬁ which these
applicatfbn §pprOVq; priorities and. funds distribution
factors are given effect. N\ .

N This chapter is divided into four sectionms.

. Section I introdiices thé Federal legal framework, the major
D
. 4 .. -
issues and our major findings, conclusions and recommendations

with respect to the methods and mechanisms for distributing

-

VEA funds among recipieits.

4
3

bl |

Section II is the prelude to the remaining sections

" of this chapter. It describes and analyzes the requirement

- that states use-a formula to distribute VEA funds among

recipients. )
.Section III describes i greater detail the substance
"of the formula requirement and analyzes the clarity, consis- a3
tency and adequacy of the formula design requirements in the
legal framework.. ’ g;’\
‘Section IV describes the variqus mechanisms and
methods staté; use when applxépg‘the formula requirement . .
. e ' t
B 232 o
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_ to distribute funds to recipients for the various required
- and permitted uses of VEA funds. It analyzes the use of
funding pools and set-aside mechanisms as well as the project
.application .funding method to meet these uses.

B>». " Overview of the Federal Legal Framework and
Major lssues Raised

1. Requifement of a Formuld

Thg VEA itself doés not use the term "formula."
This term first appeared in the appendii accompanying the
final regulations issued in 1977,in which ED interpreted
section 106(a)(5)léf the 1976 amendments to réquire stétes
to use a formula to distribute VEA funds. T

ED has interpreted the formula requirement to apply
to most VEA\funds,,including funds carried’over from a
previous year or reallocated in the same year. The formula
is onlyﬁapplicable to tHe distribution of Feder;l funds. |
2. Content of a Formula

The statute épecifigs that the criteria set oyt in
Subsection 106 (a) (5) (A) are'to be used to give !'priority"

°

to appllcants "in consideringwthe approval/of éuch;applica~

-

tions" (application: approval prlorltles) / The "factors"
for LEAs and OERs spec1f1ed 1n Subsectlon 106(a) (5) (B) are

to be used as the basxs for "determlnlng the amount of: funds
available" to "app@icants approved fo; funding" (fund distri-
bution factorsf.' :

:

=/ Section 106(a)(5) includes the application approval priority
factors, funds distribution” factors and prohibitions on the
use of certain methods for the distribution ¢f funds and a
particular funds distribution oOutcome.

} i
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ED has interpreted the VEA as gilving states the
| optlon of using two different mechanisms for giving effect to
both the appllcatlon approval priorities and the fund distra—
_butipn factors, It has termed these'two mechanisms the "two-
step" procesa»and the "one-step'" process.

.
1

In a two-step process, the first step is approval
of appllcanfs and fhe second 1is funds distribution to
approved’ applicants: In the first step, appllcants are ranked
according to thé application approval factors. (EDA and new
programs) and "a cut-gff point is esfablished beyond’ which
no racipient is funded." 1In the second step, fhe amount ¥of
VEA funds - eceived by applicants approved for funding is
determined applylng the funds dlstributlon factors (rela-
tive financial ablllty and low income pérsons/hlgher -cost -

\

students)-. -, L,

b

'In the one-step process,'fhe two application approval
pfiority criteria and the two‘fund‘distribution factors are
combined into a‘single formula, which is used to rank appli-
cants’ and allocate VEA funds based on each recipient's total
score derived from the combination of these factors.

_ As noted above, the statute requires the fund distri-
buqion factors‘of RFA and low-income persons/higher cost stu-
dents to be the '"two most dimportant' in determining the dis-
tribution cf VEA funds. ED has internreted this to mean that

in a one-step process these funds distribution factors must

individually receive the greatest weight in the process. and the

application priority factors must individually be given lesser

weight.

- ot
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The statute also requires that VEA funding be based on

"economic, social and demographic factors relating to the need

for vocational education among the various populations and the
various areas of the State. . . . " Other than the specificgtion
of two most important fund distribution £MWbrs -and the applica-
tion prioritity factors (included by ED interpretation), there has
‘ been additional factors that can be included in a VEA formula.

ED, however, appearg to have sought, in dealing with individual

states, to discourage the use of additional factors.

3. Prohibited Methods and Outcomes

" The statute prohibits two methods of funding and one
distriﬂutional outcome. Section 106(a)(5)(B)(ii). First, fhe
statuté prohibits states from allocajing VEA funds:"among
eligible recipients within the state on the~basis of per
capita enrollment." Second; it prohibité allocating VEA funds
"thrqggh matching of local expenditure; on a uniform percen-

tage basis." Third, the statute prohibits a state from deny:

ing VEA funds "to any rec1p1ent whlch is maklng a reasonable
tax effort solely because such reclplent is unable to fay the
non-Federal share of the cost of new programs."
4. Uses of VEA Funds

The VEA authorizes two kinds of u;es for. Federal funds:
required and permitted. Requireq uses, in turn, are cf two
types. One type of required use results from Congress' estab-
lishment of a separate authorization or appropriation for a

particular purpose, e.g., Subpart 4 (Special Programs for the

o
(V]
o



Disadvantaged), Subpart 5 (Consumer and Homemaking
" Education). The other type of required use results from
Congress specifying that a certain percentage of a state's -
allotment must be used for ; particular purpose, e.g., of
subpart 2 and 3 funds, the state must use 107 for handicapped
and 20% for disadvantaged persons. These percentage require-
ments are commonly called ﬁset-asides." -
There are also._two types of permissive uses that are
_ relevant to funds distribation rssues. The first type requires.
that states must use priorities in addition to those specified
for other VEA funds in allocating funds for these uses. For
example, the section 121 work-study and the section 122 cooperative
vocational education progcams require a preference or priority
——  be given for the factors of school dropouts and youth unem-
"L ployment. These are considered "permissive" uses because the
VEA does not require states to use their VEA funds for work-
study or cooperative education. .The second type of permissive
use is dlstlngulshable from the first by not being -subject to any

e fund dlstrlbutlon priorities or factors-ln -additiqn to the. general Sre e

s

requirements of Sectlon 106(a) (5). Most oﬁ the uses of

Subpart 2 Basic Grant Funds, other than work study and coop-

erative educatlon pro?rams, are in thls category

C. Major Flndlngs Conclus1ons and\Recommendatlons

1. Introduction *

We found that all the states in our study used a
formula to distribute VEA funds to recipients. These for-
mulas employ three different methods of distributing funds: -

(1) the percentage reimbursement method;

" 236 i ,
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(2) the direct allocation‘method; and

(3) the project method.

- | Three of the states use their formulas to determine,
v »f _ for distribution of at least some VEA funds, a variable per-
centage of a recipient's total cost of vocational education
or a percentage of a certain cost, e.g., teachers' salaries,

;////////// equipment. Where this percentage reimbursement method is

used, the percentage of costs remaining after the Federal

— percentage is¥calculated‘mustwberorne by the recipient. from S —
'local and staté_funds./ One :state that has a specific categor-’

ical state aid program for vocational education coordindted

¥ the distributiog/bf some state categorical vocational

.o " >
e eduqatibn. %id;with Federal funds through the percentage
reimbursement calculation.
The one staté that does not use the percentage
;'- reimbursement method uses its formula to ca.culate a direct ’
allocation of VEA funds to each recipient. What perceﬁtage
this represents of total funds for veccational education, fof a ;
vocational education program, Or for a particular cost element;
eeeeew. is irrelevent to the workings of the formula. Other states

in our study also allocate VEA funds for some uses as a
precise dollar amount without reference to a percentage
reimbursement (while using the percentage reimbursement method

for other funds).

Three of the four states used the formula with a

project method of funding for at least some programs. In

the project metho&, approved applications are ranked based

23% ‘

~




4-7

on fund distribution factors and applicants are funded in

the order of the ranking. ' =
/

In each case, the formulas usad were '"one-step"

,~ formulas, i.e., formulas which combined the two application

approval criteria and two funds distribution factors
as formula variables: S ‘

We found the legal framework relating to the design
of VEA formulas to raise three major issues:

' (1) Is the requirement that a "“"formula" be used to

- - .. distribute VEA funds among recipients appro-

priate and its applicabflity clear;

(2) Is the legal framework cledr, consistent and
adequate with respect to the design requlrements
for this formula; and -

(3) How is the formula to be applied to the various
uses of VEA funds?

2. The Requirement of a Formula

a, Major findigg§ and conclusions -- ED has con-

sistently interpreted the VEA to require states to use a
"formula" to distribute VEA funds emong applicants approved
for funding. It is our cpnclusien that this interpretatien
is correct. A formula, proﬁerly constructed, is necessary
to ensure that the statutory objective of '"equalization of
educational opportunity,' particularly for recipients having
below-average financial ability and above-average concen-
trations of low-income and higher-cost populations, is met.

The formula requirement by itself provides no

assurance that the objective will be met.: A funding formula

"is simply a mechanism for distributing funds whose results

are based on arithmetically related variables and are both

238
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-

' ‘ predictable and replicable. Although inmthis regard a .
formula is an "objective'" mechanism for distributing funds,
the mere existence of a formula does not pregrdain any

| ' particular result. The outcome of a formula is determined
; by such things as (1) the variables used in the formula;

‘ (2) how they inkeract in the formula; (3) how factors are
scaled and interrelated; and (4) how formula scales relate
to variation in amounts of VEA fungs. All of these issues
are considered in a later section of this Ehapter.‘

v

2 b. Major recommendations -- The requirement that

there be a formula for distribution of VEA.funds is the
foundation for considering issues related to an equitable and
educationally sensible distribution. The formula reqﬁirement
is the core of a principled and consistent funds dissribution
system. We recommend that it be fetgined as the funds
distribution mechanism.

3. General Formula,Design Requirements

! a. General findings ahd conclusions -- In general,

we have found that the Federal legal framework has been

unclear concerning basic formula design requirements and

that some of ED's interpretations conéerning the design of
formulas have been inconsiﬁtent with the“congressional
objectives that VEA funds distribution requirements were inten-
ded to further. In addition, the statute and ED's interpre-
tations do not establish a legal framework sufficient to
adéress all of the issues that are essential for designing

a VEA funds distribution formula.

.

A

o
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Specifically, wé identified four components of a formula

which require greater clarity and precision in order to effec-

' tuate Congress' clear intentions:

> (1) The number(and types of:- formula factors;
(2) The scales of formula factors;
(3)‘The‘re1ationship of the factors to each other so
that some are given .greater importance than others;
and .

(4) The use of scales to determine VEA funding
amounts.

As analyzed in thif chapter, we found the framework
fof'desiéhing formulas to have beern made needlessly complex.
We make specific recommendations which are intended both to
simplify the legal structure and ensure that VEA formulas
carr§ out the: objectives Congress intended, while at the same
time affording states substantial flexibility in addressihg
particular vocational education needs.

b. The numbers and tyggs_of formula factors

L]

i. The'inclusiog of the two application approval

pfiorities as formula factors -- As described above

and in Chapter 2, ED has interpreted the

VEA to require that a state's VEA formula contain both the

application approval priorities (new,prograﬁs and EDA) and
the two réquired fund distribution factors (RFA and low-
income/higher cost students) ifAthe state uses a so-called
"one-step'" formula. In Chapter 2 we concluded that inclusion
of the two application approval.criteria as formula factors
did not give them the priority Congress intended.

Their inclu;ion also has a reciprocal effect on

the required fund distribution factorsy it tends to dilute

- 240
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and confuse the effect of the required fund distribution

factors. This dilution is of particular significance because

of new programs and economiéglly depressed areas are not appro-
priate concepts for determining the amount of funds recipients
should receive and/or lack appropriate recipient specific

measures. Not only does their use as fund distribution

factors dilute the other appropriate factors, but it also

S

as discussed‘in Chapter 2, the application approval criteria l
kY

makes it virtually impossible to predict the distributional

effects of VEA funding formulas. As considered in Chapter 3, .

we have concluded that theLRFA and the low-incéme persons/
higher cost student factors, if properly measured, are i
appfopriate for carrying out congressional intent in the
dist&ibution‘of VEA funds. ‘The application approval criteria,
when turned into fund?ng factors, are not..

In contrast, we ‘agree with ED's ihfergretation of how
‘the two requiyed fund distribution fac;grs/ghould operate in ‘
a two-step proéess. \In é‘two-step process'aﬁglication approval

priorities are used to select apﬂlicants for funding (step 1)

and then the two funds distribution factors are used in a formula

to determine the amounts approved applicants will receive (step -
2). In this case the formula is not confused by inclusion of
application approval criteria.

Consequently, we recommend that Congress clarify that

the application appéoval priorities of section 106 (a) (5) (A)

ii. The inclusion of additional formula factors -- Ar

present, the VEA does not explicitly limit the number of factors

may not be used as fund distribution factors. l
that can be included in a formula so long as they are "economic, ‘

241
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social (or)ldemographig." As described in the -Federal lega:>\
framework, ED's Task Force Report stated that some states had
created extremely complex formulas, with eight, ten, or more
factors, with some factors ﬁsing\multiple indicat?rs. ED
has informally discouraged the use of any additional factors
in a formula. We agree with ED's objection to the inclusion of
factors in addition to those spec}fied in the statute.
The adaition of factors is a major way that a formula can be
manipulated to defeat intended distributional ébjectives.

We recommend that VEA formula factors be limited

to the two now required by statute: forlLEAs,-RFA and low-

- income persons; for OERs, RFA and higher cost students.

The use of only two factors will ensure the funding fc .s
Congress has long intended, and will also make formulas
simpler and more predictable in effeét. .

This recommendatién will not decrease state flexi-

bility in the use of funds; indeed, ih conjunction with other

‘recpmmendationS, states will have greater flexibility. This

recommendation must be read in/conjupction with other recommen-

7/

dations contained in this report, i.e2;°that states be per-

mitte& to use measures cf the RFA factor that they use in
their own general aid to education formulas (see Chapter 3)}
and that states be permitted to override the allocation
determined by formula based upon other objective criteria
of relative recipient neea for vocational educational ser-
vices equipment or facilities (éiscussed later in this
:ﬁapte%5?' ‘ v

iii. The proper inclusion of a factor for the size of

recipient vocational educatiornal programs -- The VEA prohibits

242
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states from allocating VEA funds "among eligibfe recipients ’
within the state on the basis‘of\per ‘capita enrollment." ’ l
We found that, in some states, ED fepresented that this -
precluded the use of pupil multipliers or large additive l
factors; whereas, in others these per pupil factors were - ,
permitted.

It has not been clear under the VEA legal framework
how thé size or potential size of a recipient's vocdtional
educational program could be taken into account without !
violating this prohibition. We conclude that there is no

‘conflict between the "per capita" distribution prohibition . ‘

recipients' orograms, e.g., vocatiqnal’enrollments. We

and the appropriate use of a factor representing the size of q

recommend that Congress clarify that there is no conflict®between
J ‘ “
them. We further-fecommend that in applying the fund distri- .

bution factors, states be required to take into account the

size or potential size of a recipient's vocational education
program.

c. The: proper scaling of factors

i. Major findings and conclusions -- One of the

first issues states have had to resolve in structuring their
VEA fofmu1a§ is how to scale the factors; that is how to
convert the raw numbers of each factor into a numerical wvalue
wﬁich can be uséd (1) to compare applitants on that factor and
(2) to combine with‘orhér factors in the formula.

- ED has not developed guidelines with reépéct to
scaling. As a result, states are free to use either of two

methods of scaling: continuous and discontinuous. Continuous SJ’

scaling converts the raw numbers into a different expression o

243 .
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-

their value but retains the,actual range of‘variance between

-

factors. Discontinuous scaling converts raw numbers into a
L

different expression of their value which does not retain the

L4

actual range of variance between factors.
We conclude that the use, 0of discontinuous scales
distorts the actual variation pf factors aﬁong‘applicants.

2 -

TS ‘Major recommendations -- We recommend that if

Congresf continues to be concerned with equalizatioun as
reflected in funds distribution factors, it should add &
provision to the VEA that puts parameters on how these
factors are scaled.

Firsg,'we'récommend that cbntinuous scales be
réquireé. Second, we recommend that paraméters be placed
on factor scales to enéure>;hat there is a'5qpstantial
correspondeuce between the ratio of variation of each fund

distribution factor and the ratio of variation of the numbers

Ased to scale each factor.

L4

We specifically recommend thaft a scale parameter be

‘based on the ratio of variation in the unscaled fund distri-
bution factors (RFA, low-income and higher cost students).

Other parameters could be selected which would ensure sub-

stantial, although not complete proportionality between

244
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»

factor and scale variation. ‘For example, proportionality
icould be required, based on the full range or selected
percentile range of variation, up to a specified maximum
ratio. h -

. In many formulas the points for each factor are combined
_to obtain a point total for each recipient and for all reCLplents
in thr state: We have recommended above that formulas con-

tain only the two required fund distribution factors. In .
combining the points from the scales for these two factors,

b4
we recommend that pgrametefs similar to those for the ‘indivi-

dual factor scales. operate to govern their combinatidn. A parame-
ter on factor combination is needed because the simple addition
of a constant value to the factor totals can render the indi-

vidual factors largely irrelevant. Consequently, we recommend-that

-

Congrbss add a parameter on the ratio of factor difference when -

v

both fund dis *t; n factors are-combined A possible parameter
1s that the ratio of lowest to highest possible combined factor

scores be at ‘a minimum ‘not less than the average ratio’ of the

2

individual factor ratios. A -
d. Relatlng the factors to each .other so that some
are g;ven greater importance than others

i. Maior flndlngs and concluslons -- As described

\

in the 1egal framework, ED has detérmlned that two fudds

dlstrLbutlon factors must receive greater weight than

-

any other formula factors.

We. found that in response, states have dé veloped
) L4
different systems of weighbing ‘formula factors, i.e.,
multiplying a formula factor by a whole number or a fraction ,

to adjust the relative effect of that factor in the formula.
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~

When numerous factors are .included in the .formula, the

weighting can operate to decrease the importance of the .

¢

"two most important factors" even though they receive more '
weight than other facto;gi‘ . )
{ o _
¢ ii. Major recommendations -- The problems of

relating factors to each other and of determining their
relativq~importance have arisen largely from the inappro-
priate inc}dgion of applic;fion ap?éoval priority factors
in the fdrmu1; gnd the lack of 1imitatidn on the number of
:, factors. Dealiné with these probleﬁ; aé‘we recommend will
'eliminate most probiems Foncerning the relative weight to
give specific factors. howgver, if Cdngress continﬁés to
/w"pefmit additional.factors, the wéighting problem,would be
addressed, in part, by the ratio l'%par\amet:'er.s for the

formqla factors as described in the preceding section.

° H

e. The use of scales to determine 'VEA funding
amounts

3 ‘

’ i. Major findings and conclusiohs -- As described

in subsection (c) above, states must decide how to scale
each formula- factor tn account for the variations amoﬁ; '
- reclpients. In additibn, decisions must be made %Pout
how to convert each recipient's total score into the‘
amount of funds eech recipient will receiv.. ' T
5} We found that the use of scales or éther calculatiéns
to determine the amounts of VEA funding each eligible recipient
will receive, after'fhnd distribution factor amounts have been
calculated and compared can be the most important step in a
formula. fnappropriate decisiors made at this stage can deStrQy
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'Eo.be in the selection and definition of factors and factor

proportional «o these totals. This is not, however, inherent

‘the degree of variation through formula selection and scaling

<

the effects of a fund aistribﬁtioﬁ ormula that would otherwise
appear exempiary. ‘Although the VEArcontains prohibitions on per
capita iistributions aad uniform percentage matching, these
1.ssues have been largely ignored by ED's ?nterpretatipns. We
also found that in some states formulas haa\been designed,
intentially or unintentially, in a way that circumvented these
objectives and, in operation, would 6f mathématical necessity\
tend to allocéte VﬁA funds in'a manner that is close to a.fiat
grant or uniform reimbursement.

We noted fewer problems in this regard in formulas that

directly allocate VEA funds to recipients, i.e., those that

do hot use a variable reimbursement percentage aqr local match.

The major problems of these direct allocation formulas appeared
) L
scaling. Once the factor totals for these formulas were

calculated th%/émbunts of VEA funds allocated tended to be,
iﬁ direct allocation formulas. If opportunities for reducing \

are closed off, some states mgx seek to create scales that

\

reduce the proportionality of fﬁiior totals to fund allocations.

Thus, the recommendations that follow apply to both percentage

reimbursements and direct allocations.

’



ii. Major recommendations =-- It is our conclusion

that if Congress intends that VEA funds be used to equalize
for differences in RFA and low-income/higher cost students among
recipients’, the VEA must be clarified to give greater precision

to the VEA requirements prohibiting per capita gfants and

uniform percentage reimbursements. The methods we recommend
) to accomplish this relate directly to the manner in which
formulas are used to calculate the amounts of VEA funds reci-

pients are to receive. . ‘

To ensure that VEA funds are allocated to recipients in
p proportion to thei; differences in financial abilit& and need
fS? vocational sef;ices as shown by the RFA and low-income/
higher ¢ost student factors, we recormend that ratio parameters

be placed on the scales used to allocate VEA funds or if a scale
\
: is not usgd, then on the final allocation of VEA funds. \

. This ratio would not be calculated on the individual fund
distributi?n factors, but rather would be determined by comparing
the formulé Egiél of the eligible recipient with the lowest VEA '
formula calculétion to the formula total of the eligible reci-

pient with the highest formula calculation. This ratio of

lowest to hig est ﬁﬁrmula totals would establish the minimum

ratio of variatioﬁ'forlthe amounts allocated to the lowesf to
highest score &ecipients Ein the case of a direct ailocation .
formula) or thé\lowest to highest percentage feimbursement (in

the case of a percentage method).




We also recommend that states be\permitted to override the '

allocation amount determined by the general formula on the basis

\ of (1) objective criteria of specific need for vocational

1
education that indicate that an eligible recipient has a greater

» [ »

need for the vocational education program or service being
*

funded than would appear from the‘funding formula calculation.

- and (2) the agreement of recipients to use VEA funds to meet

those needs

4. Applying the General Formula Requirements to the Various
Uses of VEA Funds

We found that states used a variety of methods and
mechanisms to distribute VEA funds among the various permitted
and required uses of VEA funds. We identified two mechanisms

(funding pools and set-asides) and one method (the project

method) which states use to direct VEA funds to particular

\ uses.

~

a. Funding pools and set-asides

\ i. Major findings and conclusions -~ Funding pools

- are separate portions of the' total ft\md of money for which
applicants separately apply. Most of ghe states in our sample
use these to encourage recipients'to use VEA funds for a
particular purpose. \\
Set-asides éerve a similar purpose. A éet-aside is a
specified portion of the total amount of funds that an appli-
cant must agree to use for a certain purpose or in a certain

manner. .alike the fuﬁding pool, a set-aside is mandatory,
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i.e., in order to receive any of the Eo;al funds, the applicané
must agree to spend a specified portion in a certain way:

We conclude that these mechanisms are important for
carrying out Federal and state policies. Despite their
importance to implementation of the various objectives of the
VEA, ED has not provided clear, consistent or adequate guidance.

ii. Major recommendations -- We recommend that the

use of funding pools and set-asides in the VEA be clarified.
Of‘partiéular importance is the need to clarify the
application approval priorities can be met only by establishing
funding pools or set-asides which designate a specific amount
of funds for these priorities and cannof be met by including

them as factors in a formula.

b. The project method of funding

i. Major findings and conclusions -- The project

method of funding is typically used to éllocate VEA funds to

particular uses.jL/
Under the project method, recipients typically propose

their own funding levels and the VEA fund distr: .tion factors

are used to rank applicants for funding. Generally, applicants

/

are funded in the order of their rank, and the amount of VEA

JL/Section 3 of chanter 3 focuses on the other two methcds
of distributing funds: the direct allocation method and the
percentage reimbursement method. The direct allocation method
calculates a specific amount of VEA funds an applicant is
eligible to receive. In contrast, the percentage reimburse-
ment method determines a variable percentage of specifiad
vocational education costs which Federal funds (or the local
match) will pay for.

Q 250
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funds they receive is the agpunt necessary to fully fund their
approved applications. Often a variable local match is deducted.
This local match is calculated based on the same formula used
to rank applicants. Applicants below the point on the rank at
which available funds run out receive no funds.

Although the majority of states we reviewed use'the
project me:thod for funding some VEA purposes, the legal frame-
work does not clarify how the fund distribution provisions
apply to projects. It is clear that they apply from béth the |
legislative history and ED interpretation. We identified two |
problems which require further clarification. First, it is not
clear how states are to apply the distribution factors in a
meaningful fashion if all appliéants are to be funded under the
project. .Second, although a variable percentage reimbursement
is dften used in project funding Ep has not required more than
an inconsequential variation among recipients.

ii. Major recommendations ~-- We recommend several

alternative parameters on the use of the project method which
will remedy the problem of states not applying the funds
distribution factors in a meaningéul way.

The first alternative for ensuring that states use the
fund distribution fac:oés in project funding is to require an
eligibility cut-off at a specific point on the ranking of
potential applicants, such as the state average score in VEA

funds distribution factors.




A second alternative would be to use the 'VEA formula to
establish a planning entitlement foy each potential applicant,
which is the basis for applicants-submitting project proposals
to the state.—>/ ‘ ' ’

NIn\addition, we recommend that the formula override
provisions recommended in SubsectionA(e)‘for the direct allocation
and percentage reimbursement mathods“of funding also apply as
exceptioﬁs to the atove parameters on bfoject funding. This
provision would permif states to override the application
approval cut-off or the variable allocation for projects based
on objective criteria of specific need for vocational education.‘%y

The second problem, which is*thew}nconsequential variation

:
in percentage reimbursement under some of the projects we /
reviewed, would be remedied by our recommendation in subsection
(e) of this chapter that axratio parameter be placed on

percentage reimbursements. As described in that section, the

—;/Wé also recommend that if either of these alternatives are
adopted, Congress require states to report the ranking
used for project funding and show on that ranking where the
funding cut-cff was made. n

JE/This override provision also encourages states to expand
access to vocational education and gives them greater
flexibility in‘'Meeting their particular needs in vocational
education. -
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ratio parameter would require that the variation in VEA

percentage reimbursements among recipients not be less than

the ratio differences of recipients' total factor scores.
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‘II. The Requireient of a Formula

A. Introduction gQN{

1. Purpose and rganization .
Tﬂis section, which analyzes the requirement that states
use a formula for distributing VEA funds among applicants
approved for funding, is a prelude to subsequent sections
which consider issues that have arisen from the use of formulas.
In subsection B we describe the Federal and state legal
framework respecting the formula requirement. The state legal
framework described here is a very abbreviated overview of the
use of VEA formulas by states since specific formulas issues | -
are considered, in more detail later. Subsection C contains the
analyses, ccr~lusions and recommendations relating to the formula
requirement.
2. Summary of Major Findings and Conclusions
ED has consistently’ interpreted the VEA to require states
to use a ”formula” to distribute VEA funds among appllcants
'approved for fundlng. It is our conclusion that this interpre-
tation is correct. A formula, properly constructed, islnecessary
t0 ensure that the statutory objective of "equalization of educa-
tional opportunity", particularly for recipients having below
aéerage financial ability and aone average concentrations of

low~income and higher cost populations, is.met.

The formula requirement by itself presents no assurance

that the objective will be met, A funding formula is simply a

mechanism for distributing fu:ds whose results are based on
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arithemetically related variables. Although in this régard

a formula is an "objective" mechanism for distributing fuﬁds;

the mére existence of a formula does not preordain any particular
result. ' The outcome of a formula is determfned by such things ~
as (1) the variables involved in the formuia;'(Z) how they

interact in the formula; (3) how factoxs are scaled and inter-

related; and (4) how formula scales relate to variation in

amounts of VEA funds." All of these issues .are considergﬁ in a
\klater section of this chapter.
However, the reguirement that there be a farmula for distfi-
bution of VEA funds is the foundation for considering issdes
— relatedito an equitable and educationally sensible'distrfSutionr
The formu%a requirement is the core of a principled and con-
sistent funds distribution system.
"As discussed in later sections,il different formulas may be
appropriatg for the distribution of VEA funds for different uses,"
and in some cases it may be appropriate to overridé the distri-

butional outcomes of a formula, e.g., where the formula does not

provide a recipient with funds for services, equipment or facil-

ities of sufficient size, scope or quality. A well constructed
forﬁula, however, is needed as the basis for establishing the
_ présumed need for VEA funds which any overriding consideration

. should complément. e

3] See section IV,

o
4
<t




4-25

-

.3.7,;Federal and State Legal Frameworks

B “The VEA itself does not use the term “formula". This
term first appeared in question 1 in the appendix accompanying
the final regulations issued in 1977, in which ED interpreted
section 106(a) (5) of the 1976 amendments to require states
to use a formula to dlstrlbute funds.~ 6/ - Section 106(a)(5)"
includes the application priority factors (subsection GY@,
the specification ef funds oistribution factors, (subsection
5(b)), and prohibitions on the use of certain methods for the

distribution of funds and a particular funds distribution

»

} . outcome. (subsection 5(b)(ii)).- - . . T g Amwwl.;

Section 106 (a) (5) (B) specifizs that when a stafe deter-
.mines the "amount of funds ;Qailable under the Act which shall -
* be made available to these applicants approved for funding": itl

must "base such distribution on economic, social and denographic
factors relating to the need for vocational education among . the
various populations and the various areas of the state, .. ”7/
The statute goes on to require that the"two most important fac-
. tors must. be relative financial ability and low-income persons
(LEAs) or higher cost students (OERs). |
There follows a paragraph prohibiting: the states from al-
locating funds on the ”basis of ‘per caplta enrollment or through ’

matching of local expenditiures on a unifor® percentage ‘basis".

énd/the outcome prohibited is the denial of funds '"to any

s

e . . -~
' 87 42 F.R. 53865 (Oct. 7, 1977) :
. 7/ 20 u.s.c. 2306(a)(5)(B).




recipient which is making a reasonable tax effort solely

because such recipient is gpable to pay the non-Federal
share of the cost of .new programs".

The funds distribution requirements of subsection i06(a)
(5)(B)(i) were proposed by the House out of concern that VEA
funds had not been used in a-systematic way to equalize among
fecipients for differences in need resulting from variations

\
in properfy wealth and personal inc0mes.3i/ The House Report

also.set out a definition of the "financial ability" factor

-«

» in order to ''give greater preciseness to cur intention in try-

ing to focus Federal funds on those school districts and other

public agencies most in financial need of these funds".—=

PO . SRR
. " *

* ¢"  The prohibitions of subsection 106(a){5)(B)(ii) came from
the Senate Bill, and their purpose was seen as essentially

Similar to earlier fund distribution provisions: '"to require

State boards to take into account the relative needs of appli-~

&+

cants for Federal funds; and their relative ability to match
,such funds, in relation to other applicants within the State".—g/

/ .
.In this regard, the Senate indicated that states should not . .
*

v

use a"fofmula" which ignored these factors: "Despite this pro-
vision, a number of States allocate fupds among school districts -

on the basis of a flat formula without takilug relative need or

-]

ability to pay into account. 11/ i ' ‘

N

8/ H.R. Rep. No. 94-1085,at 33.

9/ 1d. at 34.

10/ S. Rep. 94-882 at 71.

11/ 14. ‘ S
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ED has interpreted the formula reqﬁirement to apply to
R -‘ most VEA funds. A formula must be used in allocating funds
| to eligible reci ients under the Basic Grant (section 120),

' for Special Programs for the Disadvantages (section 140), for

*  Consumey and Homemaking Educaticn (Section 150) and for one

' particular program improvement and supportive §ervice under

] Section 130, namely vocationél guidance and counseling (sec-
‘tion 134). Other program improvement and supportive services

under section 130 can be proéided by contracts an& may be dis-

12/ 7
trlbuted outside of the formula requirement,

Where the formula requirement applies, ED has also been
clear that any distribution of_ungllocated funds or realloca-

tlons_ip the same year must be distributed by fqrmula.Ll/

ED has interpreted the VEA to require a formula and the use
of VEA fund distribution factors only for VEA funds, Thus the
formula requirement is éonsidered inapplicable to state funds
for vocational education, whether distributed as general state
-and or categorical state and for vocational éducation.lﬁ/ In
contrast, the regulations apply otﬁer VEA requirements to state

and local funds used to meet matching and maintenance of effort

5 15/ - ' \
requlrements., — . \\

IZ7 %7 F.R. at 53865 (Appendix B, Question No. 1) (Oct. 3, 1977).
13/ BOAE/DSVPO Draft Manual for Federal Fund Distribution Pro- -

- cedures, Sept.” 1979 at 1; OVAE/DSVP Program Memorandum FY 81-5,
, (Feb. 11, 1981) at Z.

14/ BOAE/DSVPO Policy Memorandum, FY 79~8, Sept, 19, 1979 at 3.

15/ Ssee 34 G.F.R. 400. 185d, 222(b) (c) and (d), and 241(a) (i)
and (ii) (planning requlremenCS), and 34 C.F.R. 400.301(c)
. (all requirements).

E : ' 7 258
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ED has never explained the Basis for excluding state

funds from the formula requirement;* but presumably it is ]

-t

based on section 104 (b) (2) which.spetifies.that, "The "?n
Commissioner shall not disapprove any plan or program plan

and report submitted under this Act solely on the baets of .

the distribution of State and 1oca1jexpedditutes for voca-

t’onal educacion". The Senate Report indicated with respect

-

to this provision thqt'"the Commissigner's authority to dis-

. . . f
approve a. State's annual program plan is limited to its pro-

posed allocation of Federal funds."lé/ “~

All of the stateS'in our study used formulas to distribute

VEA funds to rec1p1ents but formula mechanisms differed from

state to state Some sta es ‘used the formula to directly allo-

cate the amount ‘of VEA funds determlned by th~ fonmula. Others
use th° fo*mula to calcuLate a Varléble matchlng percentage

reimbursement for . spec1f1ed program or eqelpment costs. In
N H
msot states the formu1a~mechanlsm differed from program to_
. . ‘. - r~
program.’- . . -

-

Most states also used'a’methdd of funding called the "project

method” for certain VEA puiposesl7/ Under tHe'project method,

the formula is used td rank applicants to determine the order of

°

. projebt'approval and also typically to vary the percentage of

¢

16/ 5. Rep. No. 94-882 at 75.. | ‘ .
17/ See section IV for a more detailed discussion of the project

~  method of fumding.- . , (J/////*

.o &




™
// ’ 4-29 o
. . . / e
local funds required to fund project.lé/‘
o y . C. TFindings, Conclusions and Recommendations
It is our conclusion that ED correctly interpreted the
VEA to requlre states to use a formula to distribute VEA ‘ -\~

funds to recipients, A formg;a requi;ement‘is implied inqthe
statutory fund distribution requirements and prohibitions; it
afpears to have been anticipated by the 1egislative histcry;
and is-che ary to implement the Congréssional intent to equa-
lize amon ecipients for differences in need for VEA funds.

The 1976 Amendments conéérning,funds distribution were

. \

adopted because Congress conclpded that stdtes had not seriously
respénded to the more general exhortatigggiof prior legislation
Afo give "due consideration” to factors such as'fiﬁancial ability
and the high costs of educating certain,studénts. In addition,

the factors established in the 1676 amendmerits clearly require .

quantification and arithmetic comparison, e.g., 'relative

financial ability's, the "relative number or concentration' of

low-income persons and higher cost students. It is precisely”

. ) ‘the characteristics of quantification of variébles, and the use )
~of arithmetic éomparisons tod determine funding amounts, that

denote a "formula" - in contrast to more subjective bhases for
#ﬁall receive, The

deciding the amount of funds each recipient
formula requirement is reinforced by the fund distribution pro-
Va

hibition which refers to unacceptable bases for creating

formulas - per capita enrollment and uniform percentage matching.

18/ The details of these formulas are described in later

) N7 sections. The factors used in these formulas are described
in chapters 2 and 3 supra. .
Q / . v ZG”




the less needy and more fiscally able recipients that receive
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ED's interpretation that the fotmula requirement applies
to the allocation of all ,funds under Part A of the Act, except
those which can be distributed by contract appears determlncd
by the language of subsection 106 (a) (5) (B) that fund distri-
bution factors must be used ."in n determining the amount cf fundsh

available under the Act which shall be made available to these N

applicants approved for funding. . . ." (Emphasis added). )

In our-review c¢f the use of formulas in four states, we

did not find that the formula requirement itself created probi
\

f

lems for states. In fact\ several state officials indicated

that this requlremént was 1mgnrtant to retain because witHout

it the allocation of VEA fungs would likely be subject to two
undesirable pressures. The first is the course of least re..s-
tance: allocation of funds among recipients on the basis of

a flat amount per pupil or uniform ﬁércentage reimbursement.
The second is political: allocation of funds on the basis of

the amount of pressure applicants can direct at the State Board.
These two pressures are related. In an attempt to avoid political
pressures, State Boards cend ‘to favor flat grants which have the {
appearance of being '"even-handed". For a State Board to take

the initiative to allocate funds on the basis of the needs or

\
financial abilities of recipients can be politically risky, since

-

~

fewer funds may respond with political pressure.

/f‘.w
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/

ED's £nterpretations concerning the funds to which the
formula requirements apply were clear to the states in our

study. The states understood which funds could be distributed
) ’ / :
by contract as opposed to formula and that state funds/were

not subject to the formula requirement.ég/ /
e /

It is our conclusion that #D's interpretat%on_ghat a
formula is réquired for the distribution of VEA funds to re-
cipients is éorrect. A formula, properly constructed, is
necessary to, ensure that the/statutory objective of "equal-

() . () ‘ / - (11 . o s .
ization of educational opportunity", particularly for recipients
I !

having belowlaverage financiél ability and above: average con-

centrations pf low-income aJd higher cost populations, is met.
The imposition of a formula-requirement by itself, however,
: /

provides no hssurance that this objective will be met since a
| -

funding formula is simply almechanism for distributing funds
whose results are replicabl apé based on arithmetically related

variables. Although a formula is an "objectiﬁe" mechanism for

d;étributing'funds, its ekisﬁince does not preordain any par-
ticular result. Things such :S the variables included in the

formula, how they are scaled and interrelated, and how formula

scales relate' to variation in a&ounts of VEA funds, determine

the outcome of a particular form&la (these issues are considered
\

in later sectlpns).

. \
. i
197 As discusSed in Chapters 2 and 3 and in later sections in
this chapter, states, however,| were often confused about
which factors had to be used, how the factors were to re-
late to each other, and how to\create formulas that were
appropriate for particular VEA uses.
. . »

-

| 7 lee2
, s V7 ’
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\\\ However, the threshhold recuirement that there be a
: formﬁla for distribution of VEA funds is the foundation for
considering issues relatéa to an equitable and educationally
sensible distribution. The formula requirement is the core
of a principled and consistent funds distribution system.

As discussed in later sections, different formulas may
be appropriate for the distribution of VEA funds for different
uses. And, in some cases, it ma& be appropriate to override
the distributicnal outcomes of a formula; e.g., where the for-
mula does not provide a recipient with funds to provide services,
equipment, or facilities of sufficient sizZe, scope or quality.
An appropriate formula, however, is needed as the basis for ‘
establishirg the p?esumed need for VEA funds. In other words,
the formula, at a minimum, establishes the baseline parameters’
for an objective funds distribution system.

Based on the constraints of section 109(b)(2)%g/, which:
prevent ED from disapproving a state plan "solely'" on the basis
of the distribution of state and local expenditures for vocation.al
education, ED corre:tly limited the formula requirement to VEA
funds.

ﬁowever, for VEA objectives for fiinds distribution to be
met, the allocation of state funds for vocational education

cannot be ignored. States can, and do allccate state vocational

| 20/ 20 U.5.C. 2309(b)(2) \

€
-
o
~
A
-
(%S
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education fuﬂds in inverse proportidﬁ to VEA funds so as to
defeat VEA eqﬁalization objectives, But to deal with this
does not require that state funds necessarily be subject to
the VEA formula requirement. As discussed in chapter 5, this
issue can be addressed through clarification of the -existing

supplement, not supplant requirements of the VEA. )

264
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III. General Formula Design Requirements

A. Introduction

»

1. Purpose and Organization

This section analyzes the VEA requirements governing
the design of the forﬁulas states use in allocating VEA funds
among eligible recipients.

This section is divided into four subsections. The first
subsection A provi&es an overview ¢f the issues and the major
findiﬁgs and conclusions. Subsection B describes the Federal -
legal framework. The state legal framework is described in
subsection C. Subsection D provides a detailed discussion of
our findings, conclusions and recommendations. |
2. Summary of Major Findings and Conclusions

In general, we have found that problems have arisen in
the Federal legal framework with resfect to four issues:

(1) the number and types of formula factors;

(2) the scaling of formula factors;

° (3) the relationship of the factors to each other
so that some are given greater importance than
others; and

(4) the use of scales to determine VEA funding amounts.

In general, we have fou.d that the Federal legal frame-
work has been unclear concerning these formula design require-

ments and that some of ED's interpretations concerning the

design of formulas have been inconsistent with the congressional

265




4-35

a ]
o .

objectives that VEA funds distribution requirements were intended
to fu;ther. In addition, the statute and ED's interprétations

do not establisk a légal framework sufficient to adaress all of
the issues that are essential for destgning‘a VEA funds distri-
bution formula. As analyzed below, the framework for designing
formulas has been made needlessly complex. OQur recommendations

\

made in this section are intended both to simplify the legal

structure and ensure that VEA formulas carry out the objectives

Congress intended, while at the same time affording states sub-
stantial flexibility in addressing particular vocational education
needs.

B. Federal Legal Framework

1. The Number and Types of Formula Factors
By statute the amounts of VEA funds distributed to approved
applicants must be based on 'eccnomic, social and demographic

factors relating to the need for vocational eduldtion among the
\

various populations and the various areas of the State. .“Zl/
In addition, the statute specifies the ''two most impor-
tant factors in determining this distribution'. For LEAs these

must be (1) the relative .financial ability of such agencies
and (2) the relative number or concentration of low-income
families or individuals within such agencies.zg/ For OERs these

must be (1) the relative financial ability of such recipients

1/ Sec. 106(a)(5)(B) of the VEA (20 U.S.C. 2306(a)(5)(B)).

22/ Sec. 106(a)(5)(B)(i) of the VEA (20 U.S.C, 2306(a)(5)(B)(1)).

o
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and (2) the relative number or concentration of students whom
they serve whose education imposes higher than average costs.%gj
The House, which proposed these factors, indicated that

they were to ensure that the most needy applicants would re-
«’

celve more VEA fun%% 24/

In addition tb these fund distribution factors, the VEA
also requires that States, in approving applicationms, give priority
to the following.types of applicants:

1. applicants located in economically
depressed areas and areas with high
rates |of unemployment, and unable

. to prqvxde the resources necessary
to  megt the vocational education
needs |of those areas without Federal
assistiance; and

2. applidants that propose new programs.zil

i

These priorities we%e proposed by the Senate.

The first priority, often termed.the ' economically de-
pressed area' (EDA? priority, was intended by the Senate to
serve a putpose sgﬁilar to that of the House-proposed fund
distribution requirements: to\give priority to ''poor areas
which cannot otherwise afford necessary vocational education
programs' and to further the objective of "equalization of

educational opportunity'. 26/

23/ 1d. These LEA and OER factors are discussed in greater
detail in Chapter 3. »

24/ H.R. Rep. No. 94-1085 at 34,

25/ Sec. 106(a)(5)(A) of the VEA (20 U.s.cC. 2306(a)(5)(A))
These, appllcatlon approval prioriti=s are discussed in
detail in Chapter 2.

26/ S. Rep. No. 94-482 at 70.

°

r
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The second priority, for new programs, was to operate
in tandem with tl'e Senate-proposed amendment to the Declara-
tion of Pufpose concerning the use of VEA funds to maintain
program§.21/ The Senate intended that its "bill as a whole"
stress "tﬁe use of Federal funds as a catalyst for development
of new programs States and localities would otherwise not be
able to afford”.jgy . h

When the Conference Committee on the 1976 Amendments
reconciled the Senate and House bills, the two application
approval prioritigs were taken verbatim from the Senate bill
and the two fuﬁ&g‘diéfrzﬁﬁﬁi;niééétvég were taken verbatim from
the House bill. The Conference Committee perceived that both
Houses were ;eeking to tighten the VEA fuuds allocation procesg
and clarify that VEA fuﬂds are to be distributed to recipients
most ir need of funds.22/ '

2. The Relationship of the Fund Distribution Factors to the
Application Approval Priorities

Under the statute,.the criteria set out in subsection
106 (a) (5) (A) are to be used to give "priority" to applicants
"in considering the approval of such aéplications". And the
"factors" for LEAs and OERs specified in subsection 106 (a) (5) (B)
are to be uced as the basis for '"determining the amount of funds

available' to “aﬁplicants approved for funding".

27/ "It is also the purpose of this part to authorize Federal ,
— grants to States to assist them, (1) to improve, and where

necessary, maintain existing programs of vocational educati
Sec. 101 of the VEA (20 U.S,C. %2306) (Emphasis added).
Al N ‘)
28/ S. Rep. No. 94-882.at’ 57. 3 g
.R. Conf. Rep. No. 94-1701 at 220.
29/ H.R . n P 0agQ

inl .




The House referred to its amendments as relating' to the

a

distribution of funds and as intending ''to provide additional
revenues to those school districts and agencies most in need of

those revenues to provide programs' and to "focus Federal funds"

on such agencies;ég/ : ’

The Senate saw its amendments as giving states the basis
on which to make 'har< chqicés among compééing applications fpr-
scarce Federal funds". It anticipated that its criteria would
be used to give !'priority in approval of applications".il/ And,
it stated that ''[o]ther applications may, of course, also be
-approved but the State voard should be able to document the
reasonSxfor approval of such applications over those of needier
applicants."jz/ In céntrast, thezparagraph of the Senate Report,
which follows the above discﬁssioﬁ of the applicatioa approval
priorities, refers to the "allocation of funds among eligible
recipients" in reference to other amendments which the Senate -

proposed pertaining to the prohibited funds distribution methods

set out in section 106(a)(5)(B) (ii).>3/

ED has interp.eted the VEA as giving states the option of
using two different mechanisms for relating, the application

appfoval priorities and fund distribution factors. It has termed

o

these two mechanisms the ''two-step' process and the "one-step"

process.
30/ H.R. Rep. No. 94-1085 at 33-34.

31/ S. Rep. No. 94-882 at 70.
32/ 1d.

33/ 1I1d. at 71. -

0
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N
In a two-step process the first step is approval of appli-

cants and the second is funds distribution to approved appli-
cants. . In the first step, applicants are ranked according to
the application approval factors (EDA and new programs) and

"a cut off point is established beyond which no recipien} is
funded". In thé seqpnd step, the amount of VEA funds received
by applicants approved for funding is determined by applying

the funds distribution factors (relative financial ability and

low-income persons/h}ghgrfpost.students

In tﬁé 6ne step process, the two application approval
priority criteria and the two fund distribution factors are
combined into a single formula, which is used to rank applicants
and allocate VEA funds based on each recipient's total score

from the combination of these factors.éé/

As noted above, the statute requires the fund distribu-
tion factors of RFA and low-income persons/higher cost students
to be the '"two most important' in ''determining" the distribu-

- tion of VEA funds. ED has interpreted this to mean that in a

one step process these funds distribution factors must indi-

-~

vidually receive the greatest weight in the process;ié/ and
éé/See, e.g., BOAE/DSVPO Draft Policy Memorandum FY 80- at 1,
BOAE/ 0 Draft Information Man :al for Federal Vocational-

Education Fund Distribution Procedures, Dec. 1979 at 4.

EE/BOAE/DSVPO Draft Information Manual for Federal Vocational
Education Fund Distribution Procedures, Dec. 1979 at 4. One

of ED's draft interpretations implied that a cut-off point
could not be used in a one-step process to deny funds to
eligible applicants. ’

36/Notice of Interpretation, 45 F.R. 81814 ( ‘Dec. 12, 1980).

270
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the application priority factors must individually be given
lesser weight. ED 111ustrated this in one of its draft funds
distribution manuals by showing the RFA and low-income person

factors each having a point scale of from 0-30,and the EDA and

-

new program factors each having a point scale of from 0-20.31J

ED's earlier interpretation expressed some uncertainty
, .

about the legality of the mérger of the application approval
and fund distribution factors in the one-step process: 'P.L.
.94-482 clearly anticipated a two-stage funding process (1)

approval of applicants and (2) fund distribution to approved

w 38/ N )

applicants". . The one-step process was justified, however,

N 4
on the ground that the two-step process anticipates that some

©

applicants will not be funded and the statute and regulations>

did not }equire this result:
"In actual practice, many states dis-
tribute Federal VEA funds to all appli-
cants. Although the intent of P.L. 94-
482 was to establish separate approval/
selection and funding stages, there is
nothing in the Law or Regulations .to pro-
hibit a state from funding all applicants.
In situations where all applicants are
funded, a&n initial prioritizing and ap-
proval process becomes meaningless."39/

-

3. Inclusion of Additional Factors in FUnas Distribution
Formulas

The statute requires that VEA funding be based on "eco-

nomic, social and demographic factors relating to the need for

-

377 80AE/DSVPO Draft Manual for Federal Fund Distributionm
Pro- ~dures, Sent. 1979 at 16.

;§/DSV /BOAE Draft Information Manual for Federal Fund
Dic bution Procedures, Dec. 1979 at 4.

271
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vocational education among the various populatlons and the

A various areas of the State. . . ."ég/ Other than the two most

- _important fund distribution factors and the application pri-

A ority factors (included by ED interﬁretation); tﬁere has been

\ no written interpretation concerning the number or types of

; additional factors that can be included in a VEA formula. ED's

' 1979 Task Force Report noted that many states '"have created

extremely complex mathematical formulas with eight, ten or more

\'factors with each facton"defined according to several indi-
\cators. o o e The more factors cOntalned in a formula, the
greater the effect in diluting the formula outcome."ﬁl/ ED .
has asked several states to eliminate additional factors such
.as\for minority students and traininguneeds,é&/ without indi-
cating whether these fell outside'of the statutory category of

"economlc, social and demographlc factors anticipated by the

-

i

i VEA, i
i
How Factors are to Function in a Formula

{

@he statute does not specify how fund distribution factors

are to function in a formula except, as described above, to re-

@

quire that the factors set out in subsection 106(a)(5)(B)(i) be

i

\

/

/ 40/ gection 106(a)(5)(B) of the VEA (20 U.S.C. 2306(a)(5)(B))
41/ DSVPO Task Force Report, 79 at 9.

) .
f? 42/ It is not clear why ED insisted these be removed. It appears
g that ED concluded they were not adequate proxies for the’
statutory factors, although it is not clear whether they

4 could be used as other economic, social or demographic )=
f factors. D

272




4-42

/

the "two most important factors" in the distribution of VEA

funds;é3/

ED's interpretations concerning how factors are to
function have been confined. 1ar;ely to Setti;g out the one-steo/
and tWO-bCEP process as descrlbed above. The June, 1979 DSVPO.

Task Force Report on Federal Fund Distribution Procedures and’

the early drafts of the proposed Manual for Federal Fund

Y

Distribution Procedures, however, provided insights into ED's

views of other issues concerning how factors are to function
in a formula.éi/‘ |

The -Task Force Report reviewed a number of state distribu-
tion procedures and categorized them into three types:

1. allocation of funds based on vary{ng dollars per student;

2. vpercentage support of total cost; and

3. percentage of Federal funds available.
ED then sought to gevelop model formulas for each of these
three types of allocation methods that would meet VEA require-

45/

ments. Each of the three model formulas were one-step

processes which combine application priority criteria and fund

distribution factors in a single‘.distribution formula.

il/Sectlon 106 (a) (5) (B).

/See eneraé_z Final Report ~f the DSVPO Task Force on Federal
Fund Procedures, June 1979; Draft Manual for Federal Fund
Distribution Procedures Sept., 1979.

/BOAE/DSVPO Draft Manual for Federal Fund_Distribution
Procedures, Sept., 1979 at 13.
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* Model Formula No. 1 - Aliocation of Federal Funds on a Per
\ Student Basis- .

. The .first model formula was tf'or allocating Federal funds

on a per student basis.46/ This formula was expressed mathe-

matically as’follows: \ : :

2(RFA + LIF) + EDA + NP = Total Points for Eliginle Recipient

-

) . Deciral Valu-
motal Poigyé for Eligible Recipient . = ation (ER's
Total Earned Points fcr all LEAs(or OERs) Statewide Droportion of

N - total state

+ points) .

This docimal valuation was used to calculate the

. amount of VEA funds per vocatlonal pupil an eligible requlre—-

‘ ©n

ment would receive. The factors were deflned as follows:
a) RFA (Relative Financial Ablllty - ” ~ .
property wealth per capita of the . \\\<'
total population contributing to . .
that wealth)

-
.

’ b) LIF (Coacentration of low-income
A families in an LEA compared to
the stzte concentratlon)

~

.

: c) EDA (Economically Depressed Areas -

‘//\ points will be based on whatever

: measurable factor the state uses to
determine this. If it includes-unem-
ployment rate, the GU ¢actor can be e .
dropped). / .

d) GU (General Unemployment - based on ) he
the unemployment rate) .o

e) NP (New Programs - based on the per—
. . ) centage of the provosed budget in_the .
) application devoted to new programs to )
meet emerging manpower needs)
The RFA and LIF factors were made the two mos: important fac- -
tors by multiplying them times two. The '"EDA" application -
approval factor had two factors: ap EDA factor and a general

Ynemployment factor.

!

I:R\ﬂ: éﬁy;g. at 13.°
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Each factor was scé%ed by giving one point per standard
deviation from the statewid? mean value of that factor. An
\ ll.point sca” funniné from C to 10 was used, Qith 0 being five
. | standard devia.. .o 7éiow the mean and 10 beiggjfive standard

deviations above the /mean. To illustrate this the Draft Manual

©

v ' .gave a hypothetical point scale for the New Program fac-

tor (percentage of an eligible recipient's budget Broposed for
{ <

. - o
_new programs), \ The hypothetical mean percentage of budget proposed .

» ‘ for new programs is 36.67% with a standard deviation of 5.56%.

!

According'to ED, the scale would appear as follows:

°

% of N.P.'s 8.87 14.43 20. 25.55 31.11 36.67 42.23 47.79 53.35 58.91 64.47

o

~—-* points for G 1 2 3 4 5 6 7 g ' 9 10 - -
“N.3.'s

N

/ _—
S.D. (=5) (=4) (=3) (=2) (-1) (MEAN) (+1) (+2) (43) (+4) (45) :

Mean, standalrd deviation, and the.range of points would be
qéalculatéa'in a similar manner for each of the factors in the |
. ' ’ fofmﬁla, The points,whén galcu%ated for all factors fdr each I
‘ eligible recipient, are added together in the manner indicafed l

in the formula shown above to arrive at the total points for . |

each eligdble recipients. .

Model Formula No. 2:. Allocd%idn of Funds on a Percentage of
' \) Total Eligible Recipient Programs Cost

As described by ED, this formula was designed to rank order

eligible recipients*based on their total points and to assign a

varying percentage of total program,costs to recipients, also

based onitotal Sbints-kl/ In this model formula, ED used the same'
" féctors as in forﬁula 1, cxcept'fhét@EﬁA-hgd é éinglé—féctor édrnummh
: unemployment rate.
- ’
AT e “ﬂ/I_d ‘at 16, | 275
Q - ) ' : ) s
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Unlike formula 1 in which each factor\had the same 10

\
point rank, formula 2 used different scales fbr the varicus
| \

facters. For example, RFA had a scale of frbm 0 to 30 points;

vhereas the néw program factor was assigned a scale of from 0 to

20 po;nts. According to ED, by increasing the\range of the

scale, ﬁhe importance of the factornwould be 1n¢reased.é&/

To determine how many points will be assign?d for each
|

particular value of a variable, the state is to §§sign a ‘point

¢ o : ‘ P! ..
value\to the full range of raw numbers for eligible recipients
1 \\

on each variable. '

ED gave the following example of such a scale for the OER

higher cost student factor: 42/ - \
\

Relative number of high cost students ' ‘

Percent of high cost students ‘ Points
31 and above : 30
26 - 30 l 25
21 - 25 ° . 20
16 - 20 15
11 - 15. ’ 10
6, - 10 " 5
0- 5 0.

Based on such scale$, points are assigned to eligible recipients

for each factor. The total points for each eligible recipient

are calculated and then eligible recipients are ranked in order

of total points. Using this ranking, the state establishes .a

|
funding scale which establishes the percentage of total &oca—

tional program costs to be paid for by VEA funds. E

jHt

= |§m:

43/
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|

ED gave the following example of such a funding scale: I
Ranking Category Federal Funds as a % of Total Cost

I 90-99 points ' 97%

11 80-89 points -~ ) 89% -

I1I 70-79 points 8}%

v 60-69 points 73%

\' 50-59 points 65%

Vi 40-49 points 57%

ViI 30-39 points 49% s

VIII 20-29 points 417 v

IX 10-19 points 33% ‘

X 0-9 points . ’ 25%

rﬁD also provided an example of how the variable Federal

.percentagb would be used to calculate the amount of Federal

funds%an eligible recipient would receive.

OER# Rankinz Category % Federal Funding X Program Cost = Federal $
! v - " es1 . $90,800° ~  7$58,500 |
2 I 897 $50,000 $44,500
3 . Iv 73% $78,000

\

Modeii?ormula No. 3: Allocation Based on a Percentage of Total
Federal funds Available . '

v

Under Model Formula 3, the relative importance of each
variable according to ED is determined by the percentage of tke

total amount <% VEA funds distributed under ‘the formula that is
50/ ' '
governed by each factor. ED set out the following formula

do this:

.35 (State Allocdrion) (LIF Factor) + .35 (State Allocation)
(RFA Factor) + .15 (State Allocation) (sic) + .10 (State Aliocacion)

(NP Factor) + .05 (State Allocation) (ADM Factor) = LEA Allocation
Thus&.under this model the RFA factor is glven greater weight
because it guverns 304 oi the total funds in contrast to tne new
program factor which govern only 10%. o
As in therother twe model formulas, scales must be developed

$56,940 .
—90,920
$218,000 . 31599401

for each factor to take into account factor variation among eli-

1]

'1d. at 18.

- ° | 277/ s



gible recipients. Of note in this model is that ADM (the number of
students eurolled in an ER or in its vocational program) is a
separate additive factor under which "only 5% of the total allo-

cation will be distributed on the basis of ADM".3L/

Modei Formula 3 introduced the concept of "planning
entitlement". The amount of a planning entitlement,”which is
a preliminary calculation of the amount of funds an applicant P
ma§ be enti;led to ;eceive under azformulg may be different from
the amount actuzlly distributed to the applicant. ED explained
that "[a]ctual fund distribution is the reéult of approved ap-
pliéations. If the planning entitlement for an LEA exceeds

B

that LEA's approved application‘for funds, the remaining funds

°

are redistributed (via the formula) to-those LEA's with a need
for additional funds,"32/

These modgl formuias did not appear in ED's Ar~aft of the
Manua} for Federal Fund Distribution Procedures after the
September, 1979 draft; nor do later written materials
mention them. However, these models appear“to have sub-
stantially reflected ED's 1nterprefations of the use of
funding factors in VEA funq distrioution formﬁlas, as confirmed

in communications with individual states.

5. The Prohibition on Allocation of Funds on the Basis of Per
Capita Enro’lment ’

'L One of the statutory constraints on the design of VEA

funding formulas is the nrohibitian on atates allararine VFL I
- 2

v e e A e

funds ''among eligible recipients within the state on'the basis
53/

of per capita enrollment".

51/ 1d. at 18 | g
52/ 1d at 19. ~

. l 2;7§3 ‘
§§/ Sec. 106(a)(5)(B)Qii) of the VEA (2G7ULS.C. 2306(a)(5)(B){i1)),

1




This provision was added in 1976 in response to the

* Sena .e's contention that s number of states allocate funds

-

: b
among school districts on the basis of a flat formula, without

taking relative need or sbility td pay into account."ié/

TAis provision was not interpreted in the Octobef, 1977
regulations, but ; later poliéy directive stated that this
prov1sxon prohibited ''a fund distribution procedure which pro-
V1des a guaranteed minimum amount to every eligible recipient

53/

outside the formula".==" Subsequent interpretations also ap-

B

. —plied the prohibition to TIat Tunding levels within VEA formulas: _
"a flat minimum funding level may not be built into the formula".ié{

A later draft manual stated: "[T]he State does not establish .

a proportional or predétermined funding level based on the num-

ber of studentsfil However, ED's latest interpretation of this

1ssue prohibits states from allocating funds "solelz on the

basis of per capita enrollment', 28/

The prohibitioﬁ on a flat distributicn per student raised

the issue of how to take into account the number of students
* enrolled in an ellglble recipient's®vocational program in tine allo-

cation of VEA funds. . In ED‘s Task'Force Report the following

L4

54/ S. Rep. No. 94-882 at T1.

Qi/ Policy Directive Relatlng to Fund Distribution from Char’es
; ‘ Buzzell to A551stant Regional .Commissioners.Feb. 1978,

PRSP

N g

56/ BOAE/DSVPO Draft Manual for Federazl Fund Distribution Procedure
57, Sept. 1979 at 13.

58 Draft ﬁotice of Interpretation May 1980 at 5.
28/ OVAL/RSVP Program lMemorandum FY 81-5 (Feb. 11, 1981) at 3.
274
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statement appears, "ADM [average daily membership] or FTE
[full time equivalent] student data may be used as a multi-
plier to direct funds to large student populations after
relative need is computed"$;2/ Later in this report in

describing Model formula no.”3, supra, it stated "only 5% of

the total allocation will be distributed on the basis of ADM...."

l
_

According to ED, this mddel formula "allows some funds to
gravitate to where the students éxist".il/

£?

A later draft interpretation dg§g;%bggvtwo,ways a state-

could take into sccount the number of studegts enrolled in a re-

cipient's vocational education program.él/First, when "applicant

priority ranking and fund distribution rfactors are being con-

verted into dollars it may be necessary to incorporate a muiti-
plier in the combutation which takes into account the size of
the program, number of teacher units or number of students en-

rolled". 82/

+the state considers "app}oved budgets to ensure that total

dollars awarded each applicant also relate, to the size of the

program, i.e., the number of teacher units), or number of students

enrolled".éé/

59/ Fin=2l Report of the DSVPO Task Force on Federal Fund

T D.stribution Procedures, June 1979 at 8. This statement
.2lsc..appears in the BOAYE/DSVPO Draft Manual for Federal
Fund Distribution Procedures, Sept. 1979 at 18.

60/ zd.

61/ BOAL/DSVPO Draft Information Manual for Federal Vocational

T Education State Grant Fund Distribution Procedures, July
1980 .at 6. The.project method of funding is discussed,
infra in section IV.

et 25"

A second way was to use a project method under wnich
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2

A subsequent ED Program Memorandum gave the same inter-

pretation with additional specifications, includii , the "size

" of the program may be used within a formula if it is properly

weighted in relation to the required factors or the state may
choose to multiply the enrollment factor bv the sum of the
other fac:ors in the fund-distribution".@&/

6. The Proﬁibition on Allocating Funds through Matching of
Local Expenditures on a Uniform Percentage Basais -

- The- -statutory pgpﬂibltlon _on _allocating- VEA—funds- “through—

I st g e T S - ‘

matching of local expenditures on a uniform percentage basis"

o

is a companion to the prohibition on per capita enro. lment .
5 distributions. éi/ This provision was also contained 1 he
j/ 1968 VEA.66/‘ Both houses of Congress found that stateg/ggd
ignored this prohibivion. In restating it, Congress exﬁsrted
ED "to make vigorous e%forts.to enforce it. Otherwise poor .> ’

school districts will continue to be barred from receiving

»”

funds when they are not able to come up with local matching
67/ N

funds".

o
N

OVAE/DSVPO Program Memorandum FY 81-5 at 3 (Feb. 11, 1981).

NN

Sec. 106(a)(5)(b)(ii) at the VEA (20 U.S.C. 2306k5)(b)(ii)).

/ "Funds made available under this title will not be allocated " g
to local educational agencies in a manner, such as the match-~
ing of local expenditures at a. percentage.ratio--uniform----- =
e ‘ ' throughout ‘the State, which fails to take inio consideration
the criteria set forth in paragraphs (4), (B), (C), and (D).

NN ] b o)

Sec. 123(a) 6){E) at the VEA ol 1563 as amended vy P.L. N
99-576 (20 U.S.C. 1263(a)(6)(E)). q\"‘\

o (o)}
o) 'Ul I

H.R. Rep. No. 94-1085 at 34. The Senate Report stated the
same admonition: "The Committee expects the Ofrice of
Education to be diligent in enforcing this provision, as
otherwise the priorities expressed by the bill will be
negated". Sen. Rep. No. 94-882 at T71.
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“ED has not interpreted this provision except to include

in an early draft Manual on Federal Fund Distribution Procedures

an example of a formula using a variable percentage match. 68/

7. The Prohibition on Denying Funds to Recipients Making a
Reasonable Tgx Effort Solely Because of Inability to Pay
. the Non-Federal Share of New Program Cost

The 1976 VEA amendments continued the earlier enacted pro-

hibition on denying VEA funds "to any recipient which is making

a reasonable tax effort solely because such rec1p1ent is unable -
. 169/
1 3]

to pay the non-Federal share of the cost of new programs

The Senate Bill in 1976 proposed a similar provision which
did not contain the requirement that a recipient be making a

"reasonabhle tax effort".zg/

The final Bill approved by the
Conferehce Committee, however, continued this prior requirement
of the 1968 amendments. ED has aot interpreted this prohibi-
tion. |

8. Information States and Applicants Must Provide About Formulas

(5

The VEA requires-states to submit certain information to
- ED--concerning the distribution*cffVEA”fﬁﬁds) The five 'year
state plan is to include a description of state goals in meeting

o

68/ Described supra at p. 44,

69/ Section 106(2)(5)(h)(ii)...In. the 1968 VEA<xh1s provision-- - - — -
- was  §tated as follows: "no local educational agency which is
* making a reasonable tax effort, as defined by regulations will
be denied funds for the establishment of new vocational educa-
tion programs solely because the local educational agency is
uinadble ToO wayv tne nun-Federal suare of ine Cus’ Of sSucii BEWw
programs". Sec. 123(a)(6)(E) of the VEA of 1963 as zmended
70/ by P.L. 90-376 (%0 U.S.C. 1263(2)(6)(G)). ;
— Senate Bi11 No. 2657, Sec. 107(a)(7): "...no eligible re- '
cipient will be denied Federal funds Lor the establishment of
new vocational edugcation programs solely because of its in-
ability to pay the non-Federal share of the cost of such
programs"

. ERIC - ' - 252
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. concerning the information on funds allocation that must be

_included. Here the state must in its planning provisions

| lating to the distribution of Federal funds';

wiﬁcludink‘;wdeécrintion of the distribution of these fﬁnds among

4-52

the need for particular jgb'skills in terms of '"the alloca-
tion of-all local, State and ?edéral financial re;odrceé
available in the State among...institutions within the State",
anqurovide the rea;ons for choosing these "allocations of

s".lly

resource The statutory requirements concerning annual

program plans and accountability reports are even more explicit

'set out explicitly the propoéed distribution. of such funds - —
among eligible recipients, together4with an analysis of the

manner in which such distribution complies with ?he assurance

given in the general application under section 106(a)(5) re-

2/ and in its "pe-

porting provisions" of these reports "show explicitly how funds

available under this,Act have been used during that fiscal year,

s

including a description of the uses of funds among the authorized

uses of funds set out in sections 120, 130, 140 and 150, and

local educational agencies and other eligible recipients in con-

formity with the requirements contained in section 106(a)(3),

and give the results achieved with these fupdsff.";ZQJ A$4u__

(iv) arnd (B} of the VEA (20 U.S.C.

) and (B)).

(ii) of the VEA (20 U.S.C. 2308(b)(1)(B)(i1)).
0

71/ Sec. 107(b

2307(b)(2)
72/ Sec. 108(b
b

)
(
7 )
73/ Sec. 108(b)

f the VEA (20 U.S.C. 2308(b)(2)(B)). ) |
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interpreted by ED, the annual program plan is to include "a ~

more detailed description” of how the funds projected in the

five-year plan will be used and any change in the funding
proposed. 14/

a

Early draft fund distribution manuals and the DSVPO Task
Force Report specified that states should report funds distri-

“bution results for at least two LEAs and two post-secondary

-institutions approved for funding. "These examples will demon-

strate the funds distribution procedures provide the largest

allocatlon of funds on a per ‘student basis to eligible recipients”

with the greatest needs".lé/ Subsequent policy documents have

omitted the ''greatest needs" language.— 16/

aqy o
More recent policy documentsizl require states,as part of

their annual application for funds,to describe clearly the pri-

-

or{ty and fund distribution factors and the way in which they:

are used to distribute funds, and to describe the amount of funds

v

__"géach" eligible recipient %ill receive through the proposed fund

>

distribution procedure. :

v A - e PO ORI o e —mv e == b s - . -

~C. State Legal Framework

1. Introduction

. Tie description of the state legali framework relates to the

maJor features of staté formulas for allo -ing VEA funds among

o o e gran— < e s, T v e n -

74/ VEA Regulations, Comment Re: Section 104.222 42 F.R. at
53874 (Oct. 3, 1977). See also Appendix B, Q + A #7, Id.
at 53865. ‘-

7?/See BOAE/DSVPO Draft Manual for Federal Fund Dlgtrlbutlon
mCEquEb, Dt:pt.. 1875 at 13. Tinal L\cyul‘t. of the ‘nCV‘Dr\
Task Force on Federal Funds Distribution Procedures, June.
; 1979 at 11. . e
78/ See e.g., BOAE/DSVP Draft Policy Memorandum, Dec. 1980 at 2.
/ §E§ also BOAL/DSVPO Draft Policy Memorandum, Dec. 198C at 2.
77

Draft Wotice of Interpretation (lfay 1980); Notice of Inter-
pretation (45 F.R. 81814 (Dec. 12, 1980).

284
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eligible recipients. It does not provide detail on the
defini%ions and measurements of‘phe application approval
criteria and the fund distribution factors. These were de-
scribed in chapters 2 and 3. Rather, we describe here how

these criteria and factors generally interrelate in a formula

to determine the amount of funds each eligible recipient

is to receive.

Thus} in this section there is a general description of
sgaterfEEEaI;;Aﬁhiéﬁrfdfﬁékfhéiﬁééig for the géneral discussion
of formula issues that follows. A separate description of how
states véry their formulas to accommodate different uses of

VEA funds is contained in section IV.of this chapter; for

example, how states may vary their formulas when they distribute

funds for handicapped vocational students and how formula

factors are used in the ''project" funding approach are considered,

.

-in section. IV of this chapter.

In general, these observa®ions are of the formulas in

0

effect in the four study states for schdol'yéar 1980-81 (FY81).

2. Types of Formula Factors

Every state in our survey used the one-step process to
— —distribute 2ll or most of their VEA funds. Consequently, théy

were required by ED to use both the fgggwgi§§ributiggﬂﬁactofs

and the "application approval criteria in the same formula.

Every stite currently uses the two fund distribution factors
-

(RFA and lcw-income/highef cost students) as formula variables
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andzéy y/state also 1nc1uded at least one factor for

economically depressed areas. Zg/

/ 3
a factor for new programs.79/
80/

T?ree states also include
Somé states during FY81 also
included additional factors. For exampley one state in-
P " cludes a separate additive factor for ADM (average daily
hembersﬁip).r This state does not otherwise take the student

enrollment of recipients into account in allocating funds.
ARl P tEC \

Another state uses a student dropout factor in iis general
seconda}y formula. Anéther includes a factdr for percentage

of total students partlg}patlng in vocational educatlon.

In ear11er yearé follow1ng the 1976 amendments some of

these states used additional factors. These included factors
for training needs, minority students, pefcent of tuition in-

crease (OER formula), mean family income, and student attendance

- 9

{either secondary or vocational education). One-—state had seven

separate factors in its general post-secondary formula.  Our

<

interviews indicated that most of these factors had been elimi-~
3

_ nated by FY81 as. a result of pressure .from ED, or were simply

__dropped when the state included - for the first time - fund i

/
H

distribution or application approval factors required bV°ED./ .

.78/ As described in Chapter 2, one state uses two factors for
) EDA: the Department of Commerce factor and _a general un-

i ~———— ——~-gmployment factors—-(See- Chapter‘Q“at“page 21 )‘"*”'“ S T

79/ The one state that does not include a new program factor
gives priority- to' new programs by establishing 2 funding pool
107 tHiS purpose . One-of-the--other states having a "new pro-
‘gram" factor uses a fiscal capacity measure for it similar
to that for its relatlve financial ability factor.

Iou
<)
S

The reterence here is to the general tormula Ior secondary and
postesecondary VEA programs. A number of states, in addition,
use additional factors, such as student dropouts, to meet the
the additional prigorities for work study, cooperative educa-
tion and other pro%rams These are discussed in chapter 2

and in section IV of this chapter. .

/ ' : - —_—
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3. How Factors Function in State Formulas

Introduction -- The descrlptlon of how factors function

N

8.,

in state formulas is organized somewhat differently than the
- -~ "7 parallel section ln the Federal legal framework. This is

because in order to describe the relationship of the fund dis-
’ tribution factors to the.application approzal priorities in

— . state formulas, it- is first neceséary to describe generally how

state formulas operate,

B Three of the states use their formulas to~determine,'for’

\

distribution of at least some VEA fundg, a variable percentage

‘of a recipient's total cost of vocational education or a

-———- —-- —--percentage--of- certain costs, e.g., teachers' salaries, equipment.
I

LI

.Where the peﬁcentage reimbursement method is used, the percentage
of costs remaining after the Federal'percentage is calculated
must be borne by the recipient from local and state funds. One
state that has a specific categorical state aid‘ program for

. vocational education coordinated the distribution of state

- \
categorical aid with Federal VEA funds through the percentage
81/ |

' reimbursement calculation.

The one state which does not use the percentage reimburse-
ment method uses:ts formula to allocate a spec1f1c entitlement
. . of VEA fundstto ‘each recipient. What percentage this represents

of total funds for vocational education or for a vocational
§

mm_chmt.tnweducatlonrprogramtor a.particular dost. element cds drrele= - . . oo

-

vant to the wWorkings of the—formula.82/ Other states in our

s - ! : '
§—/:rhls is further discussed in chapter 5 under the supplenent
82/not supplabtlng requirement.,

$ . —as is further discussed in chapter 5, the matching requirenent,
. which this| state passes through to the rec1p1ents as a one- for—
. one Federah local match, Tequires poorer recipients which
* ‘receive greater amounts of VEA funds to provide greater amounts
of local matchlng funds:

»

o/ . N N .
- Fd .
2y !
—_— cfy/

E . 1/. ’/ RS _ o
e o : : .
- .
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; s
study also allccate VEA funds fcr some uses as a precise. dollar T
amount without reference to a percentage reimbursement (in \\7
addition to using the percentage reimbursement method for other
fu65;7f/\0 . _ /

Slgnificantly, other characteristics of state furding

formulas, such as the-type, numher, scaling‘and interrelation
of formula factérs, are indfpendent of the issue whether the ulti-
outcome is a percentage re%?bursementﬂorﬁa_specific amount of

. VEA funds. Formulas with éiyariety of characteristics gan be

adjusted, to calculate ‘either one. With this in mind, we will re-

turn.té the formula factors and work through how they arée us.
o ’ -}
tovdeté%mine the final funding outcome. B

b. " Scaling the factors =-- One of the first issues states

-

have had to resolve in structuring their VEA formulas is, how to

-

scale the factors; that is how to convert the raw numbers for

!

/ N .
each factor into a numerical -value which can be used (1) to -

) <
compare applicants on that factor and (2) tc combiné\with‘other
- A

L]
factors in the formula. to- N

ED's nodel Formula 1 set out in the Federal legal frame-

£

work, ‘supia, ranked each factor by assigning one point for each -
standard deviation from the mean. One of. our four states uses

the standard deviation method to scale each factor. Another

N L IR R PRSP R N

state rapks applicagfs on each factor and divides this Trank

™~

order idto fourths (quaartilses). For each factor a recipienf can

[

receive from_]l to 4 points, with one point being assigned to

'

recipients in the _quartile of least need and four points assigned

to each recipient in the most needy quartile, on each factor.

o | | 288
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.

A third state first assigns a point range to each factor,
e.g., 18 to 27 points for RFA and 0 to 12 points for new programs;
thenr ranks applicants on each factor; and finally, assigns

points to recipients based on where they’fallién the continuum

—_ > POV — »

within those point ranges. ’

None~of these Phree states use a continuous point scale.
A.continuous point'scale is~one in.which the range separating
two appliéants in points is pfoportional to their di§tancé
. apart on the actual factor values. For examplé, if one LEA =
hag 25% §f'its popﬁlatﬁon'that'are low income and another LEA

< has 107 of its population that are low income a cont%nuous.
point scale might assign the first LEA 2.5 points and the second
LEA 1 point. ' |

Discontinuous scales, on the other hand, have cut-offs

which tréeat values on one side ‘of the cutjoff very differently - *

» 8

than on the other sidé. . for example, assume in the above
illustration that the first quartile of applicants for the low-

income conceatration factor runs from 0% to 10% low income, and

-

the second éuartiie runs from 10.01% to 20% low-income. The LEA
\ with 10% low-income receives 1 point, and the LEA with 10.1% loﬁ-
income receives.?2 points in a discontinuous scale because it ’
is in the second quartile. The use of a continuous scale here
mfght éssign the 10.1% LEA a-point value of 1.1, rather than 2.
" The fourth LEA in our study does not use a point scale to

z - .

compare applicants on each factor. Rather, for a number of

289
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factors it compares the applicant's factor score to the state
average score. For example, for relative financial ability
it computes the ratio of the state average revenuesc%er

pupil to the LEA s revenues per pupil (State Average Revenues/

LEA Revenuee)~83/ Thus, the factor is an amount that can be
greater or less than 1 depending on whether the LEA iseabove
or below the amouﬁt of state average'fevenues. An LEA at the;
state average would receive a score of 1. This is a eqntinuous
scale because applicant factor scores are‘proportionate to the

A

actual differences in facter raw scores.

-

L3

&

c. Rélating the factors to each other so that some are

given greater importance than others -- ED's "model formula"

suggested three methods for giving greater individual weight to
the two required find distribution factors than to _any others.
One method was to multiply the points calculated for the RFA .
and 1ow-inéome/higher cost student factors by some numbe},
éiﬁ;: by 2 as suégested in Model Formula 1. , A second method
was to create point scales that assigned-a wider range ef
points to these two factors (Model Formula 2). The third
method was to have each,factor govern the distribution of a

specific proportion of total VEA funds allotted and to have the

two most important ¥actors govern a larger share of the funds
than the other factors, e.g., the RFA factor is used to
distribute. 357 of total funds while the new pregram factor

only allocates 10% (Model Formula 3.

—ijThls state was autﬁbrlzed to. use a revenue measure of RFA
See chapter 3 at p.‘29

230
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The four states in our study used some of these methods

for varying the importance of the factors, as well as another

<

method. Several states use a variant of Model Formula 3. They w.

separate the factors aad uée each factor to allocate a specific

proportion of total VEA funds. In a simplified version, the

férmula for the LEA Allocation is as follows: .

s

A Recipient's _ Total.State . [30%(Low-Income , 39.9%(RFA
Allocation VEA Allotment Factor) ) Factor)

29.99% (Vocational - .1% (EDA .1% (New Program o
Education Particip- + Ractor) + Factor) ] =
ation Factor) ) ‘ ’ :

‘ -

The percentages represent the percentaées of the state-wide
total allotment that is distributed by. each factor. Greater im-

po}tance is given to the RFA and low-income factors by having °

-t

them gevern a greater percentage of the total amount allotted

than any other individual 'factor, . . Py

One state sought to give éfeater importance to the low-
income and RFA factors by assigning them each a range of 18-27
points and by assiéning the following point ranges to other fac-+

tors: EDA 0-18; New Programs 0-12; aﬁd ADM 4-16. Another state,’

which uses a quartile scale of 1;4 poinfs for ea&h factor,

¢+ -~

assigns an additional point to each of the two mdst important

factors. For example, if an LEA receies 3 points for beiﬂg in

Y

§§/ In this formula, each f.ctor computation determines both the
relative factor score in comparison to other LEAs and the
amount of total VEA funds allotted by that factor to which
the LEA is entitled.

291
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the third RFA quartile, one add1t10na1 point is glven for

8

RFA for a total '0ofr 4 points. Thls is true for-each LEA'

* = TS

e

& .
that is,an LEA in the first RFA qaz;%*le would re0§1Ve 1+1 =
2 points. ’ " : -
. #
Once the point totals -are- determined for each factor, fhey
are ofppn combined to give a total point score for each appli-
cant. Three of the stateé in our study totaled the moints for *
each factor tc arrive at a point total for each applicant. The
fourth state, whose formula is described above, does not calcu-

Ry

late an applicant's-point total since it, in effect, applies

2

eacﬁ factor individually to a specific percentage of the VEA
K

funds in the formula. ' .

~
-

-

d. The use-of total points or other total factor scores

to allocate VEA. funds -- The three states which totdl the points

for all factors then must translate those point scores into VEA

o -~

funding amounts and/or recipient matching percentages. As described

»
3
3

in ‘the introduction to this section, these three states use the

general VEA formula to calculate specific amounts of*VEA'fund§ or.

~other variable percentages of recipients' vocational education costs

thét VEA funds'will‘pay for. These states use sevgral different .
) methods for doing this. 7 '

Under one method states aliocate VEA funds by compa}ing a .

recipient's total points to the total points for 2all recipients;

and this percentage is used to determine the amount of VEZ f@pds

the recipient will receive. For example, if the total points for )
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5 .

all recipients is 100, add a particular LEA has a total of 10

N

points, ’'the LEA .would be eiigible to receive 10% of the

. \ ‘. . ' ~
- - . total VEA funds allocated under the formula.

~

The fourth state, which does not .use point totals to,
. ot A . ;

allocate VEA funds, has created a formula which results in

the~calculé¥ion.for.eachmrecipient'gjwa percentage of the v
total VEA funds in the formula which will be allocated to a

-
4 . L3

recipient under each factor. ‘Thii state uses the additive
- formulg described generally at p. 60, ~'supra. The percentages
of the t§ta1'VEA funds allocated by each factor are then ‘
. totaled to detgrmine thé”percentage of thé total VEA funds each
recipiegp will receiyve. Foqr example, this ¢an be expressed
for a hypotﬁ%tical LEA as: %T\\~ ;

-

LEA Entitlement ‘= Total State Allotment o ' . “
. - . © ' for all LEAs [2% for Low-income Factor *

o'

| M for Yosarional Eaucation : , + .12% fér EDA Facto;
"’ Participant Factor + 3% tor RFA Factor + !

When all .of these percentages are totalled the LEA is entitled

° . to 6.2% .0f the Total State Alldtment for all LEAs.

[

© + .08% for New Program Factor]§§/ . ) ) 5 - 1

reimbursement, applicgnts gée frequently ranked on total points,
L. and then this ranking is divided into groups of recipients, each

of which is entitled to receive a different percentage of total

costs from Federal funds. For example, one state uges recipients’

‘85/ A factor for number of students enrolled by each recipient or
other measure of recipient~.size is included as a multiplier .
in the calculathn of each factor:

-0 ’ . 293 .

Where total points are used to calculate a percentage ° 1
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- .+ total points to devéldp recipient quartiles. Each of the .

f four recipient groups is fequired to pr&?ige a different

percentage of local matchiné’funds, in’ this case between 26%

< . -

anc 327,86/ ) :

. . | . .'-
° . In some of these states, formula amounts were initially -

calculated as "preliminary entitlements" of which potential

" VEA funds. These preliminary entitlements formed the basis S

[

for recipients to prepare applications.

Wpen applications are actually received, formula amodnts

15

|
|
\
|
|
\
|
\
|
|
|
|
applicanté were notified prdior to submitting apblicationshfor ‘
\
\
|
|
are recalculated b;sed'pn applicatiéhs_aétgally submitted.
~. ° Eg the total amountfavailable‘isknot fg}ly allocated under the
formula, g;g;; because some applicants do not apply for the ‘
fﬁigaamounﬁ 0 which\they are entitled, .the unallocated amount
is distributed either by formula or by projeqtigpplication. i

e. How states incorporate recipient or ‘program size

: -

into formuléé -~ As described in the Féderal_legal framework,

supra, the VEA prohibits states froﬁ‘allocatiné'VEA funds "on the

basis of per capita enrollment,'" and ED has had to interpret how',

this prohibition afﬁ;ggs the use of measiires of recipient or pro- .

gram size, such as numbérs of students enrolled in a recipient's

§§/This‘type of variable local share calculation is also frequently
used with the project method of funding, described in section IV
infra. at page 100.




vocational education program.
kY

Oné state, pursuant to-ED's Model Formula 3" (supra, p- 46)

has @n element in its formula which allocates a portion

&

) !
of VEA funds on a flat grant per ‘student. The state, however,

e
does not otherwise take ihto account the size of the recip .-

entis_enngllmgnzs in allgcating VEA-funds. Nor is another

-

‘unit of size,such as a number of teachers, used to allocate

tﬂesc funds. ,This occurs because this state was encouraged
e . by éD to use Model Formula 3 which uses pure factors without
_any service unit multiplier to‘gllocate funds. For example,

assume two LEAs have the same demographic cha”acteristics

L) “as measured by thé%GEA formula factors, bugf one has only 100.
_pupils while the other has 1000 pupils. We will assume that

, both have the following factor points:
25 for Low-income Families

20 for Relative Financial Ability
. 15 for EDA !

+ 5 for New Programs
65 TOTAL POINTS

As calculated in this formula,all fou¥ of- these factors ignore

Eiffefences in the enrollments of the tw0°pEAs. A fifth factor

- ' for ADM (averaée daily membership) does take this into éccount.
This factor has a range of from 4 to 16 points: Assuming the
Smallest LEA received 4'poinfs and the largest 16, the total" )
point scores would be 69 poi ts (65 + U4) for thf LEA w;%h'loo

- s?uden%s and 81 points (65 + 16)sfor the one'with 1000 'students.
As_a copsequence of:thisr{ormuaay~the“largest'LEA’M@%H‘ﬁéﬁ"éfm‘””“*“

the number of pupils receives only abcut 17% more VEA funds.

This means that if the smaller LEA receives $100 per student

"

CERIC 295 | :
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o

3

° - U '
-

- ~($10,000 total), the 1arger‘qould receive a total of $11;700
or .only $11.70 per student e;en tﬁﬁugh’éhe LE&§‘have the same w0
demographic factor scores and differ only in_théir énrollments.

Other states do take into account the Vvariation 1n‘the

. number of students or the variation in other measuresgpf

recipient or program size, e.g., teachers, equipmeﬁt, or total
. costs, One'state takes recipient enrollmenté into account by
using voggtional enrollment as a multiplier in the formulg to
arrive at total points for a recipient. If we use the above o
example, this would have the'effect of multiplying the total
points for the four factors (€5 points for both LEAs) byiloo .
for the smailer~LEA and 1000 for the larger LEA (assuming here . ;
that these represent vocational enroleents)é This woild give
the smallfr'LEA 6,5&0 points and the larger one 65,000, which
makes Ehe'amoun:s of VEA funds availabke to these similarlx .
situated LEAs proportional to their number of pupils eﬂfolled'
o in vocational education .
Another state takes into aécount differences in the size - %
Ef LEA prognamsﬁby using ?he formula to reimburse LEAs for a
variableapercentag; of the approved sglaries of eich LEA's vé6-

_cational education staff (which presumably are in rough pro-

. . o 87/
pertion to enrolled students)—'.

! .Another state, which does not use a point system, has
e«werer::r‘ﬂa*pupil“dr‘othef‘muttiﬁiféﬁ'fdf“applicant size as part -cf

<
each of its factor calculations. This state uses both fotal ‘

7/ The project method is another method 'for seeking to make VEA
T allocation correspond, at least roughly, to the varying size
of vocational programs among applicants. This is discussed
later in this chapter in section IV, at p. 100. -

79(
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.l - S ) .« ’. !
° N students in attendance in grades 9-12:and student’'s emrolled

in vocational education as multipliers for different factors.

* -
-
-

* -
¢ ’ 4

-

.t \3.‘ The:Range of Variation in the Percentage Match of LOcal
! Expéndltures
L. 4 - \ .

’ As descr1bed in the Federal legal framework, the statute
a
proh1b1ts the use of a‘"uniform*percentage‘bas1s“vfor uma:-teh—l—ng-—l_d——

-

of local expenditures'; in' the case of new program fundlnz, -

the VEA prohibits states from denying funds "tc any re-

cipient which is maklng a reasonable tax effdrt solely because”

1]

such récipient isiunahle to pay the non4Federal-share of the"

88

: [4
cost of new programs.' Consequently;)where states use a -
<

percentage reimbursement method to translate factor totals into’
-]

+ VEA and matching percentage shares, we examined the range: of

L] »
. ° ” . w?
. B

variation specified in the formula.

1

In one state, the formula calcnlated a local percen-

-

tage matdhlng amount 6? total calculated costs that ranged from‘

. 26% to 22%. In another statiiwhlch uses the formula to relmburse .
LEAs for a percentage of staff salaries, the total point spread
from highest to lowest need LEA was reported to be irom 11 to

. 2l., This translates into a percentage reimbursement which

\ is dependent ‘on the amount of. VEA funds budgeted and approved,

and total salaries used to calculate reimbursement; however,

irrespective of the specific percentages, the range in percentages

88’ Section 106(a)(5)(B)(ii) of the VEA (20 U.S.C. 2306(a)(5)(B)(il)
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R is, at a maxlmum, a 11tt1é more +han 2 to 1. .

. : Another state, which allocates VEA funds as a specific

.pl .

.

! .. entltlement w1thout regaﬁg torrelmbursement of- local etpendi-

tiures,also .uses RFA and low income/higher cost students factors”

\ LY

to calculate magimum Federal support levels, e. g., the remainder -

L———T—————~o£—£Lnds~are~localpnatchIng*funds; ‘Recipients aré’fanked on

these combined factors {without a .student mu1t1p11er) and the

Eop lO% of eligible agencies are ‘assured a higherﬁnaximqm Federal
support.level than the'middle SOX of agencies and the bottom110%. N
. Generallyj the range in maximum Federal support” levels (and local
match) is either lb% or'20% Qrom theé top to bottom group in the.
ranking, 3;5;,‘from 40% to.60% maximum Federal support levels

is’'a 20% range.

’
3

5. Information States Report on Formulas

‘ﬁe reviewed both five-year state plans and annual program
and accountabilit§ reports for the states in our study. All

states provided some description of their formulas and the
]

,-definition of the factors used. In a number of cases many

definitions of elements in the formulas were missing and formulas”

- T

could not be fully understood without interviewing state officials.

State reports provided total amounts of VEA funds allocated

L to each recioient. One reported these allocations on & per pupil

.- _,_,,_.-J,-..-‘-

basis. Most did not give examples of how the formulas actually
2 ‘

operated t o produce specific allocations for particular LEAs
) . i )
and postsecondary institutions. .
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: . This policy analysis considers the clarity, consistency

D, Findings, Conclusions and Recr-mendations .
.- N .

- {

and ‘adequacy of . the VEA legal .framework perta1n1ng to the f
des1gn of formulas for stwtes to use in allocatlng VEA funds

.among eligihle reclplents. "In this analysis the focus is on

whether the formula desxgn requlrements carry out the congre% .

slonal obJectlves made clear in the 1976 VEA amendments, as Wc]l
N -
as. in earlier amendments, i.e., that VEA funds should be allocated
. o

among reclpients accordlng.to their meed for'these funds as .

¢ s

measured particularly by their relative financial ability and their

concentration of low-income persons or higher cost students. ™~

This analysis is also mindful of the congressional intention
9 . 1 ‘ .
to’'give priority in application approval to applicants proposing

.

certain new programs and located 1n economlcally depressed areas.

‘In the introduction to this chapter the 1ssu°s that are

‘

- inkerent in the design of funding formulas - for VEA or any

other sources of funds - were described. Of these issues, the

following are analyzed in this-section:

Y

o The Number and Types: of Formula Factors
The use of the funds distribution facgors was analyzed 1in

. [N .
Chapte; 3. ‘Here we continue the aiscussion of Chapter 3, as well
- «+as’ the '‘Chaptey 2’ an51y51s‘Ebhcérﬁlﬁé“EHE”éﬁﬁfaﬁéizféﬁééé‘ot the
use of the application approval prlorltles_(new programs and EDA)

.in the formula. We also consider the inclusion of additional

1; _ /_




’ . . 1

- e : ) l ' t
Jformula~factors and introduce the issue of“~how to take into .

[ 4 . : 2 NS
account the varving “enrollments” or other measures of recipient

size in funds’ distribution formulas.

0 The Scaling of' Formula Factors

3 This seéction applies vhe discussions containe& in chapters .

2 and 3, concerning the definitien and measyrement of application
v ' vapproval criteria and funds distribution factors, to the formula
L design requirements It considers how decisions about the scales

to usefor determinﬁng the variztion among applicants on each_

<
>

“ " .- factor can affect the outcome of formulas.

r o The Relationship of the Factors to Each Other so That
Some are Given Greater Importance Than Others
\

A

-~

Under the issue cf how to weight formula factors, we con-

»

. 'sider the requirement that, the funds distribution factors of

. REA and 1ow-income/higher cost students be the two most impor-

v .,

tant factors in funds distribut*on, and the adequacy of the

(- -

legal framework .to ensure this. This analysis considers

. - this issue In the context of ED's interpretation that
application approval ﬁriorityland fund distribution factors
can be cOnbined in a single formula.

Q mhe bse of Séales t0 Determine VEA Fund ng Anounts

o As descrlbed in the iatroduction-at least two scaling de~'

cisions must be made in designing VEA formulas; the first.

.
WA DAk A s A A 4

introduced above, is how to séale ‘each formula factor to zccount

-~

. : . - b L g
for variation in the factdbr among recipients and r7ﬁgte that

<
-
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p facter to other factors in the formula. The second, considered

in this-section, relates to scales or computations used to trans-
t

~ -

iate the numerical values'generated by the formula into the
‘. .

amounf of VEA funds each recipient is to receive. This sectiom
5 i s N
S " will further consider the use of numgiys of students or other

20 - measures of the size of recipients or their programs in making

this calculation. .

. / ]
: C These issues will be considered here in terms of general '

~ ¢ . N ¢ \ .
: formula design requirements and their application in general. @

In section_IV of this chapter theée is§ues are funrther con-

- sidered as they are applied to various uses of VEA funds, e.g.,

&

funding pools, set-asides and project nmethod of funding.
- . 7In general, we have found that the Federal legal framework
- Q ¢
has been unclear concerning these formula.design requirements,_and

that someﬁof,ED‘s interpretations goncernidg the design of formulas

. «

have been inconsistent with the congressional objectives the

<

VEA funds distribution requirements were intended to further. In

»

. addition the statute and ED's interpretations do not eStablish

¢
a legal framework sufficient to address all of the issues that

«
5
(-5

.are essential to consider iﬁ designing a VEA funds distribution
formula; and the framework for designing formhlas has.been

made needlessly complex. Our recommendations made in tﬁis sec-
tion are intended both to simplify_the legal structure and ensure

that VEA formuigs carry out th%‘objectiveé Congress intended,

while at the same time affording the state substantial flexibility

'

in addressing particular vocational -education needs.

>

3

e
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1. -The Number and Types of Formula Factors

a. The inclusion of the two application approval

»

priorities as formula factors. -- As.dégg;ihgg<in the Federal

legal framewqu above and in chapter 2, ED hés interpreted the
VEA to requ{re that states' VEA formulas coﬁtain both the appli-
cation approval priorities (new progrgmsaénd EDA), andutbe two

- required fund distribution factors (RFA and low-income/higher
.cost students) if the state uses a so-called "one-stepwformula".
In chanter. 2 we concluded that inclusion of the two application
approval criteria as formula‘factors did no% give them the
priority Congress intended. Tﬂeir inclusion also has é’ .
reéiprocal effect on the required fuid distribution facésrs:

it tends to dilute and confuse the effect of the required fund

distribution - factors. o ‘ .

This dilution is of particular significance because,as

discussed in chapter 2, the application approval c¢riteria of new .

programs and economically depressed areas are not appropriate -

@ - .

concepts for determining tte amount of funds recipients should
receive and/or lack appropriate recipie;t-specific measures.
These factors may be appropriate for use in apbféﬁal of applica-
tioné, e.g., for creating a funding pool for neﬁ proérams, but thelr
inappropriateness as funds distribution factors tends to undermine

ffequent agreement among state officials on_ these conclusions.

3

302

the intended effects of the two fund distribu}&on factors. We found .

s




Not only does their use as fund distribution fgctor§‘dilutg
the other appropriate factors, but it also makes iE virtually
impossible to predict the distributional szects of VEA funding
formulas. As considered in Chapter 3, we have concluded thatl
the RFA“ind the low-income persons/higher cost student factors,
if properly measured, are appropriate for carrying out congres-
sional intent in the distribution of VEA funds. The application
approval criteria, when turned into funding factors are not.

In contrast, we agree with ED's interpretation of how tge
two required fund distribution factors should operate in a '"two-
step" process. In a two;step process application approval pri-
orities are used to select applicants for funding (step 1) -and
then the two fund distribution factors are used in a formula
to determine the amounts approved applicants will receive (Exep

2).§2/ In this case the formula is not confused by inclusion of

application approval criteria.

89/ It is important to note that we have concluded that ED"s in-
terpretation of how the new program and EDA criteria are to

function in step 1 of a two-step formula is incorrect. Under
this interpretation these factors are to be given mathe-
matical values which are used to rank recipients to determine
eligibility for funding:. Our conclusions concerning the in-
appropriateness of using these factors as mathematical
variables applies to this process_as well, and this-.is

- particularly the case for new programs. If the objective

© 1is tc fund new programs, applicants should be required to
apply for funds from a funding pool for new programs, which
can only be used for new programs. See Chapter 2. ™und
distribution factors should then be used to determine the
amoints of VEA funds each approved .applicant'!s new programs
will receive. In our view, step 1 is simply the application
approval process which- includes state-imposed program
parameters e,g., funds shall only be used for particular
purposes, sucé as new programs, handicapped programs, or

§ replacement of obsolete equipment.

=
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An additibnii reason for not including the EDA application
apﬁroval priority in thé formula is that the Senate, which pro-
pcsed this priority, appeared to view this priority as having
the same objective as the fund distribution factors proposed by,
the House Bill. Both sought £o provide . ?dditional VEA funds

to recipients that had greater needs for vocational education

programs and diminished financial abilities. This was particular-
ly true of the EDA priority which the Senate saw as a need and
fiscal ability indication, much as the Houée viewed tﬁe required
funds distribuéion~factors. While phe intent of the EDA

priority is thus redundant, its inclusion as a factor in VEA
formulas has actually detracted from the objective it was

intended to accomplish, because of serious measurement and data

99/

problems. It is our conclusion that in'the fund

distribution process the objective for including EDA as an =~~~ T
application approval priority Is better accomplished by not using
it as a/fund distribution factor. Consequently, we recommend that

N
Congress clarify that the application approval priorities of

section 106(a)(5)(A) may not be used as fund distribution factors.

b. The inclusion of additional formula factors --

At present, .the VEA does not explicitly limit the number

of factors that can be included in a formula so long as they

are ''economic, social [or] demographic".gl/ As described.in the
Federal legal framework, ED's Task Force Repért stated that some

states had creatéd extremely complex formulas, with eight, ten,

or more factors, with some factors using. multiple indicators.

gg/ggg Chapter 2 at p. 21, _
ﬂl/Section 106(a) (5) (B) of the VEA (20 U.S.C. 2305(a)(5)(B)).

304 ¢




It also correctly puinted out that adding more factoirs dilutes

the effects of each factor. The net result of such dilution

' is. to flatten the distribution. The most factors we found in
— : 3 - -
the formulas of our study states was. seven; however, several

‘states used multip.e measures for single factors, e.g., one
() state uses both LEA property weqlth per pupil and state
aid per pupil as fieasures of RFA in such a way that these two

components cancel each other out, to give each applicant approxi-<

-~

mately the same RFA factor.

Even if application approval criteria are not permitted to.

be used as fundihg factors, the present structure would still
- E 4

permit others to be included. As noted by the ED Task Force Report,

this could defeat the funds distribution objectives by cancelling
I'd

s~ - --ORt--the effects of the twourequired"fpnds—dis%ribu%ionhiactOISQ

-

Our interviews with state officials indicated that ED had sought
to discourage states from including factors in addition to the

two fund distribution and two application approval priorities .

specified by statute.
We agree with ED's objection to the inclusion of

factors. .The addition of factors is a major way
1

nula can be manipulated to defeat intended distribu-

H

. t16§;%~ahig_“; es. TFor éxample,'thé simple addition of a fac-
tor for the amount of a recipient's state aid per pupil could
cancel out other valigrelative financial ability measures

such as property wealth ver pupil or total state and local

revenues per pupil.
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]

We recommend that VEA formula factors be limited to s

the two now required by statnte: for LEAs, RFA and low-

income persons; for OERs, RFA and higher cost students.

The use of only two factors will ensure the funding focus

Congress has long intended, ano will also make formulas, simpler
end more prédictable in effect. )
This recommendation will not decreasejetate flexibillty

in the use of funds; indeed, in conjunction with other recom-
mendations, states will have greater flexlbility. QCur other
reoommendations include that states be permitted to use
measures of the RFA factor that they use in their own general
aid to education formulasggf and that states be
T permitted to overriae the allocation determined by,formn}a

, based upon other objective criteria of relative recipient need

for vocational educatlon services equipment or fac111t1es

- (discussed later in thlS section).

c. The proper inclgsion of a factor for the size of

o

" recipient wvocational education programs -- Several states we

studied include as part of the1r foraula. a factor which

I~
generates a -flat amount per pupll for &ach recipient. These \

flat grant components operate-as "add1t1ve" factors, that is,
they ‘unctlon in isq@lation from other factors in the ormula.9 /
‘ED has been inconsistent concern1ng the status of such factors.

Y

The September, 1979 Draft Manual stated that "flat fundlng levels

92/See Chapter 3 at p. 37.

93/An example of a formula using addltlve factors would look
as follows: Total points = .40 (RFA factor) + (low-income
factor) + .20 (pupll enrollment factor). 1In this example,
pupil enrollment is an additive factor that governs 20% of
d the total points for recipients and 20% of the funds allocated
[JKU:‘ statew1de under the formula, }

- t - 306 o




¥ L , 4-76

within VEA formulas" are prohibited, interpreting the
statutory prohibition in allocating funds on the basis of
per capita enrollment.gﬁ/ The same draft, however, included

35/ which.contained an

. a model formula (Model Formuia 3)=
additive factor for ADM (average daily membership) which

.allocated funds to fecipients as a flat funding level per

-~ ¥

pupil. - This is the same general formula which ED
recommended to one of our study states. In another state?
we were informed that ED had urged the state to use the number .

of pupils as a multiplier to be used with a recipient's total
96/ .

-~ ~—

factor score.

These conflicting interpretations ‘'ppear to result from

°

ED's uncertainty about how to include a unit in a formula
which takes into accunt the size of a recipient's vocational
education programs (e.g., number of students, teachers, value
of equipment) and give meaning to.the prohibition on allocating '.l
" funds on the basi: of ﬁér capita enrollment.

. Thig resulted in ED recd$mending or accepting Modé€l

Formula 3, which totally 1gnores the size of a rec1p1ent s

h

vocatlonal education program or the need for a program in terms

of numbers of persons who,could be served -- except by including

a smaIlnflat grant per pupil as an additive factor.gl/ R

94/ BOAE/DSVPQ Draft Manual on Federal Fund Distribution
. ‘Procedures, Sept. 1979. .
95/

Supra at p. 46. ‘ ' .

96/Lat:er draft manuais appeared to encourage, but not requlre,
states to use number of students or other factors for reci-
_ pient or program size as a multiplier .n VEA formulas. See

supra pp. 48-5C.

97/The operation of Model Formula 3 is dlscussed in .the Federal
Legal Framework in this chapter, sugrggat p. 46. |

L

o - . . 3(_}7 4
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. ¢
~In contrast, it is well aécepted in the discipline of

school finange that finance formulas must include the size
of aj’écipient's program or pqtential program as the founda-
tion of a rational allocation -plan. ' -y
A.variety,of measures can b% msed in the fund?ng of voca-
tional education to indicate the size of a recipient's program
or potential progfam. One common measure is the number of stu-
dents enrolled in vocational education (often standaruized for
pufpoiﬁ of comparison by full-timg equivalent or contact hours).
Another is the number of teachers or amount of salaries of
teachers. For some pufppsesésuch as replacement of obsolete
equipment, the value of such equ;pﬁent may be the measure .
used. Where a 5tate wishes to éncoufage recipients to make
VOcationa} education available to more students, it may meashre
the potﬁntial need for services by the total number of students
enroslled by the recipient.a -

]

When these size factors_are broperly used in a formula,

[y

recfpients that have equal needs, as measured by factors such

as RFA and low-income, receive funds under\thé formula in pro-

_portion to their relative size. For example, an LEA with 1000

students enrolled in vocational education would receive $100,000

and one with 100 students would receive $10,000, but both re-

em— P

ceive $100 per enrolled student - assuming both have the same

RFA and low-income factor scores.

-
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e

It has not been clear under the VEA legal framewcrk how
" the size or potential size of a recipient's vocational educa-

tion program could be taken iﬁto account without violating
the prohibition on per capita distribution. As d;scussed
above, these are very different concepts. We recomée;d that
Congress clarify that there is no conélict between them. We
further recommend that in: applying the fund distribution fac-
tors, states be required to take into account the size or po-
tential size of a reéipient's vocational eduqation pfbgrmq.

.There are many methods available fo states to do thi;;@

. €.g., use of a pupil multiplier with total formula factor scores

or yariable percentage reimbursement of teacners' salaries. -

—— We see no reason at this time, however, to constrain state

choice as to the method, except to prohibit additive size

meésures such as contained in ED's Model Formula 3.2§/

2. -The Scaling of "Formula Factors

-

The VEA is silent on how formula factors are to be scaled.
The scale referred.to here is that which is used ta convert

' the raw factor numbers into other numerical .values which are a

? <

~ ‘ used to compare applicants on a particular factor and which,

in some types of formulas, are used to combine the variables

with other factors in a formula.

N

An example of the type of scale we are discﬁssing here is
as fgllow§3 In a particular state, LEAs may vary from $100,000
per pupil iﬁ‘property wealth to $10,000 per pupil, with a mean
value of $50,0dd;*g ratio of 10 to 1, top to bottomta‘Thesé are

the "raw numbers”. ‘To use this factor in a formula, a state

.o 2Yseep.46,.supra. .- _ _
11 O 309 B
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°

may wish to convert these values -to points. 'To do thi;, it
must develop a scale qf points. It could, for example,ocreate
a scale of from-l to 10, which is proportional to the varia-
tion. It cbuld, howeve}{ compress the variation by using
a séale,pf from 2 to 3, by dividing the LEAs into thirds,
based on their rank on the RFA factor. 1In both cases the
wealthiest LEA receives 1 point, However, in one case tpe
poorest LEA receives 10‘points ana in the other only 3 points.
‘ There is no reason .the scale must begin at 1. In this
situation the scale could run from 100 to 110, with the
wealthiest LEA receiving 100 points to the poorest's ;io points. -
ED has n9t directly dealt with this scaling#issue except
tc give exam)les o;“different scal®es in its "model" formuias.
However, the consequence§hof these écaling decisionc can beﬂ’

-~

dramatic. This is based upon the fdct tﬁat variation in a,

scale is not determined a§ much by the aésolute size of tpé
numbers, as by the ratio or gércentage variation among th;
numbers. This is'simple to'illustrate. In Qhe first example above,
the scalgvof 10 to 1 is proportional to the range of variation in
the bésic factor. in Ehe second example the io to i variation has
‘been reduced to 3 to 1 by a scaling deciSioﬁaand in the third
example the 10 to 1 variation (a 1000% variation) has been
rqubedyto a 10% ggriation - a hundred fold reduction - which
renders the factor nearly megningless since allil LEAs receive

virtually the same -score.




: 4-80

)
3

Some states have played this scale .''game" wifh skill

to diminish the variation in VEA aliocatlions resulting

from factor variation. For ekample, oe state uses high
minimum scale numbcrs to reduce the variatrbn,‘i:g;, on

RFA the wealtbiést LEA receives 18 points and the.péorest 27.

~

This 1s akin to the 100 to 110 variation in the example above.

-

This state seeks to give greater importance to the RFA fac-

Y

tor by incréasing the total pumbers, when in fact thé opposite
occurs. New programs, in contrast,ié scaled from 0 to 12, which
o .

gives the new prbgram factor greater power -as a ratio (1200% »

compared to 50%) and in absolute numbers (12 éompqred to0.9).
3 . 4 N

Another state gives ''greater imPortance" to the BFA

and low-fncbme/higher cost student facto}s by adaing +1 to

' s o

théir values. The scale is based on quartiles where applicants

are ranked on each factor and assigned a number for €ach
factor of from 1 to 4. Without the addition of the +1, tke

» difference between the most and least néedy applicants-is 4 to
~ . : a7

» 1. When +1 is added this is reduced to- 5 to 2 or 2.5 to 1.

r .

Thus, the addition of the +1 actually reduces thé importance

of these factors. ' o

. -
<

Another scale whi¢h is used py’states and appears in ED's

Model Formula 1, is‘fhe standard deviation scate. As described
- in the Federal legal frarework, sunra at p. 43 this gives ;né'

point for each stan&ard deviation from the mean, when this is

-calculated for each factor fof all applicahtsK‘ In ED's model,

5 standgyd deviations below the mean gas aséigned,O points ahd

5 standard deviations above the mean was assigned'}o pcints,
ERIC . ‘ 311

~ ..




 has revenues of $2,000 per pupil,

N
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making an 11 point scale. This, at first glance, appears

-

to be a wide variationd 5 . <

-

However, the characteristics of a standard deviation
. i -
statistic reduce the actual variation substantially and move

the distribution toward a flat grant, irpespective of the

’

actual v~riation among recipiéht§ in egch'factor. This is
AN . .

5§c£hsq the concept of standard deviation is one that by

definition normally includes about two-thirds of all* the

units measured (here LEAs) within one standard deviation o ..

[y -

the mean, and about 95% within two standard deviations of
, .

the ‘mean. This means -that about two-thirds of all of the LEAs
. , 4 »
on any factor would receive stores in the range of 4 to -6 and

about 95% would be within the’range of 3 to 7. Thus, regard-

less of actual variation in the factors,the variation in the

scale for most applicants does ﬁot exceed 1 to 1.5 (4 to-6).. .

N -

Scme states usé scales that are direct1§ proportional

- -

to the value’of the raw .factors. For example, one state measures o

an applicant's RFA as average state(and local revenues per

, !
pupil.” Here if the state average Cs $1,000 .and an applicant
;Es factor value for RFA is
I .
.5 ($1000/2000). An applicant with revenues of $§00 per pupil

would have a factor of 2 ($1009/500). Thus, there is a2 4 to 1 J

range in both the basic RFA values and the factor scale for RFA,
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A sébond type of problem also was apparent in the creation
of factor scales by states. This is-the use’of discoatinu-

ous scales. The difference betwecen a discontinuous and contin-

(4

uous scale was described in.the state legal framewdrk.aij .
Basically a discontinuous scale only recognizes discrete poiﬁts

- and not differences between them, e.g., assigning appllcants having
$10, 000 tO $30,000 property wealth per pupil 4 points and those

) with 530,001 to $50,000 per pupil, % points. nge tbeaippllf

cant with 330,000.pfoperty wealth receives 4 points (the same

as the sio,ooo applicant) and the one with $3b,001 receives only

.3 points. ﬂ%be difference in point value is wholly dispropro-

- tionate to the actual variaéion. Somé states, in contrast, usg
continuous scales. A continuous scale in this exémple would give
4 p01nts to applicants with $10,000 1n wealth, 3.5 points, to
tpose with $20,000 wealtb and about 3 points to the app11cants
with $30,006 and $30,001 in wealth. Continuous scales are not
‘difficult to create. o, ) : N :

We.found.the scaling problems identified above to compound

othgr prob.ems in the VEA such as the use of -applitation

aﬁbroval factérs in the formula. The scaling problems described

above necessarily reduced the variation within the formula

s
v

and added an element of caprice to the variation that existed.
Consequently, it is ouf conclusion that if Congress intends
that eligible recipients receive substantially different amounts

‘ )
of VEA funds based on differing needs and financial ability

227See supra at p. 58-59. . ‘ !

[ . o




as reflected by the fund distribution factors, it should.

add a provigion %o, the- VEA that puts parameters on how these

&

factofs are scaled.‘

X
A

Flrst we recpmmend that continuous scales be required. as’
described in the analysis above and in the state legal frame-
wc~k section, discontinuous scales‘distort tB? disparities'so

that virtdally identical applicants are treatedlvery differently.

Second, we recommend that parameters be placed on factor

scales to ensure that there is a substantial correspondence

between the ratio of variation of each fund distribution. *

»

* factor and the ratio of variation of the numbers used to

scale each factor. As cescribed above, the use of scales
A S .‘

which substantlally reduce thé»varlatlon of factors among
applicants can undermlne the obJectlves of allocatlng funds )

on the basis of indicated need by making the final outcome
close to a flat grant. - ) -

We. specifically recommend that_ a scalelparameter be based
- N . Is ¢ L4

on the ratio of variation in the unscaled fund distribution
\ .

factors (RFA, low-income and higher cost students). For example,

if the RFA factor (assessed property valuatlon per pupll) ranges
from $lOO GOO per pupil to $10,000 per pupil a ratio °

of_lo to 1, the point scale for this gactor wodid have to be 10
to 1 or greater.yzy , . _ ; ' e .

Other parameters could};; selected which would ensure sub-

stantlat although not compl€te, proportionality between factor

[

T

100 This parameter would permlt the state to use any point scale

so long as the ratio is maintained, e, g,, a scale ranging
from 4 to 40 would be equally acceptable. ) '

a - § X
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) .~qu;re.proportiohality based on.the full range or selected per-
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3

o M o
and scale variation. For example the extremes of the varia-

" tion could be disregarded in computing the ratio. That is, the

minimum scale ratio could be based on the factor ratio between

the applicants at the 5th and 95th or the 10th and 90th per-

101/

rentiles in the factor ranking.==" Another option would re-

S v

-

[+
céntile range of variation up to a maximum ratio, e.g., 5 to

1. Suqh a maximum would help to ensure that_one:of the two fund-

-

*ing fgctors is not gi&er substantially more power in the

formula ;han,the other simply as\a result of a wider or. °
substantially different scaleﬁgg/ . A\

~

~Such a parameter has the advantage of making the scales

Y 4 ’ . B
for the factors in each state appropriate to the disparity
. . \ ) - . .
within the factors in each state. For example, a state whose

X ]

LEAs. did ‘not vary éubstantiélly in their relative financial

- dbilities_could use a narrower scﬁle.for its RFA factor than

a ~tate whose LEAs vary dramatically in RFA.

In many formulas the points for each fictor‘are combined
“~ to obtain a point total for'each‘recipient and for all recipients
in the states. We have  recommended above that formulas con-

LY

» . ’ .
10/ In the example above of-a 10 to 1 ratio based on highest .

and lowest applicant in property wealth per pupil, the
applic¢ants at the 95th and 5th pgfpentiles on the factor
%ight have property wealth per pupil of $80,000 and $20,000
per pupil, a‘ratio of 4 to 1. ‘

102/ This could otherwise occur based on the principle discussed
. above that the power of a factor is determined by the ratio
difference of its scale mbre than by the absolute _numbers of
its Zﬁhle. Increasing the absolute numbers in a scale tends

to reé

uce the variation of all factors in the formula, €.8:., &

scale of 1 to & produces a greater variation than one that runs

from 100 to 104. However, if the two scales are combined so
thdt, total values can run from 101- to 104, the scale with the

larger numbers has turned t%§légstribution into a virtual _
D v

flat grant.
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tain only the two required fund distribution factorsl In s

combining the p01nts from- the scales for these two factois,

2

we recommend that parameters similar to those for the 1ndwi-“ "

_ dual factor scales operate to govern'their combination. A'parame-

ter on factor combination is needed because the:simple  addition .

of a constant value to the factor totals can render the indi- -

vidual factors largely irrelevant. For example if both the

“RFA and 1ow-income factors have\scales that run from 1 to 4

*.points, when combiused, the maximum ¥ariation is from 2 to.8

- - ." - . « "
peints, which maintains’the-same ratio difference as the indi-
vidual factors. However, th: addition -of a'constant, e.g., the
number 100, to the totals, converts the final values from 102 to

~

108 - a virtual flat grant. . Consequently, we recommend that

Congress add a parameter on the ratio of factor difference when |
both.fund distribution factors are‘combined. A bossible parameter ‘
is that the ratio‘of lowest to highest possible combined factor
score be, at a minimum, not less than the average ratio of the

individual factor ratios]D3/ ' <

|
\
|
|
\
|
|
s . : |
3. Relating the Factors to Each Other So That Some are Given
Greater Importance Than Others N |
The issue of how much weight to give an individual factor
whel. combined with other factors is one to which ED has devoted
sybstantial attention in order to give, meaning to the re-

quirément that RFA and low-intome (for LEAs) cr higher cost ;

103/ For example, if the RFA ratio is 1 to 4 and the "low-income
ratio is 1 to“2, then the average ratio is 3 to 8.

0

316
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T~

. \ .
students (for OERs) are the "two most important factors"

G
in determining the distributiom of VEA funds}ﬁgr\\ﬂuen\of
v \‘\

“the need for this interpretation flowed from ED's inter- _ -

T
pretation that the new program and EDA application approval Y

priorities be included in a "one step" funding formula along

with the required funds distribution factors. In combining
. &

them, ED had to ensure that the required funding factors were

most important.

-

Several states, in seeking to comply with the "most impor-

- t N
tant" factor standard, actually gave less importance to the re-"

w

quired factors. For example, as described in the previous sec-
“tion on scaling, one state sought to give RFA greatér impor-
tanée by igcreasing the absolute numbers in the RFA scale so-
that the RFA scale ran from 18 to 27 in comparison to the®New

Program scale that ran from 0 to 12. As discussed above, this

had the effect of making the RFA factor less important than the

new program factor. The same résult pccurved in another state
which added +1 to the values of scales for the'required factors. ’
Iﬁ both cases, by increasing the absolute aumbers of Phe scales,
the ratio of difference of the scales was redﬁced, thereb& di;
minishing the importance of the factors. The problems of

factor weighting-have arisen largely because of the inappro-
priate, but required, inclusion of épplicapion approvél}
factors in VEA funds dis;ributioq formulas-ana the lack of any

limitation in the VEA on the number of formula factors. Dealing

-~

104/ Section 106(a)(5)(B)(i) of the VEA (20 U.S.C. 2306(a)(5)(B)(i))

e
—
~I
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with these problems, as we recommend, will eliminate most current
problems relating to factor weighting. However, if Congress
continues to permit add*tional factors, the issue og how to give
greater importance to the two required fund distribution

factors wiil remain."Part of this remaining problem would be
‘addressed by the ratip parameters for the formula factors as
described in the preceding section. Ratio parameters would
avoid the diminished importance of factors resulting from in-
appropriate choice oﬁ factor scaling. -There'age other ways,
hqyever, to change the importance of factors in a formnla, and
monitoring the individuelnimportance of factors becomes more
difficult as the number of factors in thé formula inciease.

.-y

We make no additional recommendations about other specific

parameters to prevent possible problems if the number of fermulaﬁf

factors is not limited. We believe these would have-to be
reviewed on an individual basis.
. 4. The Use of Scales to Determine VEA Funding Amounts
In the sgate legal framework are described some of the
methods state% use to translate total points ¢r other formula
calculation 1nto the amount of VEA funds recipients will re-.

ceive. Typlcally, formula totals are used to calculate the

specific amoun‘ of VEA funds a recipient is entitled to receive

N | ’
or the percentage of certain cost< that VEA funds will reimburse.
\ .

The use of scaies or other calculations to determine the amounts

each eligible recipient will receive after fund’

of VEA funding

distribution faétor amounts have been calculated and compared

105 A third general method, the project method, which can combine

these features, is discussed in section IV of this chapter.

A1

105/
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can be the most important .step in a formdla. Indppropriate de-
cisions made at this stage can destroy the effects of a fund

distribution formula that WOuld“otherwise appear”exemplary.

.\

Although the VEA contains prohibitions on per capita
distributions and uniform .percentage matching, these issues

have beén largely ignored by ED's interpretations. As best

we could ascertain from interviews, ED haé taken the position
that as long as a formula avolded distributing funds solely

as a flat grant per pupil or solelz on a uniform percentage .

: basis, these provisions were met. 106/ -ED's most recent e

interpretatioﬁ is that states may not allocate funds "solely

[

on the basis of pef capita enrollment".lgl/ Both Houses of

- Congress in the legislative history to the 1976 amendments
indicated that they felt strongly about these provisions,
finding states had tended to allocate VEA funds as flat amounts

in the past, and exhorted ED to enforce them vigorously.
We found, however, that ED,did not consider these pro- —

. visions to be sufficiently soecifio to do more than prohibit ‘
the most flagrant examples of flat grants or uniform percentage
reimbursements: We were informed by one state thao ED had refuseo
fo approve a percentage match that "varied" from 49% to 51%, but
had also refused to specify the amount of variation that was re- l

quired.

106/ At one time a Draft Manual on funds distribution stated that
a "flat minimum funding but may not be built into the formula"
but this same document described a "model'" formula which did so

- BOAE/DSVPO. Draft Manual on Federal Fund Distribution Procedures-

Sept. 1979 at 13.
107/ OVAE/DSVP Program Memorandum FY 81-5 at 3 (Feb. 11, 1981).

Qo . 319
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- ﬁe did-not conduct an empirical analysis of the distri-
_ butional effects of VEA formulas in the states we studied.
We did, however, examiﬁe‘formqlas for their equarizing
potential for addressing differences among récipients :
particularly in RFA and concentrations pfalow-income/higher
cost students. We also inquired in state iﬁtetview§A
about the states'objectives for the fogmula. In some states
2’. least, such equalization was not viewed as a high priority
gxy,,we also found that some of

[N “x.

the formulas we reviewed had been B&signed, inpentiénally or

in the allocation of VEA funds.

unintentionaily, in a wa& that circumyented these objecztives and,

in operation, would of mathematiéal necessity tend to allocate

VEA funds in a manner that is close to a flat grant or uniform

percentage reimbursement. For example, some states use the

point totals from the formula to detetrmine variable percentage

reimbursement or local matéhing rates fSr‘recipients. The
variation in these rates:Bore little relation to the variation
in the\total factors in some cases. Rather, the total formula
scores were used to rank recipients and reimbursement or matchiné

rates having lit:le variation were assigned to recipients that were

at various points in this ranking sc:.le. For example, 1n one

108/ye found some notable exceptions, e.g., one state used the
' low-income factor to equalize for varying concentrations of
' low-income persons to a greater extent than would be required
under the parameters recommended here. -

«




-

:° ’ state the variation in local match was 26% to”32%. 1In other
words, the most needy LEA had to contéibute 26% of total éoSts
and the least needy haé to provide 32% -- a variation of only
15% in the local match. Other states also have little

variation in the percentage reimbursement and matcﬁing

requirements. - , .

We noted fewer problems in this regard in formulas that”

.directly allocate VEA funds to recipients, i.e., those tgat do

. 1ot use a variable reimbursement percentage or local match.
The major problems of these direct allocatigg“fprmulas~appé§f53”"—
to be inlthe selection and defiﬁié&on of”f?ctg;s and factor
scalihg. Once the factor totals for these formulas Qere'
calculated Ehe améﬁafs of VEA ﬁgndékéllocated tended to be
proportional to these totals. fﬁié%%s\not: howevef,, inherent
in direct allocation formulas. ng‘§b§ortunities for reducing
the degree =i variation through formula selection and scaling
are closed off, some states may seek to create scales that reduce

the proportionality of factor tota%; to fund_allocations.gxy .

-

Thus, the recommendations that follow apply to both percentage

reimbursements and direct allocations.

EZE[For example, a state could create a direct allocation .
formula that, simillar to a percentage reimbursement scale ranks
recipients c¢n total points, divides the ranking into groups,
and allocates a specific amount of VEA funds per student to
recipients in each group, A state that wished to reduce
the 'variation might divide the ranking in thirds and

. allocate (hypothetically) $60 per pupil to the least needy
.o third, $65 per.pupil to the middle third, and $70 per pupil -
to the most needy third.
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It is our conclusion that if Congress intends that VEA |
funds be used to equalize for differences in RFA and low-
income/higher cost students among recipients, the Act must be

clarified to give greater precision to the VEA requirements pro-

~

hibiting per capita grants and uniform percentage reimbursements.
The methods we recommend to accomplish this relate directly to

the manner in which formulas are used to calculate the amounts

of VEA ffinds recipients are to receivejég/

To ensure that VEA funds are allocated o

to recipients in proportion to thei;#differencéé’{ﬁ<financia1
q S

ability and-need £6Y vocational services as shown by the RFA

e s
N

and low-income/higher cost student factors, we recommend that

PR

ratio parameters be placed on-the scales used'tovallocate VEA
funds or, if a scale is not used,;then on the final allocation
of VEA funds. : )

This ratio would not be calculated on the individual fund
distribution factors, but rather would be determined by comparing
the formula total of the eligible recipient with lowest VEA

‘ formula calculation to the formulé total of the eliéible recipient
with the highest formula calculation, This ratio of lowest to
highest formula tétals would establish the minimum ratio of

) variation for the amounts allocated to the lowest to highest

scoring recipients (in the case of a direct allocatiorn formula) or

2

1:IQ/The recommendations made in prior subsections such as those
concerning limiting the number of factors and factor scaling
are necessary foundations for the recommendations made here.
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of a percentage reimbursement method) .= An example of how this

ratio parameter would operaté is as follpws: assume that

to 5 from the most to the least needy. This is a.ratio of

‘Eiiggations of from.$50 to $200 would also meet i€.

properties would already meet this test. We observéd both

the lowest to highest percentage reimbursenfent (in the case
11V ‘

.
-

¢

the range of total formula points for applicants is from 20

4 to 1. A percentage reimbursement with a variation of from | ..
Zd\percent to 80 percent wqglg/meet‘théxiest. 1f the state

used a direct .allocation formula a variation in per pupil

e

Our analysis of the formula in the four study states

indicates that most of them have formulas whose mathematical =

direct allocation and percentage reimbursement formulas that
allocate VEA funds in direct proportion to the scores of - R
recipients. Thus the conéept underlying this parameter is

’ [ [ [ L] q
well established in existing practlce}4=/

TII7In the case of percentage reimbursement, .this ratio parameter

T must operate on the percentage of VEA funds provided and not
on the percentage of local match required.. The reason for this
is simple to illustrate. If this ratio paramecer operated on
the local matching percentage a virtual flat grant could be
permitted. Assume the ratio of variation in total formula
points is 3 to 1. If this were applied “v the local match
it would permit a variation in the local match of from,
for example, 1% to 3% local match which would permit VEA funds
‘to reimburse recipients for from 97% to 99% of costs - a
virtual flat grant. When the ratio parameter is applied to the
VEA reimbursement percentage, it operates in the same manner
as when this parameter is applied to a direct VEA allocation,
i.e., both govern the proportion of VEA funds recipients
receive. This is consistent with the purpose of.the VEA formula
which is to determine the distribution of, VEA funds.

llZ/It is important to distinguish between the concept of
proportionately in presént state formulas and whether
the simple fact of proportionality is sufficient to
ensure that the formula accomplishes intended objectives.
As described in earlier analysis, some of these formulas
with proportional outcomes include inappropriate factors
or scales so that the net effect of this proportionality
app.ars to be either capricious or negligible, because
the formula was inappropriately designed at an earlier
stage. This illustrates that all 6f the-issues considered
in this section are interrelated and cannot be addressed .

in isnlation. * , .
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This parameter of proportionabilgty'between factor

scores and the actual allocation of VE4 funds assumes that

factor scores accurately reflect the relative need among

recipients for VEA funds. As we concluded in Chapter 3,

. relative financial ability and concentration of low-income i
pérsons or higher cost students are accepted factors
probative of an LEA or OE#'S relative need for VEA funds.
As generai need indicators,it is our conclusion that they
are superior‘to most- others. However, given the variety
of permissible uses and'legitihate state policieé in
yocational éducation, we can envision situations in which
absolute a&perence to this parameter would not maximize the

. goal of assufing that aqditional 9EA funds are allocated to
those recipients most in need of them. Consequently, as

described below, we |lalso recommend that states be permitted
to override the general funds distribution parameter we
have recommended,

The funcfién of tﬁe general fund distribution parameter
.descrLbed above is to determine a general need for vocational
edication funds, based upon number of students, rela%ive
finéncial ability, and concentrations of loy-income persons
and higher cost students. It does\hog necessarily determine
the need for a specific vocational education service, program

or program component. For example, it does not necessarily
<

indicate the precise relative need of recipients for a new

program in computer programming or diesel mechanics; or the

relative need to replace obsolete equipment; or the need to

b
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equip new facilities; or the need to expand_apprenticeship,

q

cooperative education or guidance and gounseling programs.

Unfortunately, we did not see as much evidence as we had
Hoped. to find that states:had~sdught'to identify such relative

needs of. recipients with any precision. For example, no state

we reviewed had conducted an inventory of vocational education

programs;:eguipment or facilities provided .by eligible

recipients or had an inventory of recipient deficiencies and

needs Some states indicated they reviewed applications for

new programs closely to prevent program duplication Several

" also indicated they were attempting to expand regional

vocational structures as a way of expdnding program opportuni-
. - LY “

ties in sparsely settled areas of their states. Except for

the expansion of regional structures, the state role appeared

essentially reactive to«the initiative of applicants. \While’

" recipients may be good judges of their own needs for vocational

eddcatiqn, it did not appear that states generally attempted
to identify and put prioritieslon the relative needs of
competing applicants. Atlleast this.did not appear to be a
major concéérn in the funding distribution process.

It isiouz conclusion, howerer, that; in cases in which
states identify needs for vocational education with greater .

precision, the VEA funding formula should accommodate the

state's interest in addressing such needs. ) :
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Consequently, we reéommend that states be permitted to

oYerrlde the allocation amount determined by the general
/

f#ﬁs:la on the basis of (1) objective criteria of specific need .
for

vocational education that indicate that an eligible

reci;ient has a greater need for the vocational education program
or serﬁite being funded ' than would appeaf from the funding formula

calculatieﬁ' and (2) the agreement of recipients to Gse VEA funds

\

' to meet those needs. We recommend’ that the term "obj tive

criteria of spec1f1c need for vocatlonal educatioﬂﬁ\be defined as

a quantifiable standard of need for‘particular programs, services,
facilities or equipment for Which VEA‘\ﬁnds‘are degignated by the
state. The dev1atlon of a recipient. from this st dard»would be
the basis for funding the rec1pinnt to meet the standard. ‘
ObJect}ve criteria of specific need for vocational educatidh could
include the -absence of certain vocational education programs the

state seeks to expand; or the lack of certain program methods for

which VEA funds are specifica’ly provided, e.g., work-study, A
Iy . '\ -

coéperative or apprenticeship programs. These criteria could also'

include, for example, the value of ‘obsolete equipnFnt nédeding-
replacement or the number of students waiting to be admitted to
spetific vocational education programs.,

Under the farﬁula entitlemeat method, the funding formula
would determine a preliminary amourt for each 'applicant. To
apply the ob}ective need criteria, t?e funaing  formula would also
be used to rank applicints from highest to lowest neéd. The
obJectlve need criteria could frluen be used to determine whether
higher ranked applicants should have'their preliminary amounts

decreased or increased or shoul& be skipped entirely.

1on
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" Essentially, the objective need c%itérig would be ¢ -

°

3

used to set a service or program standard against which the
need for VEA funds would be ‘judged. Such criteria appear
"most appropriate-~for use in funding pools that the state

establishes to promote particular vocational education

purposes. For example, a funding pool might.be set up to
pay for the reﬁlacemenq of obsolete eﬁuipmenteinﬂcertain

buéiness\edhcaq}on programs. The general formulalWould

i
v .

calculate the preliminary amount. egach eligible rééipient

r

s
-

is entitled to receive. The formula would also‘bﬁ%used to

b

rank eligible recipients in order of need. The obbective,

need crit;;;;jzshld be thé age‘of a recipient's bh}iness }

 education equipment needing replacement. In simplified

I \¥
form this ranking might be as follows: 1
, . . Value of s
‘ * Business RN
Equipment ’
N ‘that is . * e
Total Amount of . Older than  Amount of
Formula Preliminary State Age VEA Funds
’ Points Entitlement Criteria Received -
LFA 1 «+ 100 $190,000 $ 8,000 $ 8,000
LEA 2 70" 7,000 12,008 12,000
_ .LEA 3 40 4,000 ‘ 2,000 - 2,000
LEA & . 20 2,000 - 3,000 " 1,000
230 $23,000 $25,000 - $23,000

\\

a

Here the state has hsed the critefia of speéific=need for
replacement of eguipﬁent which is beyond a certain age to :
override the preliminary entitlement calculated by the
formula. Some receive more andsome receive less, based 'on
théir specifig éeed. _And the state %éuld put other parameters -

327
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hE
on this process;, for example, it could specify that no rec1pient

could receive more than 120% of its entitlement which would -

have limited LEA 2 to $8 400 rather than $12,000. ) |

Mos/,of the flex1billty we ate recommending is already

present 1n the existing legal framework, but it 1s not clear -

to all of the states we reviewed. In addition, under" the

present structure the ability of a state to take intofaccount

-

the particular needs of recipients for VEA funds may depend on

1

. wWhether the state is nou using a direct allocatdon formula, =
\\_ . a percentage refmbursement formula, or the project method’of
' funding. Essentially, our recommendation would permdt states -
to combine many of the features of each of these methods, and’
to ellmlnate the present situation in which the method a .
. state chooses to use deterhines to some extent its flexXibility
‘ under the VEA. These 1ssues are more fully developed in

section IV of this chapter whlch.con51ders the’ way-in which

funds distributicn requlrements operate in allocating funds
- \
for various uses permitted under the VEA; and more fully

develops concepts such as fundingdpools and the project method
> of funding. ‘ ' ’ .
5. The Information States Report on'Eormulas
We found in our own review-of the state and annual program
plans and accountablllty reports that the information submitted
to ED was not adequate either to understand the eleménts of ' [

-

the” d1str1butlon_formufa, how 1t works in theory and in . A

practice, or the ocutcome of the formula. For instance, {3
¢

+ seldom did states report their use of separaté funding pools
or the precise scaling and interrelationship of the ‘distribu-
tion factors. In almost every case an important element

" agg
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necessary for understanding the formula was omitted.
Typically, the only information concerning the amounts of
VEA funds 'allocated to each recipient wasothe total amount
received. ' . )

2 .

Total dollar allocations are useless for making
comparisons since they ignore differences iﬁ/enrollments,
numbers of teachers, value of eduipment, and all other
elements that reflect differences in the size or program
size of recipients. Eb recognized this fact in. early drafts
of its manuals on fund distribution which stated’tHat states
must provide examples that demonstrate that the ﬁynd‘distri-

bution procedures '"'provide the largest allocation of funds

.on a per student basis to eligible -recipients with the

greatest needa"llé/ ED, however,<never‘foilowed up on this,

[
K

and most amounts reported by states as allocated to recipients

<

were useless totals rather,than per~student amounts.

‘

In most cases it was 1mposs1ble to tell from state &

reports how the specific factOrs in formulas operated and
interacted to achieve the actual distribution among

recipients for a particular year. For‘example, the points -

. . /

or other factor scores for each foimula factor for recipients
< ’ . !

were not generally reported, and information on the character-

. . N ! .
istics of recipients such as enrollments, assessed valuation

s
S

]JJyBOAE/DSVPO Draft Manual fbrcFederal Fund Distribution
Procedures, Sept. 1979. .

)

4
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per pupil or percentage of low-income persons, which would

. . have permitted close analysis of the formulas from the state
. reports,‘;as typlcally absent. This is not required to be

¢ - ' iﬁcluded by ED even though all this information is readily
available, since it is thé basic data which operates the
formulas.' .

~Consequently, we recommend that the legal framework be

clarified to require states in~five-year plans to include a
complete description of the formula, including complete
definitioq of all factors uged (including\data sources), ‘'the
factor scales, all mathematical computations, together with
- " examples of how the formula will operate based on data @;om '
acgual-ﬁEAs and OERs. s ‘ v
- We also rgcoqmend that annual program plans and account-
- ability reports include, in addition to deéscriptions of any
changes in thé formula, the amounts per pupil allocated to
each recipient under each separate formula, or on another.

basls that takes into account differing recipient and/or )

recipient program size. ’

We further recommend that in the first year following
the use of a formula or any formula changes, the state:

" additionally report the raw data valﬁes and factor scores for
each recipient funded, with such data reported for each
formuls(by recipient)in rank order of the amount per pupil
received by recipients. Such’information will permit intelli-
gent review of the results of VEA formulas.

A1l such information is readily avallatle since these datsa

are used to operate the formula.

330
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IV. Applying the General Formula Requirements.to the Various
Py Uses of VEA Funds
A. Introduction PN
1. Purpose and Orgdnization

Sect;on II of this chapter considered the g!!ﬁuld requirement
of the VEA. Section III analyzed the general VEA requirements
relating to the design of the state formulas for diséributing
VEA funds among recipients. The major focus of this section of

’ chapter 4 is on the legal framewérk for applying°the general
fund distributioﬁ requirements discussed in chapters 2-4 to'the
variety of uses required or permitted under the Act. We discuss
in detail ;ne method of allocating VEA funds to recipients for

: pdrticular uses, the project method, and two mechaniéms used
fo allocate VEA funds to recipients for particular purposes,
funding pools and set-asides. }

This section is divided into four subsections. This first
subsection, gives an overview of the‘orgaﬁization, the legal
framework and the major findings and conclusions. Subsection B,
describes the legal framework concerning: (1) the rquigggégg L
permitted uses of VEA funds; and (2) the réﬁﬁireég;;s anH'\\i
options for applying the general fund distribution requirements
of the VEA to particular uses. Subsection C describes the state
legal framework for funding particular VEA uses including how
states use funding pools, set-as;des and the project method of
funding. Subsection D contains our policy analysis and findings,
conclusions and recommendations éoncerning the clarity,
consistency and adequacy of the VEA legal, framework for the

‘allocation of VEA funds for particular VEA uses.

337




\ .
N 4-101

2. Overview of the Legal Framework

a. Required and Permitted Uses -- The VEA has two kinds

of uses: required and permitted. Required uses, in turn, are
of two types. One type of required use results from Congress
establishing a separate duthorization or appropriation for a
"particular purpose, g;g;; Subpart 4 (Special Programs for the
Disadvantaged), Subpart 5 (Consumer and Homemaking Education).
The other type of required use results from Congress' specifying
that a certain percentage of a state's allotment must be used
" for a particular purpose, e.g., of subpart 2 and 3 funds, tﬁé
state must use 107 for handicapped and 20% for disadvantaged
pe;sons. These percentage fequirements are commonly called
"set-asides."
There are also two iypes of permissiveouses that are of
0} ‘relevance to funds distribution issues. In allocating funds
for the first type, states must use priorities in addition to
these specified for other VEA funds. For example, the section
121 work-study and the section 122 cooperative vocational /;
education programs require a preference or priority to be given
for the factors of school dropouts and youth unemploymentllq/
These are considered permissive uses becauie the VEA does
not require states to use their VEA funds for fﬁé@e purposes.
The second type of permissive use is distinguishable from the
first by not being subject to any fund distribution\priorities
or factofs in addition to tne general requiremen?s cf Section
106(a)(5). Mcst of the uses of Subpart 2 Basic drant Funds,
other than work-study and cooperative education programs, are
in this category.

i

-

- in Chapter 2, supra at 60.
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b. Methods of distwibuting VEA funds -- The project

method, which is typicaliy used QO allocate VEA funds to pérti-
cular uses, was briefly mentioned in Chap?er 3 as_ggg_giﬂghg__
three possible methods of distribuéiﬁg funds. Chapter 3
focused.oﬁ the other two methods of distributing funds: the
ect allocation method agg the percentagF reimbursement
///////////ithod. The direct allocation method calculates a specific
amount of VEA funds an applicant is eligible to receive. 1In
contrastg the percentage reimbursement method determines a
var;able percentage of specified yécational education costs N
whi:h Federal funds (or the local match) will pay for. In
this section we Qill describe how these methods have been and
can be adapted to the aliocation of funds fér various uses,
within the VEA legal framework. The discussion of funding
methods will also focus on a third method o. allocating VEA

funds, the project method.

,’ Under the project method, recipients propose their own
funding levels and the VEA fund distribution factors are
used to rank applicants for funding. Typically, applicants
are funded in the order of their rank, and the amount of VEA

N funds they receive is the amount necessary to fully fund thei;
approved applications. Often a variable local match is
deducted. This local match is calculated based on the same
formula used to rank applicants. Applicants below the point
on the rank at which available funds run out receive no funds,

Most states we reviewed used the project method to allocate

funds for some purposes.

e
o
e
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¢. Mechanisms for allocating funds to uses =-- The

. !
discussion of the project method in this section is pre-~

ce@ed by an analysis of two specific mechanisms for

allocating VEA funds to particular VEA purposes: the funding

pool and the set-aside.

A funding pool is a separate portion of the total fund of
money for which applicants separately apply. An applicant for
funds frém a funding povl is approved on th§ basis that the
‘applicant agrees t6’use funds for a specified purpose, e.g.,
new programs,xuy replacement of obsolete equipment, programs
for handicapped students, guildance ?nd counseling programs.

Most states we reviewed use.funding bools for some purposes.
They are a mechanism which states use to encourage recipients-
to use VEA funds for particular purposés. ’ . . : R

Set-asides serve a similar purpose. A set-aside is a
specified portion of a total‘amount of funds that an applicant
must agree to use fér a certain purpose or in a ce;tain manner.

Unlike the funding »ool, the set-aside is mandatory rather than
optional: to receive any of tﬁé total aéount of funds the

applicant wants, it has to agree to spend a portion (usually a

percentage) in a particular way. In contrast, where a funding

pool is used an applicant may choose to not apply for a
particular funding pool and may still apply for other VEA funds.

States sometimes use set-asides to pass through to recipients
‘,A'
115 Funding pool issues were introduced in chapter 2 in the
discussion of the appiication approval priority for new
programs. See Chapter 2 at p. 33-47.
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the sét-aside requireﬁenté of the VEA té whicﬁ the stgte is
subject, €:8:5 with respect td funds for handicapped and
dis;avantaged students. -
Funding pools and set-asides are not fundiﬁg formulas.
Rather, they are mechanisms states have used to adapt the
general fund distribution requirements to the funding of

particular purposes. In other words, these are mechanisms

that determine the use to which VEA funds will be put, p}ior

to the calculation of the amount of funds a particular appli-
.cant will receive. Furthermore, any of the fund distribution
methods can be used with these mechanisms; however, the sef-
éside mechanism is not gsually uéed with the project method.

But all three funding methods are used with funding pools.

3. Major Findings, Conclusions and Recommendations

a. Funding pool and set-aside mechanisms -- We found

funding pools and set-asides to be important mechanisms for
carrying oﬁt Federal and state poli_ies concerning uses to

which VEA funds- should be put. Both mechanisms enable

states (1) to ensure that recipients are using funds in

accordance with the Federal priofities in the legiélation and (2)

to further state policies that VEA funds should be used for .

——

particular purposes. These mechanisms require recipients to
agree to use VEA money and any required matching funds for those

purposes, or to forego them.

e
(O
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bespite the importance of these mechanisms for carrying’
out thé multiple obJe@tiYgs for vocational education of the
VEA anq the states, 'ED ﬂas not providéd clear and consiétgnt
guidance concerning their use in meeting various program"

. - i

priorities. We found the ‘legal framework to be unciear with

respect to the use of these mechanisms for new programs,
programs for the disadvantaéed, or how fﬁe application
approval prioritiés can be met thfough the use of funding
pools and set-asides. S '

We coﬁclude that both of these mechanisms are useful and
important tools to,advapce Federal and state priorities\in
vécationa} education. We recommend that their use in: the VEA
legal structure be clarified. Of pargicular“impoffance is the
need to clarify that applicatioﬁ approval priorities such as
new programs can be mef only by-establishing funding pcols or

set-asides for these priorities.

b. The proiect method of funding -- The project method

of funding 1is commonly used where the amount of funds needed
by recipients for a particular purpose is not roughly

proportional to the number of students enrolled (or other

'recipient size measure) or where a direct allocation of funds

may be spread too.thinly to ensure programs or services of
sufficient size, scope and quality.

Thé project method is typically used in connection with

funding pools for particular purposes. In concept, the project

method of funding is inconsistent with a set-aside since the

projec% method assumes a budget proposed by recirients while
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under a set-aside the state establishes a fixed percentage

" of a total amount that must be used -for a partiéular purpose.

<

-

Although the majority of states we reviewed use the
project method for funding some VEA purposes, the legal formula
does not clarify how the fund distribution provisions apply to
projects. It is clear that they apply from both the legis-
lative history and ED interprefatiion. We identified two_
problems which require further clarification. First, it is

not clear how states are to apply the distriby ion_ﬁaghorsf___,_

-

inlg\meaningful faéhion if all applicants are to be_fundgd
,und;r the project. Second, ED has not required that there be
a significant variation in the funding 1evei for approved
project applicants.
With respect to the first problem, Qe recommend that
states be required to regort the ranking used for project
funding and demoﬁstrate that some cut-off is used. The
second problem .would be remedied by our recommendation in
section 3 of this chapteg that a ratio,panamefer be’ placed on. ——
percentage reimbursemenés. As described in that séction, the
ratio parameter would require that the variation in VEA’ percentage

reimbursements among recipients not be less than the ratio of the

differences in recipients' total factors.
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B. Federal Legal Framework

pee 43

1. Overview of Required and Permitted Uses of VEA Funds

The VEA, since its amendment in 1976, is organized into
five subparts (Subpart 1: Administration; Subpart 2: Basic
Grant; Subpart 3: Program Imprnvemgnt and Supportive Services;
Subpart 4: Special Program§ for the Disadvantaged; nnd Subpart ‘ {

5: Consunér and Homemaking Education). Subparts 2-5 each

descrlbe the permltted and required uses for funds approprlated
for that subpart, i.e.,. subpart 2 the Ba51c Grant specifies
thirteén purposes for use of these funds from among whi-n states ’E
y select~ll§/ In addition, one of these authorlzed purposes,
'vocatlonal education programs," is so broad that the basic grant
can be used to fund almost any éctivity justifiably related to

. . ¢t s
"vocational education" except the acquisition, construction or

initial equipping of certain facilifies 117/ States are also R

autbor¢zed to use subpart 3 funds for a varleuy of progggg,ﬁ,;, I

e lmprovement and supportlve services. Ll&/ ‘

/ e . . . -
L The subpart 4 approprlatlon is t» be used ln\lts_entxrety

4

for special ‘programs for the’ disadvantaged. Subpart 5 funds

must be used for consumer and homemaking education.

4 '

116/gection 120(b) of the VEA (20 U.S.C..2331(b)).

117/See the definition of "vocitional education" in Section
195(1) of the VEA (20 U.S.C. 2861{1)), Basic grant funds
can be used for the construction of area vocational and
residential vocational schools. Section 120(b)(1)(E) and
L My. g

118/ section 130 of the VEA (20 U.S.C. 2350).

- - - - e A e e e e e




L - 4-108 . o l
The VEA requires that certain percentages of the total
amount of subpart 2 and 3 funds be used for particular purposes.
First, the VEA specifies the percentage of this total that must
ba used for subpart 2 (80%) and for subpart 3 (20%).ruy ®

Of the combined appropriation for subparts 2 and 3, states

. must also setJLs1de minimum percentages for national priority

purposes:

(1)“at least 10% for handicapped persons;

¢

(2) at least 20% for disadvantaged persons and

- \* (3) at least  15% for post- secondary and adult .
. - educatlon]20/

1 \\ Additional peroentage requirements apply to subpart 3 .
program 1mprovement and supportive services funds States

. must use at least 20% of!these funds for guldance and,
! 121/ :
counseldng programs; andﬂstates are~proh1bif€dﬂfro;—us1ng nore

:L;—~4~—“*‘than 20% QE'EGEEArt 3 funds for supervision and administrationjzg/

The apove percentage requirements all specify Qgﬁ:stateS'
are to use a\portion of VEA funds. An additional percentage
requirement applicable to subpart 5, consumer and homemakiné"
education prograus, specifies where a portion of subpart 5
funds must be used: at least one-third must be used in

economlcally depressed areas123/

119 Sec. 103(e) of the VEA (20 U.S.C. 2303(e)).
120/ Sec. 110(a)(b) and (c) of the VEA (20 U.S.C. 2310 (a)(b) and (c)
12/ Sec. 134(a) of the VEA (20 U.f.C. 2354(a)).

127 Sec. 130(b)(7) of the VEA (20 U.S.C. 2350(b)(7)).
12¥ Sec. 150(c) of the VEA (20 U.S.C. 2390(c)).
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2. Requirements and Options for Aﬁplying the General Fund
Distribution Requirements of the VEA to Particular Uses

a. ‘General requirements == As discussed in -section II1

of this chapter, ED has interpreted the fund"distribution : - e
requlrements “of sectlon 106(a)(5) and the. formula requlrement

to apply to all fuﬂﬂs allocated to LEAs. and OERs under subpart .
2 (ba51c grant), sect10n.l34 of subpart 3 (gp;dahce and

counseling), subpart 4'(specia1 programs for the disadvantaged)

-and subpart 5 (consumer and homemaklng educatlov) - ‘

. The statute, however is silent on the -range of optlons

* . ) b 4

states have for applylng the general fund distribution requlre-“

men.s of the VEA to the partlcular uses. \

i

The .House, which proposed the fund distribution require- 7

ments of section 106 (a)(5)(B) (i), noted in its report that it Y

¢

did not intend to preclude states uéing either ‘an "entitlement

basis"“or a ''project grant application basis'" for diLtributing' - .

funds since there are '""advantages and disadbéntages to both."lgif ?

The report stressed however 'that whichever system is used in

R .
‘o : I \

determining the recipients of these funds the financial ability

’

and the number of low-income, or high cost students within them
wl29

must, be the most important factors in their choice.
| ' )
ED's most recent interpretation, which paraphrases this
1egislatige history, authorizes both the ''planning entitlement

method" or the 'project grant application method." And both

!
methods must comply with the requirements concerning application

1%4/5 R. Rep. No. 94-1085 at 3&.
L5, ‘
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BY Y . - . -
approval priorities and fund distribution factors}zé/

+ b-. Taking ‘into account variatifons among applicants in

L e 4

] 3
. ' need for a particular .program or sérvice -- ED has not:

directly . dealt with what a state'$§ options are for taking into

. account variations among applicants in the need for a particular.

progravvor serVice- However one "of ED's draft fund distribu~

tion manuals included a. model" formula which used different

- enrollment multipliers for different programs lZ7 For example, a.

-

. recipiept's entitlement per pupil was multiplied by number of

total vocational pupils enrolled to calculate its basic entitle-

ment ; its per pupil entitlement under the program for handi-

“ ~ capped students was multiplied by its number of handicapped

K]

students.. -
‘ A later! interpretation generally authorized the use
of vocational program size in conJunction with' the required
. S fund distribution factors but did not provide ‘examples of how‘\
this would be done for different VEA program purposeslgg/

c. The use of funding pools -- ED has consistently

authorized states to use fuuding pools for some purposes and
I ~ v . . .
required that""when funds are to be provided from these funding

pools .to eligible recipients' they must be distributed through-

uly

the required fund distribution procedures.

<

126/7OVAE./DSVP Program Nemorandum FY 81-5 at 3 (Feb. 11, 1981).

127/ popE/DSVPO Draft Manual for Federal Fund. Distribution Proce~-
dure, Sept. 1979 at' 14.

128/OVAE/DSVP Program Memorandum FY 81-5 at 3 (Feb. ll; 1981).
129/5ce e.g., Id.

j]%RiQ‘ - . - :341
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However, ED's descrlptlon of the type of funding pooIs »

that a state could set up has changed over time.

s, -

An early draft manual on funds distrlbutlon appeared to .

limit the use of funding poois to dividing "Subparts 2, 3 and , ‘

5 funds by program purpoges' such as work-study programs,
A~—-————~~—energy educatlon and 1ndustr1a1 arts programslBO/ Subsequently, -

this general statamenr was expanded to include 'program purposes, v

level of program and/or.types-of insgitutions W3l
ED' s\wrltten 1nterpretatlons qpncernlng authorlgation to
use pools for handlcapped and dlsadvantaged programs have also
chanéed over time. ED's draft manuais originally dealt with the:
funding of these programs under the separate heading of "Set-
¢ Asxdes and Required Expenditures," statlng that|"{r]equired set-

asxde funding amounts for handicapped, dlsadvanLagedw and post=
»* .

secondgry programs must also flow through the established fund

132/

distribution process(es)." Iﬁaséveral subslquent drafts:

v

this language was moved to the "funding pool" héading with
an additional reference to using pools for '"mational priority\\ \

prograﬁs."ny However, in ED's final interprethtion rélatiﬁg to

. ‘/
funding pools there was no reference to handicapped, disadvantageq

or national priority programs, although pools flor post-secondary

institutions were specifically authori ed,lgy

130/B0AE/DSVPO Draft Manual for Federal Fund Distribution
Procedures, Sept. 1979 at 3.

B3Y 6vaE/DSVP [Program Memorandum FY 81-5 at' 3 (Feb. 11, 1981).

132/B0AE/DSVEO, Draft Manual fop Béderal Fund Distribution .
Procedures, Sept. 1979 at 3./

133/BOA}E‘./DSVPO Draft Manual for/nederal Vocat*opal Educaticn ..

.
-~

\

Fund Distribution P”ooeduues, Nov. 1979 at #; and Dec. 1970 _—
at 5. v o/

1.3/ . { q° 1
OVAE/DSVP Program Memorﬁndum FY 81-5 at 3? yeb. 11, 1981) .

? A . \,‘ - L _ | C o
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‘ED“E early draft manuals also did Kot specifically

authorlze the use of funding pools for new 3rograms]35/ ED's
¥

v * * final lnterpretat‘on now clearly authorlzes funding pools for
new proyrams, but does¢ not spell out whether*;he application
po %pproval priorities of new program and EDA can be omitted from

' ) \
the distribution formula.gxy : \

\

o ) On at least one occasion, Federal administrators encouraged
‘a state to adopt funding pools for\portions of the VEA allocationsx

,whlch requlre different or addltlonal funding criteria,in this

; “case for ccoperatlve vocational education and work-study programa.—ll.

ED has required that distributlons from funding pools use
the required fund distribution proceduresﬁég/ However, prior to

: 1991, ED's draft manuals on funds distribution implied that a

<

"two-step prlorltLZLng/fundlng process' was to be used with fundin%/;
/

L5/The first reference to the use of funding pools for new
programs appeared in the December 1979 Draft Manual for'
Federal Vocational Education Fund Distribution at 5, which
authorized pools for '"new programs to suppoft“néw*Industrres~

l*’6/ED s final lnterpreﬁatlon states that funds provided to
. eligible recipients from funding pools 'nust be dlstrlbuted
. through the required fund distribution procedures." ' OVAE/
DSVP Program Memorandum FY 81-5 at 3 (Feb. 11, 1981). As
developed in chapter 2, ED has not clearly announced whether
a factor for new programs must bé\lncluded in a formula

..

‘that distributes funds from a new\program funding pool. Our
recommendation to prohibit new programs and EDA from being
used as formula factors would eliminate this problem. See
chapter 2 at pp 47-59 and Section I%I of this chapter at

p. 71. . ‘
137State Plan Quallty Review, Cal1forn1a ‘Annual Program Plan
Fiscal Year 1979 at 5 (Feb 14, 1979). \

‘E%yOVAE/bSVP Program Memorandum FY 81-5 at 3 (Feb. 11, 1981))/
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pools. Under this method, EDA and new program criteria would
be used to "prioritize applications' and RFA and low-income
<8 would be. used toq"rate applications;” and these scores would be
B converted 'into an‘allocationfto recipignts?ég/

-d. The use of set-asﬁﬁes -- We found no written inter-

pretations concerning the use of set-asides in state allocation
i

) procedures. However, oUr‘éhterviews indicated that ED had
2 . / .
¢ permitted states to require that each recipient set aside ,

'\ ; /
Lo certain percentages of its VEA allotment for specified purposes}ég/

e.. The use of the &roiect method of ‘funding -- As described

‘above -under "General Reqﬁirements", the legislative history indi-
cated that Congress, by adopting the fund distribution factccs
requiremengs in the 1976 amendments, did not intend to prohibit
the '"project graﬁt application basis" for distributing VEA funds,
‘ | but did intend tgat BFA and low-income/higher cost student |

. ’

factors be the most important factors "in determining the

\ 2

™
recipients—of-these andq "1¢V _ED's interpretation paraphrases
|4 154

] — ——

' the legislativé history.®/ -

\

13WSee, e.g., BOAEADSVPO Draft Manual for Federal Vocat10na1
. Education State Gﬂant Distribution Procedures, July 1980
at 7-8. / N

LKVThe Fuids Distrib tion Manuals refer to "set-asides" but,
in context, uhese\are referring to the state cbligation to
set aside a portidgn of its allocation for certain purposes.

e.g., BOAE/DS PO Federal Fund Distribution Procedures,
set. 5457 at 3. A%
141

. —“HK.R. Rep. No. gL-10‘85 at 34,

) ygyOVAE/DSNP Program Memorandum FY 81-5 at 3 (Feb. 11, 1981).
‘ An earlier draft interpretation stated "Funds used to
support projects through a competitive process must also
be distributed using the fund distribution factors (except
’ RCU contracts)." BOAE/DSVP Draft Information Manual for
Federal Vocational Education State Grant Fund Distribution
. Procedures, July {1980 at 5. ;

344 |
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C. State Legal Framework

1. Introduction

I

Fundlqg pools and/or set-asides were used by all four

of our study states to distribute specific portions of VEA
funds for particular purposes, and three out of the four used

both me:hanisms.

Three of the states also used the project method of fundlng
for some purposes. In soue cases the project method was combined
with‘e variable percentage local match.

Much of the information on funding pools, set-asides and
projects had to come from state interviews, since state plans

\
and reports dld\not adequately descrlbe these mechanlsms

All states\&sed separate funding pools- for -different— —- ——
types of institutions, e.g., LEAs serving .post-secondary school

populations, community coileges. Beyond tl.is basic

\

‘statesjéé/ One state distributed this pool on a competitive

dichotomy,three--of-the+four-—states made yse of the funding

2 \ ‘
pool mechanism to govern the use to which\:ecipients put VEA

funds. ' o \\\

New programs were funded through funding\pools in two

AN
153/In both instances, ED approved these new program fundlng
poole  ED has vacillatéd, however, on the question of whether
these pools satisfied the VEA requlrement that states give
priority to applicants proposing new programs. This issue of
the "priority" for new programs is discussed in section IV
of chapter 2 at p. .




~

E’project basis. In this state‘the new program pool is utilized
’for new equipment. Applicants interested in new programs
submit separate proposals and are ranked using the funding .
criteria. In the other state, applicants applying for pool
funds receive an entitlement calculated by formula. In
three states funding pools were also used to allocate funds. for
a number of other purposes. We found that pools were established

for national priority programs for handicapped and disadvantaged
students, subpart 4 disadvantaged programs, subpart 3 guidance and
counseling programs, and subpart 5 consumer and homemaking
programs (including the 33% expenditure_in ecoqomically
Vi‘aepgessed éreéé);éél 7 ; ﬁw
37 “Use of Set-Asides

Only one state in our reséarch sample did not use the
set-aside mechanism as a way of requifing rec?pienﬁs to use a

po;;ion-oﬁ-%heir—eve;aLL—&Ehmﬁﬁéﬁé—éef—&ﬁﬁnﬂﬁmuiarHpurpose;ﬁi/

léé/One state created pools from which applicants could apply

for mandatory set-asides for handicapped/disadvantaged &znd
post-secondary adult programs, as well as pools for the

subpart 4 (disadvantaged) and subpart 5 (consumer and home-
making education). The second state created pools for subpart ——
U4 funds and the mandatory set-aside for limited-English-" ..

speakers. The third state uses funding pools at tuc

secondary level for its subpart 4 disadvantaged programs

and section 134 guidance and counseling programs.

1‘—"i/Thi.s state assured that overall percentage requirements, e.g.,
for handicapped and disadvantaged programs, would be met by
using funding pools for them.

' - |
346 - 1
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¢ ALl tﬁree of'the remaining states distributed at least a portion
“~of thelr VEA allotment oﬁ.the condition that recipients use
designated amounts of those funds for particular uses.

- One state uses the set-aside mechanism to ensure that all of
the VEA's particular use requirements are met statewide. Each
recipient, as a condition to %eceiving Federal funds, is required
to spend 10% for the hani icapped students, and 207 feor disadvan-
taged students, ,éhbparts 4 and 5 éunds a?e also distributed as’
set-aside amounts.

Including this state, a total of three of the fourlftates allo-
cate funds for handicapped and disadvantaged programs in the form
of mandatory' set-asides under the regular VEA grant. Each recipi-
ent must use a specified portion of its total allocation for>”
these programs. These three states also allocatek§ubpart 5 con-
sumer and homemaki%g education funds as a set-aside portion of each

. recipient's allocation.

Several 6f these states ﬁse different formulas for aIIOCating
certain set-aside funds than for other allocations. Generally,
the set-aside .formulas differ only in that they take into account
thé number of students enrolled in the program for which the set-
aside is to be used, e.g., handicapped students, or students
enrolled in consumer- and homemaking programsl Thus, the use of
separate formulas did not necessarily indicate that the state was
us.ng a funding pool for that purpose. Rather, the amount calculated

under a separate set-aside formula was simply added to other

amounts allocated to a recipient to determirnie its total

i | 34y
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allocation. But to receive the total allocation, applicants

had to agree to use required portions of the funds for sec-

aside purposes. . ) :
Some states, which tied their handicapped and disadvantaged
programs as a set-aside to regular grantnfunds,rgported that some
reéipients had trouble spending their fuii allocations in the ye;rs
immediately following the 1976 amendménts, and that recipients were
carrying-over significant portions of these sét-asides. We were "J
informed, howevé;,that_these difficulties”ﬁave, to a great extent, /.
abated as time hés passed.
4. Use of the Project Method of Funding
Three of the four states use the project method to distribute / )
at'leagt some VEA funds. In each of these states the funding J

concept of the project method was that eacH:applicant would /

apply for the amount of funds it considers necegéary for a parti-

I

cular burpose, and the objective of the stateﬂﬁas to see that the
fotal approved project, often including avﬁarigble local match,._~
was funded. Project furniding was determined by the order in which
applic;nts were fanked, based on negg._ 5y ‘

Of the three states which use the projedt method, one uses

the project approaca to allocate all funds for §isadvanta§gg,and

handicapped programs under subparts 2»95_375nd the special

disadvantaged programs of subpart 4.
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Another state wuses the regular formula to calculate a

direct allocation for handicapped and disadvantaged programs,

and only uses the project method to fund LEAs whose "entitlement"

for these programs fall below a specified dollar amount, This

A
state also uses projects for subpart % funds, and beginning in

1981-82, for limited-English~-speaking programs.

-

The third state made extensive use of the project method. All

funds for post-secondary institutions were allocateq by this

method. In addition, LEA funds for subpart 4 special programs for

the disadvantaged, adult programs, construction, limited-English~‘
speaking programs, and industrial arts and guidance are allocated
by prbjecﬁs. )

States employ different processes to identify pgoject
recipients. Two.étates first use a cut-off point based on VEA
formula factors to determine which LEAs or OERs may submit a
project proposal. A request for proposals is sent to the
identified eligible recipients, and interested agencies and’
institutions submit funding proposals in.respon§e- In the third
state all agencies and institutions which are considered eligible
recipients may submit proposals.

In general the amount of funding is determined by the project
appliéation which 'ls approved by the state. Thus, the amount of

funds one applicant fequests can affect the amount remaining to

fund other applicants. We were informed in interviews in several

states that negotiations are sometimes conducted to establish

the amount of funds each recipient may request or the state

will approve. In one state, this is done jointly with a

number of recipients. \
_ | B4y
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Applicants are ranked to determine the order in which they
will be funded. All three states use the scores from the VEA
funding formula)/fo rank prOposals.h Two of the three states
allocate sufficient funds to thelr project pools to fund each
applican* fully at the'level\of its approved request. The
third state funds each approved épplicant at the level of its
request in the order established by the ranking and has run
§ut of funds each year before completing the 1list.

Two of the three states use the same formula‘’to calculate

14/

a variable local match for some project purposes.=— 'The third
state requires a 50/50 match for all projects except those for
subpart‘u funds. The variation in the local match, which is
the percentége of the total project amount:which recipients
are expected to fund from non-VEA so..rces, tends to be small.
For example) one state divides applicants into three gro@ps
(baSed on formula factors) and the match varies from 0 to 10%

in one project to from 60% to 70% in another. 1In a second

- state the new program projéct match varies from U40% to 60%.

. -

‘

146 One of these states has a variable local match for all’
projects.

The other state, whicH also funds all applicants,

nas no variations in its project match except for its new
‘ program funding pool.

o
o |
-
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D. Flndingsl Conclusions and Recormendations

1. Funding Pool and. Set- Aside Mechanlsm

J

We found funding pools and set-a51des to be important -

mechanisms for carrying out Federal and state policies
concerning uses to which VEA funds shquld'be'put. Both mecha-
;‘ nisms enab{e states (1) to ensure that recipients are using

- funds in accordance with the Federal priorities in the legis-
lation and (2) to further state policies that VEA funds should
be used for particular purposes These mechauisms requi?e
recipients to agree to use VEA money and any requi”ed matching
funds for those purposes, or to forego them. ‘

Funding pools and set-asides also eneble states to account
for required expenditure le;els (e.g., the national ~riority
programs“minimum percentage expenditures).

Segregation of VEA funds into funding pools and set-asides
_aIso'giVES states a meéhanism for applying different formulas

{; aIloeate VEA funds for different purposes. In some. cases
states have used separate formulas in an attempt po meep the
additional priority requirements for the distribution of funds
for cooperative education, workissudy and a portion of subpart 5

. )1/#. +
condumer and homemaking programs)ﬁz/ In other cases states have'

dsed different distribution formulas for pooi funds because
they considered them more appropriate than the fermulas for

general purpose'distributions, e.g., some states use a total _f

enrollment multiplier in their general formulas and a,handi-

1-51/'I‘hese additional priorities are dlscussed in Chapter 2

at.pp. 60-69. _
? A
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capped enrollment multipider for distribution of funds for

handiéapped prognams. 3
The creation of funding pools and sét-asides by srates is
one of the mosr tanglble impacts of’ the state planning process
in- fundlng. Under the 1976 amendments states were given ‘

' additional discretion about the use of VEA funds, We found that i
states had exerclsed thls discretion differently. and this was
most clearly reflected rn decisions about the creation of funding
pools and set-asides for particular purposes , Or the decision’

to create a funding pool rather than a set-aside for a particular

purpose. ) ,

Funding pools and set-dsides have somewhat different policy
consequences., In general, the set-aside is a more direct

mechanism for ensuring that VEA funds are used for a particular

-

purpose than is the funding pool. The funding pool, for example,

-~

does not ensure that all recipients of VEA funds in a state use

«

some VEA funds for a particular purpose, g;g;, for programs for
disadvantaged students, Only those applicants'that apply for the
'funds in the pool agree to comply w1th the conditions on the use of
pool funds. And, most 1mportant1y, the failure to apply for

funds from a particular funding pool does not prevent an LEA Lr

CER from applying for other VEA funds. . Set-asides,on the other
hand, make it.a condition of the receipt of any VEA funds that the
applicant use a portion of these funds for a particular purpose.
Unlike the funding pool, the set-aside requires the applicant to

. - .
accept the -funds with the condition.or to foreéo all funds. °’
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We found that several states used set-asides to ensure that

eﬁerywrecipient carried an equal share of meeting 7  ral

\priorities such as providing vocational programs for handicapped

and disadvantaged students.
One state official thought that it would be difficult to-
get enough districts to voluntarily seek these funds, and that
the set-aside requirement facilitated the state's satisfactionlof
its obligation. State off1c1a1s also indicated that the set-
. aside mechanism permitted the state to require these’ important
program act1v1t1es in each Jurlsdlctlon using the Federal
{ government as a convenient scapegoat. . This assists unpopular

but important priorities to be implemented statewide.
The funding pool mechanism has certain advantages as well

PO A

3 X . . \
: It can, for example, be used to direct funds to fewer applicants*

-

and often in greater amounts. It thus can be made more responsive

[}

to the concept that programs should be of suff1c1ent 'size, scope

- and. quality to be of educational benefit.  The fact that - -
application for funding from a pool is voluntarylgay he}p to - - -

[ ’ [ [ ‘ \' - [
ensure a greater degree of interest in.carrying out the objectives

; /
) of the funding pool. . : : "

]

-

Despite the importance of these mechanisms fur carrying out

the multiple objeetives for vocational education of the VEA and

%

the states, ED has not provided clear and consistent guidance

L

concernlng their use in meeting various program priorities.

We found the legal framework to be unclear1w1th respect
to the use of these mechanisms for particular purposes (e.g., ]

for new programs, and disadvantaged programs) and how the i

v

o
it
&

g
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application approval and fund distribution requirements

R

relate to set-asides and pools..

ED's interpretation of the interaction of the application

2

.approval factors (new programs and ecbnomically depressed

&reas) with funding pools and set-asides created perhaps the
A :

g#eatest coqfusion. This has alread, been'briefly discussed
in chapter 2.l£§/'_ED's 6rigina1‘draft interpretation on funding .
pools did not méﬁtion new progréms. The draft interpretations
dig, however, assuﬁé that‘new programs and EDA would be con-

B

verted into mathematical factors in both the "two-step" and
. y

"one-step" processes. Later interpretations referred to new A

progra@ funding pools, but continued the same interpretation
concerning the need to make new programs into a mathematical
féctor:_<We foun& that this created'substantial confusion among
the states, and as discussed inuchapter 2, we héve‘concluded
that the new program priority can only be carried out by the
creatioh of f;nding pools or'set-asides for new programs. EY
appears to havé permitted severalxgtates to usebfuﬁdin%Lgpols
for new programg to satisfy this priority in 1ieg of using a
mathématical factor for new programé, bﬁt ED's writteh ipter-
pretati?qs do not reflect this. In:chapter 2, we recomméqded '

\

that this be clarified.}4d S AN

N

\

I-Z£§-/See Chapter 2 at péges‘47-68 for‘gipations to ED interpre-
tation and a more detailed ana1y51s._
149/ ‘

— i i iorities to be satisfied, as

~'1f application approval priorities .are sfie

“ ée rzgommend, by creation og fgﬁdlgg pooiiig§ iﬁg Ziéiﬁi g%r

hese priorities, the VEA should also Sp . ‘
5EZ fugds a staté must use for .these purposes to satlsfyhthe
"priorifies."‘This failure of the VEA to specify howfmuc cving .
priority should be given, as well as thg mechanlsms for g g
priority, contributed to ED's inappropylape.1nterprecatlons
~ concérning the application approval priorities.,
S v 354 | :
/ .

- A —_ . ) 4
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Another issue on which the légal framework is: unclear is

£y

how states are to apply the fund distribution factors to funding
pools and set-asides/, In 1ts latest 1nterpretation ED outlined

several general options for taking the size of a recipient ortits

voqational educatioun program into account in fug'lding,]-“f:’g-7 br.t ED

has never explained the options for doing this'by using funding
pools and set-dsides for various-program purposes.lél/ j -
Some states developed applopfiate ways of adapting the Formila

ﬁequireﬁent to particulér set-asides)and pools,_eLgL, by using' |
handicapped and dlsadvantaged students as formula multlpllers in

i

pools and set-asldes for these purposes _Fowever, elarlflcatlon
and specific authorlzatlon of appropriate ways to use formula
factors for specific purposes pzx obably would have avoided much

of the confus10n about fund dlstrloutlon requlre?ents that

&

followed the 1976. amendments. N ' —

L

“We conclude that botH of these mechanisms are useful and’

- ;important £001S to advancerFederalland state priorities.in

[3

vocational educatfon. ‘We recommend that their use.in the VEA

.legal structure be elarffied. Of perticular importance is the. .

!
{

h
- v

]SO/OVAE/DSVP Program Memorandum FY 81-5 at 3 (Feb 11, 1981).

) 1“Sl/ED has given even less attention to the use of set- asldes

' than to funding pools. ' Set-asides imposed by 'states on
recipients are not even discussed in VEA manuafs and there

is no mention of the purposes for which states may create set-
asides. States, however, appear to have had fewer dlfflcultles
with this mechanism because they generally link the . . J
general formula entitlement with the set-aside,specifying that
recipients must use portions of it for particular purposes.

’ - ' {

4
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e

need to clarify that—application approval priorities such as

new programs can only be met by establishing funding pools or

set-asldes for these prioriﬁies. k ) J N B

o ] . | S
- .Most problems relating to the use of fund distribution

factors in allocatinngundlng pool or set-aside funds amang’
. L3 i
recipients have resultedgfrom the' general confusion concerning

"
: i .

. t{ &
fund dist¥ibution proéedures described in chaﬁtegs 2 and 3 and in

section III of chapter 4., The recommendarions made there would,

in our opinlon,result'%n fund distribution procedures that are

apéllcable for genera{ipurpose VEA distributions' and specific
g/pools. The major additional clarification. »

- @

needed is that the recipient or program size factor used in the

set-asloes and fundin

formula for each funding pool or set-aslde should be appropriate

«to the particular program being ‘funded. As is described 1n,/’

°

section III and further considered 1n the next subsectionmbd
szOJect method funding, the VEA and our recommended Clarlfl"\\\\\

-

cations afford states great flexibility in VEA funds distribution:‘\\

L

consistent with VEA objectivés and state priorities.

-

_ ‘
. 2. The Project Method of Funding

~ The project method of funding is commonly used where the amount .

y - of funds needed by recipients for a particular purpose is not = . '
.roughly prooortional to the number of scudents enrolled (or other
. N recipient size measure) or where a direct allocation of funds may

. . spread funds too thinly to ensure programs or services of" sufficient

.

size, scope and quality. Thus, prOJects have been used to allocate

- . .

-

' \
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funds for acquisition of new or-replacemént of obsolete equip-
ment, start up costs for. new programs and construction, all of
which are costs that may not be proportidnal to recipient size!,

I @,

They hé;e also been used to pfovide additional funds to'appli- \
cants who,'for exampie ﬁnder an entitlement formula for héh@i- \
capped or disadvantaged funds, would receive only tiny amounts
of funds. )

Projects were uniformly used in connection with funding
pools for particular pu;ﬁoses, in concept, the project method
_ of funding is iqconsistent with\a‘set-aside since the project
method assumes a budget proposed by.a recipient, while under a
s;t-a§ide the state establishes & fixed percentage of a total
amount that Qust be used for a part}cular phrpose.

Contrary to what might be expeéted, brojects éo not
necessarily allow greé;er state control over the use of funds
nor do they necessarily résult in greater state oversight.
Fi;;t, prbjects, although often confined to a particular state
purpose, must be locally initiatgd. Second, as one state official
stated, there may be too .many project proposals approved for
too many different activities to permit the state to monitor
what, éecipients are doing with the funds. This official was
of the opinion that the state had more difect policy impact when
allocating funds as direct allocations based on approved
apélications, rather than as projects. There did not appear to

be any unanimity among states on this, however.

-
'
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! / '
Although theimajority of states we reviewed use the project

meqhod for fuggvng some VEA purpsses, the legal framework does

ne* clarify how the fund distribution provisions apply to

projects. It is char that they apply from both the leg_slatj
history and ED lnqerpretatlon. ’ ‘ /

;
!' /

ED, hOWever Iappears to have informally communicated several

1nterpretat10ns reﬁatlng to projects to the states. First /formula

|

factors must be used to rank applicants for project fundlng, and

applicants must belfunded in the order of this rank. Second

some states understood that formula/factors must also be used
to calculate a varﬁable loczal match/VEA percentage on the amount

of the total projekt budget of eacF recipient. These inter-

)
|

pretations are illLstrated by qherfollowing example.
/
, In this examphe there are three LEAs. Based on formula

| —

;actor totals, LnA‘l is high ncedj, LnA 2 154gverage need and

LEA 3 is low need. %Z? The amount! of this project funding pool
1s $85,000. | /
i Project ' Amount of
+ Factor Amount VEA VEA Funds
+Total Sought - Percentage Sought -
LEA 1 20 $50,00 80% $40,00
LEA 2 15 $75,000, 60% / $45,000
LEA\é . 10 $50,000 \ 40%  $20,000
| $175,000 \ $105,000

\

152/1n calculating tﬂ se formula totals e found that states
generally did noti include recipient size multlpllers since

\ size was accounted for theoretically in the amount of funds
each aDpl¢Ca 't applied for.

| 358
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Under *he project method the total budget for the projéct
is approved by the state and thgt amount of VEA funds, less the
iocal match, is allocated to the applicant. °
Thus, the state, after applying the match, has funds suffi-
cieﬁt to fund only LEAs 1 and 2. LEA 3 would receive no funds.
We found ED's informal interpretétion requiring recipient
ranking and variable percentage reimbursement for the project
method toi%e consistent with the fund distribution objectives of
the VEA, ED, however, has not addressed two problems which have
arisen under this iqterpretation. First, éeveral states have used the |
project method to fund all applicants, making the “initial ranking
to determine the order of project f&%ding a meaningless formality.
Second, the range of variation of the percentage reimbursement is
so small in some cases as to be inconsequential. In our opinion,

©

both problems can be dealt with by the clarifying interpretations

which we recommend below.
We first deal with the problem of rendering the initial
ranking meaningless by funding all applicants. It is importaﬁt
to recognize that this may encompass two very different fact
situations. 1In one whare applications for project'funds are
uhreétricted this 'is a real problem; in the other, where the

state limits eligibility to only high need applicants, it may

in fact not be a problem.

359
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In the first situation the state permits any eligible

recipient (e.g., any LEA) to apply for funds from a particular
' :

project pool: Here any applicant, be it a low need or high ﬁeed
agency or institution‘as measured by formula factors,can apply
for an amount for a\partiqular purpose, e.g., equipment replace-
ment. And the state, which set-up the project pqol, can put
sufficient funds in it to fund the state's estimate of the
total amount those likély to apply for the funds will need.

Indeed, agencies and institutlons can be encouraged to apply

\ ylithout regard to the general ne‘d~fact6rs of th% formula.

| Inlthis situation the funding of all applicants,Jin the amounts
that they seek, can indicate a disregard of the statutory fund
di§£ribution factors since the project pool has been set up
to fund 211 who apply, irrespective of the fund distribution
factors.

There is another situation in which all applicants are

funded, but which does not necessarily create the same problems.
Here FEF state invites cerfain applicants to apply (by a request
for Qf%posals) based on the applicants' scores ¢n the formula
ranki#é; . Only those high need LEA's or OERs,which the amount
of f éds in the pool is 1likely to fully fund, are invited to
éggij: Heré all applicants may be funded, but prior to

receirt of applications low need apnlicants have been screened

out based on need factors. It Is our conclusion that the

funding of all aprlicants in this situation is consistent with

the fund dis%ribution recquirements because the effect is

the same whether the ranking of LEAs or OERs is done to limit

applications or to establish a cut-off for funding after

o . 360
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applications are received. Both cases use a funding cut-offfgg/
A major déficiency in the present legal framework is that,
while both Congress and ED appear to have contemplatéd that the
applications approval cut-off would be used == OT & variable
amount of VEA funds would be calculated =-- in cognection with the 3
projeét method of funding so that not all who apply are fully
funded, no legal standard for this cut-off has been adopted.
As noted abové:‘ggzé omission has resulted in some states T
using the ranking of applicants for project funding as
meaningless formality leading to the funding of all applicants,
irrespective of need. Because the project method of funding
is so open ended it 1s not difficult to manipulate to accomplish
this result. Decisions aoncerning‘the amount of VEA funds to
include in the project pool, restrictions on use of funds a?d j,
the percentage of local matching required and behind the scenes{

encouragement to particular agencies or recipients to apply

can help to ensure that the available funds aﬁbroximately equal

the requests for them, without the state having to make "hard

choices" among recipients by actually using the ranking to fund

applicants. Cohsequently, we have found that the legal framework

15¥ Under the present administration of the VEA it 1is, however,

impossible to determine vhich of these three situations

“exists from a review of state reports. Consequently, we
recommend that states report the ranking used for project
funding and show on tHat ranking where the funding cut-off
was made, either before or after applications were received.
Tt is clear that this ranking is currently prepared by states
in order to use the project method; thus this reporting re-
quirement would not necessitate the collection of any new
information.

L
(o
|




4-131

relating to project funding is currently inadequate to prevent
this disregard of the fund distribution factors under the
project method of funding.

We see several alternatives. for gddressing this problem.
The first alternative rehuires a. specific. cut-off and the
second requires variable VEA funding. |

The first alternative for énsur;ng that states'use the
fund distribution factors in project funding is to require
a cut-~off at a Spécific point- on the ranking of all potential
applicants. A iogical cut-off 1s at the state average score
on the VEA fund distribution factors. Under the cut-off only
applicants with above average need as shown by the RFA and
loweincome/higﬁer cost student factors would be eligible for

4

project funding. This cut-off is consistent with the congres-
sional obJectivesito focus VEA funds on LEAsvggd post-secondary
institutions having the greatest needs for vgéational education.
Under this alternative the state would fund applicants in the
order of need and might run out of funds before reaching the
applicant at the state. average; the cut-off, however, would
ensure that project funds are used by above aberage need appli-
cants by nct permitting the state to fund those applicants
whose needs are below average in comparison to others.

A second alternative would be to use the VEA funds to .
establish a planning.entitlement for each potential applicanc,
wnich is the basis for applicants sngitting project proposails

to the states. - Under this method & cut-off would not te needed

L
op
oo

<
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because the fund disgfibupion factors aé used to calculate
a variable funding ?moun#. The state, cSnsistent with éhe
assumptions of the projé%t method, could require that appli-
cants show that the total funds available for a project’
(including non-Federal) are sufficient to carry out the
project. Tﬁe amount of VEA funding would, howeyer, be
determined by the fund distribution factors.

Thésecodq problem, which is the inconsequential varia-

7

tion in percentage re¢imbursements under some of the projects

, ! : :
section IIE¢éf this/ chapter that a rario parameter be-placed

I3

on percgnfﬁ%e reimbursements. As described in that section,

. / .
-the ratio parameter would require that the ratio variation in

VEA percentage reimbursement among recipients not be less than .,
the rag&o/gifferences in recipients’ total factor scores. The E
examp%é aﬁove which illustrated the project method of funding
‘also/éhows how this ratio parameter would operate. In that
exgﬁple LEé 1-has a total factor score of 20, and LEA 3 has a
score of 10. This is a ratio of 2 to 1. The percenéage
reimbursements under the project, which variés frum 80% to
40%, also yields a variation of 2 to 1.

Depending on the type~of~projett“funﬁiﬁg4fﬁé*§fifé”f“"ﬂ
wished éo use any of these three alternativesnrelatiqg:tqi |

R

an eligibility cut-off, a planning entitlement or a'perqéntagg

l

' 3

reimbursement would carry out congressional objectives: :
¢ ‘ ’T

relating to the use of funds distribution factors in project

method funding.

5 .
“ .
.
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Inladdition we recommgnd that the formula override
p%ovisions recommende@ in section III for the direct
allocation and peggenéﬁge reimbursement methods of fundinééé/

" also apply as exceptiogs to the above barameters on prgjecf
funding. This would pe;mit states to override the applicant
approval cu%;off or the Ggriable allocations for projecis
based on dbjective criteria of specific need for wvocational
education, as defined in ééqtion I;I.EEV

This override pro;ision\gerﬁits states that (a) quantify

the relative need for particulér vocational education programs,

services, facilities or equipment among recipients. (b). ;
designate project funding pools to\meet specifically’defined
needs, and (c) require applicants to‘use project funds to

meet these need¢, to fund applicants im ran%/order (determined

by the VEA formula) without regard to the\ cut-off and variable

amount requirements.

This override provision can be iilusErated thrgugﬂ an

example. We will assume that -the object'Le standavd of need
___1s the need for word processing equipmenz in each applicant's
businegﬁ education curriculum. Three L?As are ranked- by these
formula factor totalss As in the exampie on page 127, supra
Ehey range from high need (LEA 1) to low need (LEA 3). However,
in this 2xample no local match is required so the total amount
\ig sought‘from VEA fungs.' Each LEA proposes to use the whele
amount for word proce;$§n§m§qg;ppgq}1‘ The g;ojec;_funﬁing

a

-pool contains a total of $85,000. ‘ i

154/See p. 95 supra..
155/See p. 95 SuEraf _\V ‘
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-Project . Amount of
Factor Amount VEA Funds
Total Sought Apgroved
LEA 1 * 20 $ 40,000 $ 40,000 '
LEA 2 15 $ 45,000 $ 30,000
LEA 3 10 $ 50,000 $ 15,000
$135,000 $ 85,000

~

~

LEA 1 has no word processing equipment and ngeds the' full
$40,000 to have sufficient equipment for its business program.
Based on this and on its position‘of first in rank order of
need as determined by tﬁe formula it rece}ves the $40,000 it
requesteq.. LEA 2 already has some word processing equ;pment. |

It.needs only $30,000 to provide the same level of word

Yo

processing equipment to its business education students as

will be q&ailable in LEA 1, after LEA 1 purchases its equipment.

Tﬁus, based on an objective standard of need for such equip-

ment, LEA 2 receives only $30,000. LEA 3, although less needy

:under the formula, has a particular need for at least $25,000

in such equipment to bring it up to the standard in LEAs 1 and

2. Consequently, it receives the remaining $15,000.

/Absent the use of such objective need criteria, LEA 2 would

R

have received the full $45,000 requested and LEA 3 would have

received no-VEA funds.

o

We recognize that the objective need criteria’override

of the fund disiridbution parameters we recommend here and in
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section III is not without problems in terms of possibi&
being manipuiéted to defeat the VEA's fund distribution
o£3ectives. Onbalance, however, w§ see this as a needed
incentive to encourage states to identify the relative needs
of LEA and ﬁost-secondary institutions with greéter precision
than in the past. 1If ;his in fact turns out to be simply an
incentive to circumvent the fund distribution prévisions,
the override could be ?eﬁoved at a later time. In any case
we recommend that ED be urged to monitor the effects of these
reéommendations, if they aréiihcorporated into the VEA.

Special note should also be made of our recomfendation in
chapter 5 concerning the use of a required local match in
funding new prdgrams.u@/ ‘We recommend that a local matching
requirement be prohibited when new programs are being funded,
to give poor and wealthy agencies and institutions.an equal
apility to apply for such funds. This:.recommendation would mean

that when new programs are finded by the project method, a

variable percentage reimbursement could not be used}él/

3. Integration of the Direct Allocation and Project Methods
of Funding

The formula override provisions described above and in
section III would eliminate some of the differences -between the
project and direct allocation perc :ntage reimbufsq&gnt methods of
funding. In this subsection we‘will further expand on the

formula override recommendatiuns in terms of how they can be used -

.to_allccate funds for various VEA. pupyposes.

156/See Chapter 5.at ﬁp 6-29.

157/The percentage reimbursement method inherently requires a
local match (unless state categorical funds are used) to
' pay for the percentage of the total not, covered by VEA funds.

3685
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N The override provisions described in section III would

authérize stétes to deviate from formula parameters in ‘the
‘distributign of VEA funds B{Eed on objective criteria of
specific need for vocatibnaﬂ education érograms or sefvices.
Thi§ would pefmit an perhaps encourage states to be more
reflective about the relative need for particular programs,
program component§,iand services among recipients and to \
encourage statesato\use VEA funds to expand access to vocational
education and cl%se gaps in services. This is encouraged by
permitting states to fund applicants in the order of need (as

Ll

in the project method) up to the amount necessary to meet the
1

state's objective service criterion, e.8., a particular pupil
to counselor ratio or availability of a particular program.

In summary, the formula override provisions honor state

—

e

policy initiatives with respect to expanding Jf improving

access to vocational education.
In éontrast, the somewhatusimilar_broject approach is

more attentive to lecally initiated priorities. Project

v budgets are developed by applicants, rather than funding
amounts being initially proposed by the state. But like
the override provisions it also funds in the order of need
determined Ey a ranking of applicants}égl. ~“T“m

Some VEA purposes may be best met by encouraging local

initiétiv%/to apply for particular project funds. Others

o~

158/ T the major contribution of the override provision
bascu on' this concept is that it breaks down some of the
distinctions between direct allocations and projects.

|
! 357
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.
13

. are probably best served by encouraging an inteational state

¥ - —-—

f -
\rolé that is concerned with equal access to high quality

vocatlonal programs throughout the state. In addition, it is .
.‘-—“our ‘conclusion that whichever direction the state fioves in

tﬁis regard,genéral fund distribution factors are mneeded to

determine the general relative financial and demogyaphically
deteérmined-needs of applicants, and -that relative financial

ability and low-income/higher cost student factors are . ,
appropriate for establishing such needs.

Our analyses and recommendatlons in thls chapter have

\

fund distribution to a variety =f purposes. In our opinion the
\ : &

:ecommen@ations made in this chapter would substantially improve

i

|

|

|

\ \
sought Fo identify prcblems in applying the legal framework for ‘
|

|

the poteétial of the legal framewocrk both to ensure that
congressional objectives in adopﬁiné the 1976 fund distribution
requlremengs are met and to allow states greater flexibility in

meeting thqxr particular needs ln vocatlonal education.

\
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CHAPTER 5
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' |
OTHER FISCAL REQUIREMENTS

j ' ‘ \
¥ , ) :
I. Purpose and Organization i :
- . . o c
A. Introduction ‘ -
. A \ R
In the-preceding chapters, the two primary. funding concepts

" of the»VEA, the application approvalipriofity criteria,and the

funds distribution factors, were analyzed for their clarity,

consistency, and adequacy. The purpose of thls hapter lS to

analyze three other fiscal requirements in the VEA:

(1) the requirements. that ctates ensure that Federal .
VEA funds are matched with non-Federal funds;

(2) the requirements that states and recipients
maintain their level of expencitures for
vocational education from non-Federal sources;
R and  —
* (3) the requirement that states assure that Federal
funds are used to supplement not supplant state
and local funds that would otherwise bte available
for wvocational education.
Fd . - o - .
) Thes% requiremaente differ from thc application approval

and funds distribution requirements discussed in chapters 2 R

_ -y ) |
through 4 of this part in that they do not directly govern the

b
distributiou of the Federal grant. Rather,xthese provisions

»

1mpose limited requlrements on how states and local recipients

of VEA funua must . account for and use non-Federal funds.

X Seamomcine vy

O

.
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"+ "a state. A major focus of this chapter is on these effects. L

Althbugh not directly relating to VEA funds, these provxsions,

'andmghgix implementation by states, can have a sdbstantlal

.- . ope “ew cemr

effect on the distribution of VEA funds to 1'ec1p1ent<= and on .

the total allocation of vocational education programs throughout

-
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This chapter is divided}into four sectiéns. This first

\

\ section gives an overview of\the Federal%legai framework and

i \ — -

describes the ﬁajor findiags, concluslons and' recommendations

| v \
\ of the.study. 1 , | .
| Section II describes and analyzes the requirement that

| ' o .
\ states ensure that VEA funds are matchedion a dollar-for-dollar
' {
‘ basis with state or local funds. This section analyzes the
|

\ c1ar1ty, consistency and comprehnxslveness of threé matchlng
/

| requlrpments (1) the match of the state-wide total) of VEA

R \
funds spent for basic and program improvement grants ) (2) the

Amatch for VEA expenditures for state admlnistratlon and () the

\
match of Federal funds expended for redipient supervision and

,admlnlstratlon of vocational education. L/

Section III analyzes the maintenance of effort requlre-
i
ments.

’ ments:

The VEA contains several maintenance of effort requxre—
(1) states, LEAs and post-secondary institutioasxmusﬁ .

\ 5 i
maintain either the combined fisca‘ effort per student SF the

'

aggregate expenditure for vocationai education from the |
preceding fiscal year; and (2) LEAs using VEA funds for &ork-
i . . o -
study programs must maintain the level of the expenditures for
work-study at not less than the average level of three preceding
\Tﬁ \
Several matchlng provisions are discussed in_other chapters.
"~ The separate matchlng provisions for national priorlcy\oro-
grams are considered in Cnapter 8. The reduced match for

consumer and homemak:ng programs in economically depressed
areas is discussed in Chapter 2.

Y
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fiscal years. \
The third fiscal requirement, the state level nonsupplanting
requirement, is analyzed in section IV. This requires that
Federal funds be used to supplement and not supnlant state and
local funds that wotld,in the absence of Federal funds. be made

available for the "uses'" specified in the Act.

B. Major Findines. Conclusions and Recommendations
. We conclude that an adequate legal framewotk for distri-
i__w_,A buting VEA;fundsuamoqg recipients must clarify the relationship
, between those Federal funds and funds from other sources which
are used for similar purposes. In the VEA legal framework, as
currently written, the relationship between state and local
resources and VEA funds is éoverped by the various matching,
maintenance of effort and nonsupplanting provisions.
In general, we conclude that thg matching requirements are
not an essential feature of the VEA legal-framewofk Indeed

becsuse of the interpretation which permits states to impose

the aggregate state-level match requirement on recipients, this

requirement operates to defeat other important congressional
objectives, such asz assisting low-wealth districts.provide

qua1lty vo*atlonal educatlon Programs and ensurln; that ew pro-

e 1 . " s mgan e v mSRANT B RIS R P e

grums are provided by recipients having the greatest need for them.
. The other two metching requiremeats, the match for Federal
funds sofnt for state level admlnlstratlve ou*poses and local

- ~ P e e e

admlnlstrative and supervxsory purposes operate so as to

frmnsrnna - -

ensure a limited Federal role in state and local adminiscvratio.
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_recipient-level maintenance of effort provision to be necessary.

This represents a policy decision to authorize limited use of
Federal funds for administrative purposes. We offer no

recommendations concerning this but merely describe state officials’

_general observations that these requirements help to ensure that

state and local officials and legislative bodies have a stake in

o

the Federal wvocational education program.
With respect to th@ maintenance of effort requirements

(applicable to the state, LEAs and post secondary institutions and

PR —ne el dh i sntd

applt\able to LEA work-study programs) we found only the -

We found that the state-level maintenance of‘effort requirement
serves no useful function under the VEA because this requirement
is met sinply by aggregating the vocational edﬁcation expenditures
from non-Federal scurces made by recirients and had no effect on
state policy respecting vocational education. A-requirement that
the state, in addition to the recipient, ensure that the level -
of vocational education expenoitures is maintained is dup}icati%e
and meaningless.

fhe separate maintenance .f effort requirement is an ingppro-, L
priate requirement to be applied to an optional program use such
as work-study because it operates as ; disincentive to direct
funds to that use. States and’recipients are reluctant to

R R

describe work-study programs’ in” staté PlaAs afd Feports ot use T
VEA funds for them since this results in being bound not to
decrease previous work-study expenditures. We recommend *he

elimination of this requirement from the legal framework.

374.




In contrast, we found the recipient (i.e., LEA and post-

. , . seconduty) maintenance -of effort requirement to be clear and ,

appropriate. It is at the rebipiént level that a maintenance
of effort requirement is essential in order to assure that VEA
funds do not simply rep1ace prev1ously provided state and local

funds for vocational educatlon We recommEnd, however, that a

specific exceptlon be made to ensure that a recipient that is

unable to sustaln ‘a prev1ous flscal “level solely because of

wew.. .replacement of higher paid starf with lesser paid staff is not
in violation of this provision, or that it be clarified that
the "unusual circumstances'" rule applies to this situation.

With.respect to the non-supplanting requirement, we found

<

.“the statutory language to be vague, and inadequate to perform
its needed fdnetion in the Federal legal framework. This

réquiremeht has been appropriately interpreted to apply to

T W P YA TR e = WM p e = e vt s e o e e e avs = v o B o Amwve A e T e s s T e et ST S ]

dlstrlbut ons of qtate funds for Vocatlonal education that take
into account the distribution of VEA funds among recipients.

ED, however, has not disseminated this interpretation. Ve

<

. _ - - er o ——
—— - - - - y -

" recommend that the statute be amended to reflect ED's appropriate
interpretation of the supplement,.not supplant requirement.
We found thé nonsupplanting provision to be inappropriate

at the local level. Because of recipient discretion Lo pronose

M O e o
ANl s et A P M RS B 8 R 8% W N fe SO s P g N RN SR ST ke A S S B e £

a variety of uses of VEA funds, and the VEA's priority for new
‘programs, it would not be appropriate for the nonsupplanting
provision to prevent recipients from terminating old programs,

so long as overall effort for.vocational education is maintained.

o . 375
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The present maintenance of effort requirement is more appro-

priate to ensure this. Consequently, a nonsupplanting provision
relating to the '"uses" of non-Federal and Federal funds is not

needed at the recipient level. . .

II. Matching of VEA Funds Wfth State or Local Funds

A. Overview and Organization

oo

e mart s e e

-t

“The VEA contains five provisions which require states to

i i <

match the Federal VEA-allocation. These matching requirements

consist ofx ’ o -

(1) a dollar-for-dollar match of the total state VEA
allocation for the basic and program improvement
grants (subparts 2 and 3);_2/

(2) a dollar-for-dollar match of the set-aside funds
for the excess costs associated with national
priority programs; 3/

(3) an amount equal to 10% of subpart 5 coasumer and
homemaking programs in economically depressed
areas and a dollar-for-dollar match for such’pro= ——

- M 3 ~avaaq -
e e G TAMS—iN—0 ther—areas; 4/ -

. *

X » -
(4) a variable matching amount for a recipient's cost

of supervision and administration of vocational
education programs; 5/ and

(5) a phased-in dollar-for-dollar match of state
-~ - ‘administration—expenses: 6-/- ---- —- - - .

No match is required for Federal funds spent for coopera-
~ive education programs and exemplary and innovative projects

in private schools, and subpart &4 special programs for the

AT YR Ak AF v 03 SN £ 4 R e ATueA A ek Ga AWML mm—ch sV Ga T R AW % e T L wa P VU N L v S

disadvantaged.lzr

#

_2/5ec. 111(a)(1)(A) of the VEA (20 U.S.C. 2311(a)(1)(A)).
_i/gec. 111(a) (1) (B) of the VEA (20 U.S.C. 2311(a)(1)(B)).
Alsec. 150(c) of the VEA (20 U.S.C. 2380(c)).

5/sec. 111(a)(1)(B), of the VEA (20 U.S.C. 2311(a)(1)(C)).
6/sec. 111(a)(2) of the VEA (20 U.S.C. 2311(a)(2)).

1/5ec. 111(a)(1)(D) of the VEA (20 U.S.C. 231i(a)(1)(D)).
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.pient administrative costs and the match of state administra-

A i it b

£}

Tuis section analyzes the clarity, consistency and

adequacy of the provisions which require a state matec. Ffor

the basic and program improvemwent grants, the match for reci-

tive expenses, The excess cost match for national priorit;

RS

programs in cconomically depressed areas has been analyzed

in other chapters, and will not be discussed her;TEL/ﬁ

‘The section is divided into three subsections. This

subsection A gives an overgview 6f the issues and describes our

major findings, conclusions and recommendaticns. Subsection B

descripes the relevant Eéﬁéral and state legal framework.

-, .
?

—g/The excess cost match for national priority programs is

“

analyzed in Chapter 8. VEA Funds for Special Needs Pcpula-
tion, at pages 25-42., 1In this chapter, we.conclude that
Congress should repeal the excess-cost match ng requirements
if it also repeals the general matching requirements

analyzed in this section. If it retains the general matching
requirements, we recommend that it substantially modify the
excess cost calculation for national priority programs, but
that an appropriate excess cost measure remain part of the
national pricrity program irrespective cof whether the ‘

matching requirement remains or is'eliminated. Chapters 2 and

"4 describe our conclusions anc recommendations with respect
to the special reduced match for subpart 5 consumer and home-

" "making programs ifi économically depressed areas. - As pointed-

out in those earlier chapters, the -one~third set-aside for .
economically depressed areas does not assure that such areas
receive more VEA funds than other areas. This results from
the over-identification of areas as EDA under existing data.
Consequently this set-aside serves no useful purpose. And
rather than have a reduced match for subpart 5 programs in

-l -

certain areas, we recommend that the matching requirement be
eliminated for subpart 5 programs for the same reasons we
recommend that the match be eliminated for subparts 2 and 2

377
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' "\ Subsaction C details our findi éi, conclusions and recommenda-

‘tions with respect to the matghing requirements.

_ We have feénd that thz present dollar-for-dollar °
2 ‘state level matéh of the é7éic and program improvement and

~a
v

;3 supportlve serv1ce _grants/sexrves no important purpose in the

‘ VEA and as.}nmlemented é; states,’ conflicts with VEA objectives.
. A1l states we rev1ewed substantlally overmatched their

/%ederal grant of VEA funds with state and local expendltures for

vocatIOnal el ucatlon. This meant- that compliance ‘with the
general matchlég requirement was largely an accounting execcise.

However, the method b" thﬂh _every state we reviewed ensured

o

that matching funds would "balance" VEA funds was to pass the

[

matching requlrement on to local rec1p1ents And the states'

imposition of this matching reqUirement on_recipients was-
largely insensitive to their relatlve fiscal ability. Further,

. this state- 1mposed 1oca1 match is particularly a problem for A
fiscally constralned recipients when applied to VEA funding of

e ) . hew programs.//In thisvregard we found the VEA prohibigfon on

states imposﬁng a local match for new programs on fiscally .

—_— constrained recipients "making a reasonable tax effort'" to be

- . S

wholly ifeffective. .

summary, the general state-level matching requirement

S

" for fubparts 2 and’ 3 appears to serve no useful function under

”the present VEA structure. It does: however, interfere with

7’

[PV

the fund distribution objectives of the VEA to equalize

VOC&LlOHal educatlon opportunltles among recipients and with

‘\ the priority for new programs.
\)

ww
5
&
CG

.
ey
o
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———eategef:cal programs for vocatlora1 education.

i T - “ . ST

In contrast, we found that some state vocationalﬂeducation ’ -
administrators consider the match for statg'and recipient
administrative expenses a useful requirement. They believe
that tpe requirement of shared administrative egpensés ensures
that state arn# local 1eéislative and administrative bodies are
involved and have a stake in the adﬁinistraﬁicn of Federal
vocatioqal ecducation programs. In most of our study states
these matching funas for state administration were to be ‘the
only state—funds appropriated by the state legislature over

which state’ vocational education administration had any

discreticn

/

Two of our four states did not have state v

This meant

that state funds used .by recipients for vocatlpnal educacion

are frgguently allocated as general purpose funds. Although

several states have cost adjustments for vocational education
in their general state aid formulas, funds gene-ated are not
These facts mean that in

earmarkec¢ for vocational education.

&
many states the only direct and earmarked contribution ‘state
. -
legislatures made to vocational education is the match for

e .

state administration. And state vocationdl educators are

apprehensive that without it they would be perceived as too

v

oriented toward Federal brograms. . .
v .
We -simply report scate comments on this matching require-

ment and make 1o reécommendations o the match for state-—— — - ——

-~

administration.




. 5-10

7
R
'
<

B. Federal and State Legal Framework - ‘ .

1. General/Requirements

Bf regulations all state and local fun&s applied to
matching requirements are subject to the conditions and
fequitements of the Act, regulations, and five-year Stare
plan and annual brdgram'plan, and any ptograms or'activities'
supported in whole or in part with matching funds must meet
these requifements.—gj . . . ' roe~

Federal .administrators have been consistent in requiring‘
that the state match be met thh only actual expenditures of
state and local- funds,,l e., st;te and local funds may ‘be
considered as matchlng funds in the year they are obligated
and expended.ig/' In-kind- contributions, such as tuition fees, ;
are not acceptaﬂie at either thé state or local level, nor, in
general, att other(Federal funds.ll/

Further, ED has permitted both state and ‘local funds to" be

~ . . ~
included to meet tHe state's match under the VEA and prohibited

-

' 9734 cF.R. 400.301(b) and (c).

19/34 C.F.R. §400. 301(d) Interpretation in~letters from Charles
‘H. Buzzel, Acting Deputy Commissioner, BOAE to Gwendolyn Kean,
Comm1351oner of Education, Virgin Islands Department of
-——1———" -Education -@anuary 18- 1978)~and to-Homer -E. Edwards, Senior - . _
{ Program Officer, VTE, Reglon V. -- Chicago (Janyary 11, 1978).

l—/34 C.F.R. §400/301(d) and Comment, -F.R. 53876 (Oct. 3, 1977).
Tuition fees also may not be used to meet the matching - .
requ;rement )

e

P e = TR U SE RV S U ¥ S L T ey




G

e e 0f_such _costs’ which does not exceed the percentage of the

. state funds from being used to match Federal funds for more

Acﬁ.lg/

: i—éSecﬁmlll(a)Ll)(Ci;“LZD_Uesﬁﬂem23llla)11)1Q)A__Ihigwpggyizem

19/5ee Sec. 125(a) of the VEA of' 1968 (P.L. 90-576)(20 U.S.C.

[N

than one rederal prdgram.lg/ The state is required go report
on its compliaece with the matching requirements in {ts five
year state p1an,l3/ annual program plan, lﬁ/ and accountablllty
report. 15/ . . -
2. The Match for Subpdrts 2 and 3

In general, the current VEA requires that states match
Federal VEA funls on a dollar-for-dollar basis for subpa?t 2

basic and subpart 3 program improvement and supportive
17/

d

servxces grantslﬁl for the cost'of state administration=*
and on a proportional basis for the costs of supervision and\\

administration By recipients.l&/ This one-to-one matching

ratio of Federal funds for basic and program'improvement grants

to state and local funds was carried over from the pre-1976

3

lg/OVAE Legal Opinions Handbook at p. 156 (Nov. Qé, 1978). ”
13/34 c.F.R. §400.186(d).

14/34 c.F.R. §400.222(d).

15/34 ¢.F:R. §400.241(a)(3). : o

16/5ec. 111(a) (1) () 'of the VEA (20 U.S.C 2311(a)(1)(A)).

17/Sec. 111(a)(2) of the VEA (20 U.S.C. 231.(a)(2)).

sion requires a dollar for dollar match for, Federal funds
-used for the recipients' administrativc and supervisory
- expenses, if the match is met by .the state. * :

If the state cdoes not fund this match VEA funds for local
administration and supervision, are limited to percentage

v total 'costs of the recipients' vocational €dUGEEIOA COSES, ™™ ==
paid for under the VEA.

1282 (a)).
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3. The Res;fiction'on Imposing a Match on Recipients in
the Funding of New Progr?ms

[ 4 )

The VEA prohibits statés‘from denying'funds “to any reci-
pient which is making‘é reasonable tax. effort solely because

such recipient is unable to pay the non-Federal share of the

cost of new programs."gg/

The 1976| Amendments repeated the substance of this prohi-
bition which was contqinéd in the 1968 Act:ZL/ - The Senate

Bill'proposéd te eliminéte the reference to '"reasonable tax

effqrt.”gg/
\

;would not reduce. the aggrggate state-wide match for- subparts —

Any reduced match pursuant to this requirement . »

s

2 and 3, but this, according to the Senate Report, would not
effect the cstate's ;biiify to meet its one-to-one overall
2-o-/Se.c. 106(a5k5)(b)(ix)-of the VEA (20 U.3.C. 2306(a)(5)(b)
(i1)). | ° - . . -
21/ Gompare the 1968 VEA (P.L. 90-576) Sec. 123(&)(6)(G)(20 = v -
U.S.6. 1263) with'Sec. 106(a)(5)(B)(ii) of the VEA as. T
amended in 1976 (20 U.S.C. 1306(a)(5)(B)(iii)). The 1968
version stated that:

"no local educational educational agency which is

making a reasonable tax effort, as defined by .
regulations, will be denied funds for the establish- - , -
nment of new vocational education programs solely g

because the local educational agency is unable to.” =~/
pay- the non-Federal share of the cost of such new
programs."

The 1976 VEA réquifes/ that:

the State will not deny funds to any recipient which T
o is making a reasonable tax effort solely because ‘such,
> recipient is unable to pay the‘non-Federal share of the

cost of new programs." ' '

J

-~ -

These provisions are also discussed in Chapfer 4.

ZZ/,"[T]hatkno eligible recipient will be denied Federal funds
- ~for—the- establishment--of-new~voeational--education PTOgrams ]
solely because of its inability cto pay the non-Federal

share of the cost of such programs.” S. Rep. No. 94-882 at
71. »
i
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match given the healthy national overmatch of state to Federal

funds. However, it would "put poor districts and institutions

-on the ?éme footing as the more affluent ones in making applica-

tion for new Federal funds." The Senate, however, receded to

the House in cohfsrence.gé/
- ) - . ) \ A
ED" has not interpreted this provision, and ED regulations

24/

merely repeat. the statutory prohibition.==

4, The Match for State Administration
The statutory provision governingthe match for state
adminiStfétion is as follows: | T =
The Commissioner shall pay, from each State's

allotment under section 103, from appropriations
made.undeér section 102(a), an_amount _not_to_ &

exceed the Federal share of the .cost of State
administration of such plans. ‘
, (B) For, the purpose of this paragraph, the
Federal share for - -any fiscal year uhall be 50
per centum, except that (1) for fiscal year
1978 it shall be 80 per centum and for fiscal
year.1979 it shall be 60 per centum, and (2) .
wheénever the Commissioner determines-in excep-
tional circumstances -that for the latest fiscal
year fon which reliable data is available
preceding fiscal year 1978 State and local ex-
penditures for vocational education in a State
 exceed ten times the Federal expenditure for
vocational education in that State, and that the
State\hﬁs an appropriate, economic, and, efficient
State administration of the program, the
Commissibner’ shall set the Federal.share for
fiscal year 1978 for that State in excess of
- -~ the.Federal share specified in clauqe 1),
- but not to exceed 100 per centum.

237y R. Conf. Rep| No. 94-1701 at 219.

24/47 ¢.F.R. 400.161(F)(5) (B)(i1).

A e AV - e a .- - . ey L
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- Prior t& the 1976 amendments, the VEA permitted Federal
— funds to be used at .a level determinred %ﬁ the state plan for
state administration:Zi/_ These funds,gére required to be
.matched on_a dne-to-on: basis with state or iggal funds.'z‘g
The 1976'éheﬁdments limited the amount's of funds for
~ state adminiStratioﬂT€§ appré%riat%pg a2 fund of $25 million -
year to be the sole source inationally for the Federal share of

: . f
state administration of vo\ationaL_educationizzf"_This amount

was required to be mapcheé Ey FY 79 dollar-for-dollar with,

State fg@ds.gg/

4

. }
:) gi]éecgjlzz(b) of the VEA of 1968 (P.L. 90-576)(20 U.S.C. 1262
. (®) )3 Lt .
26/50c.4124(a) of the VEA of 1968 (P.L. 90-576) (20 U.S.C. 1244
(a)). . -
27/sec. 111(a)(2) of the VEA of 1976 (P.L. 94-482). ‘This pro- !

vision permitted Federal funds to be used for 75% of the
state expenditures for .state administration in 1978 and 50%
» thereafter. Both the House and Senate reports in 1976

— recommended limitations on the previously unlimited use. of
Federal funds for state administration. ~Both houses wexe
responding to a GAO report which showed that some state
agencies were being totally supported from Federal fun@s
and others were using these funds to support a very -high
percentage of administrative costs. H.R. Rep. No. 94-1085
at 46-47. The Senate Report quoted the same GAO Report to
say that "this proportion of Federal funds spent for admini-
stration has been growing at a greater rate than the propor-
tionate increasde in Federal funds." S. Rep. No. 94-882 at'

o 79. The Senate. Bill proposed that states be permitted to

|

i
|
i
|
|

1

"7 77" . allocate .any. amdunt_of Federal funds for administration if"

, they '"'demonstfated their commitment to.the quality of such
administration by also committing their own funds to match
the Federal contribution," with a three year phase-in. The -
Senate also proposed t© permit the Secretary to set a highcr ¢

- proportion of Federal/ funds for states hYich committed twice
the natignal average [percentage of state and local funds for
ration.

) administ . 1
ftemomsme | e WA e .r..%§:./u_-

This did not include the costs invoi@gd‘in>§repéring the

ey o mn [ S e A A S PR

five-year plans,” the annual plans and the accountabiliity

b)
P
reports which' were intended to -be 100% Federal funded. ,
2

&, ) -
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Federal administrative regulations for the matching of

2

. state administrative expendltures essentially track the

N
statute, with the add1t10na1 requlrement of an 80/20 ratio
of VEA funds from subparts 2 and 3. 29/
L ‘ ED also interpreted the hase -in of the 50%7:state match to

. ‘ .require states cg_maﬁghﬂany_adminisrration_expensgs_paid,for

with funds carried over from a previous year at the next year's

higher-rate.ég/-i

+ "Administration", defined in the statute as "activities

of a state necessary for the proper and efficient performance

-

of its duties under this Act, including supervision, but not

inclnding ancillary serv?bes,"il/ has been interpreted to.

3

include: supervision, planning, evaluation, data collection,

- reporting, ‘monitoring, approved 1nd1rect costs, and general

= N at -t ,u‘;‘\ o~ ot

2 /,4/""\ . S }/‘
‘administration.22/ L

»,

29]42 C. F.R. 400°306. The Senate required that 80% of the
Federal funds for state admlnlstratlon be tdken from

\ subpart 2 and 20% from subpart 3 to ''prevent administrative
expenses from belng dlsproportlonately charged against a

\ single program act1v1ty The regulations also expand upon

the exceptlonal circumstances under which the Commissioner

may waive the requisite match in FY 78.

30/BOAE/DSVPO Policy Memorandum from Buzzell to Edwards Re
ikt iy I -1e (=) o= & N Sh‘are ¢ f< State<Admntnistration «(Jan.: ¥L: 1978) <

31/5ac. .195620). of the VEA of 1976 (20 U.S.C. 2461(20)).
32/uetter from Bennion (BOAE) to Barrett (Cal.) Jan. 12, 1978.

-

b

o
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5. Match for ngal Administration and Supervision

Under statutory provisions concerning Federal and state/

¢

local shares of local administration the Sécretaryishall pay

to each state for grants to eligible recipients an amount not

.

to exceed:

<
=)

N

 authorized local recipients to use VEA funds for local

P

"y part of the costs of supervision and admini-
stration of vocational education programs by anf
eligible recipient, except that such payment

shall not exceed (i) a percentage of such costs
equal to the percentage of ‘the total costs of -the
vocational education program of such eligible reci-
pient paid for from this section, or (ii) 50 per

centum of such costs if the non-Fedexal share of. .

« .. such'costs is paid by the State from appropriations
for such purpose.'33/

The 1976 amendments to the VEA were silent as to the use
of Federal funds for lécal administration and supervision
‘becausé the bill sponsors w?fe una@le to Work out an
appropriate limifatién.éﬂ/ The present péoyiéidﬁ“&as added

by the 1977 ‘Technicel Amendments to the VEA. The House Bild

administration, but prohibited them from épend;nﬁ'"more in

-

Federal funds-for local administration than [they receive] in

35/

Federal funds for the total support of their prdéram.——

337 gec. 111(a)(1)(C) of the VEA (20 U.S.C. 2311(1)(c).
34/gee Sec. 111(a)(l) of the VEA of 1976, P.L, 94-482. (20

emeat e ens <o TR 02301 (A) (1YY,  Cong. Rec. H2361 (daily ed. March 22,

7 71971)- (Remarks of Cong. Perkins.

iz/ggf The example was, given: "if a sghool district receives
10 percent of its vocational education funds from the

Federal Goveimment, itgcan pay for up to 10 percent of its

cost of local administration from these Federa% funds . "

- -~

)
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" proportionately more Federal help, and‘of céurse, would need

3purposes.1§/ 'The_Sena%e—appr%veg%tﬁis amendment , ‘but added

: s I .
The concern expressed was '''that poorer districts would receive

. s
proportionately more outside support for administration," and

to limit the amount of Federal-funds used for administrative ,

- support the, total vocational eddbation program=cafrie6 out by

3614 |
31/s.7620. T - A
[ . T
38/49 ¢.F.R. 400.307(b)(1). The regulations also-provide two
examples of the operation of this computation.- 'For example,

the alternative measure of a dollar-for-dollar match if the N

state appropriated funds to'pay for local a@miniséfﬁtive
- . 'l. .
expenses.éll ‘e ) s = .

<

-

While largely tracking the statutary language, ED regula-
tions clarify several points concerning the computation of
the amount of the requi;éd match. The berc;ntagé 6f Federal
funds "applied to\locai administration ;nd supérvisign may be

- e

“no greater'thén the percentage of Federal fundé used to -
the local recipiént."éﬁ/” To qualify for the exception permitting
a dollar-for dollar match, state funds used for local admini-

stration must be "specifically made available" for that purpose

the total cdst of the vocational education program .of the
eligible recipient is $100,000 and the Federal contribution

to this eligible recipient is $25,000, or 25% of the total.

If local administrative costs are $10,000, then up to 25% of
this amount, or $2,500, may be charge against the Federal -
funds." : ) ” .

&
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L ' "from a specific State appropriation."ﬁﬂ/
The regulations also clatify that although 80% of the

Federal funds used for local administration and supervision

~ ' * are to be taken. from funds-appropriated for subpart’ 2 and .20%

for subpart 3, the state has discretion to "use its adminii

. 2. . . 40
strative funds in whatever proportion meets 1ts needs."‘—/

3

~
-

. 6. State Legal Framework . . ’ , \

- Of the four—states inuourﬁresearch sample, two shifted

alliﬁhe’state—level aggnegate'ﬁétching requirements for .
subparts 2 and 3 onto local recipients. The other two scates
éhifteg'part of the matchcpo recipients. °TIn the two stateé?in
[ . * which local recigients picked up the whole match, each recipient

. ~ was required to match VEA funds use-by-use, as well as overall.

’ ‘ A

In many'cases the matchirg requirement”is an@integralnpart
of the VEA fuAd distributioh mechanism. The cléarest example
of this is the percentage reimbursement method of funding,

-, desc;ibed‘inlCﬁapter'A.' Under this method the VEA fund

e 2 '

32/42 C.F.R. 400.307(b)(2). The following example is provided
in the regulation to illustrate this: '"For example, if the
_— ‘total cost oflocal administration is $10,000; then up to
: $5,000 may be charged to the Federal funds as. long as the
’ State contribytes the same amount from a specific State .
appropriation.' - N 77 ; S .

40/45 C.F.R. 400.307(d).

P R S L 2R 2 U
t
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distribution factbrg are used to vafy the portion of same-

total cost that will be paid from local funds (the local
match) and from VEA funds. - - o L

-state for post-secondafy'programs the VEA portion of approved L

- vocational education costs variesrfrq@ 40% ta 60%; and

needy recipients under the formula must match 40% of the costs

.matchlng funds will approximately equal the amount of VEA

o e A S o B

Under the percentage reimbursement mechanism used by_one‘ .

\ )

conve;éely“the;iocal.match varies from 60% to 40%. The most

with their own funds (staterlocal) and receive 607 of the cost -

from the VEA. This is a typical pattern. States® often’ create

§

» -

percentage relmbursement ranges that have an average match of
about 507%, which assures the State- that when all VEA funds are -

distributed for ‘a partlcular use the sum of ail rec1p1ent

o

-

fufds distributed under that formula thereby ecsuring that the
50/50 match is met. . . C ;.o

. . )
States also vary the range of the match from program to’

pools, each for a different purpose, and each having a different

program. For example, one state has about 20 different funding
. » L
variable match ranging from 60%-70% local matching funds in one

pool to '0%-10% local funds. in another. Here the amount of

funds distributed through each pool dnd the variation in each

‘method was calculated so that when all funds were distributed

the aggregate local match required under all funding pgols .
would total the amount of VEA funds which the state needed to

match from recipient sources.

]

«




States using'tﬁe project method of funding for some

LR

purposes also often use a percentagg reimbursement feature

in connection with prOJect fundin g This works the same way

hs described above. A total project amount is approved for
. fundlng and the state picks up part of the costs from VEA

funds and the recipient must pay for part from local and state

° .

funds. Several states use their formula to calculate a

variable percentagé match for projects,e.g., 40%-60%"1oca1

“ -

matching funds, Another state réquires a flat 50-50‘match
chr all°recipieﬁt projects, irrespective of recip}ent need
and fisecal abi}icy, except for grojects‘for few programs
where a variable match of from ZO%-60% is required.
One state which uses its formula to directly ailoc&te a .

&varlable amount of- VEA funds tc reclplents does not use the

formula to calculate a° varlable ‘match. But because a one-
ifor-one match is requlreq for the VEA funds each recipient )

receives’, this operates, in face, as a wvariable metch. This

imposes a higher match on poorer and more needy recipients
because they.Feceive proporticcately more §EA funds. Fer .
example, a needy LEA may receive $100 per vocational efu&ent”
in VEA funds’. It is required to match that with $100 pgf K
student in state a;c local funds -- a less needy LEA may )
receive only $30 per student and its @atcﬁ is on%zg$30‘per L.

student.
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Only two states had a state categorlcal program for

-

vocatlonal education and both of these integrate those proorams

with the VEA program to assist in meeting matching reduirements.

One state that does integrate state and VEA funds ha& sufficient

state categorical funds for vocational education to meet the VEA  _-

matchlng requlrement but it also requlres a local match ranging

from 26% to 32% of a recipient's state calculated cost of i n

vocational education (including VEA, state and lodal\funds).
"Exceptions are made for disadvaqtagef and post-secondary funds

under subparts 2 and 3 which-are matched with state. funds.
f X -

With respect to the VEZ prohibition on denying new program

—

-

funds to recipients that are unable to meet the mateh and that
". are wmaking a reasbnable tax effort, no state we reviewed took

any special action to meet this requirement. State intervieys

©

indicated that state officials doubted that applicaats could

demonstrate that‘gnj denial of new'program funds was "solely

L)

because such recipient is unable to pay th~ﬁpn-Federal . y

share..."id/ This is because the total amount of state and

e

local funds spent on vocational education even by poor . -

applicants, is so much greater than the amount of VEA funds

A}

received that the 7£hsal_relationship between applicant

priority and failure to apply for new >rogram funds would be
. -
hard to establish With CertaiNtyole crrommtsr o mn ommrn €ttt s ot <ot it
Y . . !

-
L]

l/Sec) 106 (a) (5) (B) (ii} of the VEA (20 U.S.C. 2306a)(5) (B)
(ii). .

<
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. . Only one state in our survey encountered difficulty
. td . .

. . meeting tHe match for stacé administration. Prior to the

1976 VEA Amendments, this state uded no staté funds for

vocational education administration: ij%Y-78, the state
<waslgranfed a waiver of the matching requirement by ED. 1In
. order to meet the regquirement gf a* 40% state match in FY 79,
this state reduced its vgcéfional education administrative
+  staff by about on;-quar;er. We‘were told that the state
finanée departmeqtaand-1égislatﬁre %esisted appropriating-w
_aéditional funds and attempted to force administrative spaff
" into aﬁciliary activities to qualify for non-matched @uﬁdiégﬁ

C. . Findings, Conclusiocns, and Recommendations

6v;ra11; we found the matching requirements to be clear
and understood_fﬁ states. .
1. -State-wide Agg;egate Match

We;found éh;t none of the sqgtés in our survey-encdunpgre&
any difficulty meeting the aggregate state-%ide match of VEA
funds because state and local funds for vocational educatior

.. 1in each state were significantly gredter than the amount of

VEA funds. ’ C,

Y
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o <+ The problems we identified with the aggregate state match
“ resulted from states passing this requirement on to local ‘

‘_recipiénts. ‘We -found 't,f}_é‘-.,t_ﬁh.\i_é practice was necessitated

. 'i?&some statgs because they do not have separate state funds )

farmarked for vocational education. Rather, state funds are

4 . | . A
/;// decide how much to use for vocatiom®l education. in these .

ZZisfr;puted through a’ general state-aid formula éﬁ& locals

* * L) - - ' ) “ ,. * * L]
states, passing the match on to local simplifies accounting

¢

for vocational edﬁcat%gn funds. and ensurelﬁhat the overall y .
& state match is met.fﬁy e . .
s ; - . ) N
This match pass-through also results from the states . ‘.

having to give an assurance that state and- Tocal funds used *

o

~ -~ for the match meet VEA requirements.2¥ States feel constrained

‘to identify the state and local funds to which this requirement

applies. '
¢ The one state -wﬁiéh did not completely pass this match

t
-

P . . .
on to the locals has a ‘large state categorical .program for
s e -

vocational education from whichgfo meet the requisite match. |

)
. ]
. . . .

42/7ypically revenues and expenditures of LEA's are not

. accounted for by program, and expenditures are not 5. |
accounted for by source, e.g.; fiscal reports show a line £
item for "imstructional Staéf""but are not separately

reported for the vocational educatign prosram.' ‘States o
know that state and iocal funding for vocational education
substantially overmatch VEA funds but the standard accounts

used by LEAs and states cannot identify these funds. -

i . 43/ F.R. §400.301. -




(2]

’

Because this state's vocational education funds are.signifi-
L .

cantly greater- than Federal VEA funds allocated to the ‘state,

it could meet its aggregate, match with state—aid: ~But this ™
: aggrega , L

~

state also requires lecals to share in the match, thereby °

’ 0

seekihg to free additienal state funds from VEA requirements. -

This has three effects. .First, it enables the state to keep ;-
- " 4/

most 'of its funds from being incumbered by Federal‘sténdards.i— ;

Second, it requires locals to be involved tfinancially in the . ~
requ 1cially in

oF

e e s

Federal vocational education program., Third, it facilitates
the "tracking of the special expenditures and excess cost®
proviélons.QQJ | ‘
Passing the staEe mat;h on Eo recipients can‘have a
peryersé effect on the~distribpfi6n of‘VEA funds. Th;s is .
- particularly-true wheP a one-for-one local mééch is attacﬁed

to-a .direct allocation of VEA funds, as is the case in one /////

. éé]githough matching funds are not required to be distributed
. through Federal funding formulas, any state matching funds
used, for example, for cooperative education must meet

o the numerous Federal requirements]for cooperative education
one state funds a large ccoperative education program with

.. non-matching state funds, and by requiring locals to méet
most of the match, is able to keep its cooperative education
program outside Federal standards. Although ED regulations’
also subject state and-local funds used for maintenance of
effort to VEA requirements, it appeared that states do not
take this as seriously as the application of VEA requirements
to matching funds. ‘ ‘.

éi/Severa1°states noted they could thereby ensure that national
priority program matching requirements were met (discussed
in Chapter 8). :

.

O .
A »
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v . .

of our states. Here-the more needy recipients recéives more
. . . ’ -

al "~ VEA fund§ than less needy recipients but also have a propor- -
L. . . . -

;‘_ ;i@nately 1argerimﬁfch. The ,percentage reimbursement method e

© v of funding as used' in several other states has the ,advantage ‘..
of réﬁucing the‘patéh'for more neédy_recip}ents, but the vari-
ation in the local match is s; small as to be_insignificant in ¢ )

° ‘most cases,-e.g., 45%-55i.#§j's K _ - "

“has the

N &
The pass-through of the state match to recipients
. - . N s L 4

N . . .
., greatésq,advgrse consequences.on high need applicants., when

. - this is done in connection with the funding of ney programs. *

N . . 4 ° . . “q. .
Unlike program maintenance :expenditures, which most districts .
e N - \ . 4 3|

easily meet ‘out of existing appropriations, imposing. a local

match for new programs puts the applicants whose revenues are ..
o . ¢

hd L]

most constraine@ at a competitive disadvantage. This, in
3 - T . T

- .

;égﬁFurthermore, if wealthier recip&ents are able to priepare 0
larger vocational education programs, they will end up with
greater benefits because they will qualify for a greater

+_amount of reimbursible costs.- The ratio parameters
recommended fin’ Chapter 4, Section 3 would substantially .
reduce this problem’of-requiring that the variation in

ercentagesreimbursements be proportional to the range T
%f total factor scores for recipients. The compression .
of the range of variation to insignificance was particularly
a problem when states used the percentage reimbursement
. method of funding either as a separate method or in’.connection
T with the project method. Here there appeared to be a uniform 3
tendency of states ‘to move as close to’'a uniform reimbursement
. - as possible: _ . .o

a r 2 .
’ C e .. 1

£ e e

-
< ~ . -~
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L - eombinatipniwith‘the necessity of then assuming the new progran__
ey - *expenses.in the next year, ope«ates to dlscourage 1oW'wea1th .
e T districts from éeeki”ng'ﬁ'e”w_‘pr“o"g“r“ﬁ”fﬁﬂn‘dé“ 5F  applying for\tl:e '
. .V . amounts that they need. Yet "because these applicants are (f, :
;, oo fiséally disabled they may have the greatest unmet needs for - -
.ﬂ‘i-: - ‘new programs. " . o . D
X -t Such considerations underly clthe VEA prohibition on ‘

- denying new program Funds to reciplcnts,making a reasonable
' tax effort thHat are unable to pay the non-Federal cus ts.47/
- 7 _‘ -l however‘ this prohibltlon has been totally 1neffect1ve. .o
o Based on these flndings we conclude that the requ;red b )
:. stéte-wrde‘match 'aspinterpreted to permit states to%pass the . S

[ Y

matching requirement on to recipients serves little useful

- Y
purpose id ‘the VEA. and is, in fact, counter-productive. Given

_the,s gnificant overmatch of state and local funds for most

0
- ’

- VEA purposes this provision is no lenger needed to--assure

<

"staté and local partic1patlon i the fundlng/of vocat10na1

- ‘ education Whlle this may oe true for particular uses, such o

as vocatlonal education programs far disadvantaged and handl-

o' 4 /r

capped students thls ¥s not thte case for the general

vocational educatlon program in any state in our research .

. . .
" - . ’
- . ] v :
. .
¢

: 47/Sec))1ob<a><s><b><n> of " the VEA (20 U.5.C. 2306(a) ) ®)
(ii

)
N b %
trttoe-. ‘s
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But most importantly, the imposition of this matching require-

- t

ment, Whlch 1s passed on to local reclpients operates to
dlsadvantage the least fiscally gble in contradiction of o
Congtess' clear intent to increase thefrscapacity to offer

e

vocational education. Consequently, we recommend that the

state-wide match for VEA funds under,.subparts 2, 3 and 5 funds
.- - . r]

. be eliminated. . -/ )
P » Although Congress could eliminate the.most problematic

) ‘ . . \
feature of the state matching requirement by prohibiting .
~ \ . -
states from imposing a match on recipients, we conclude\this

“

is not a workable, or wise policy. A prohibition on passing .

e

'%Prough the "state match to recipients probably would require

states to enact categoriofl state funding programs for vocational &

education. 'First, this would not necehsarily°i?crease the amount .-

%

of state funds for vocational education since such a program ' .

might simply take funds from other state general §i& programs

M

for educatien. Second, state categorical pfograms often do

1ess to equalize for the disparate.fisoal needs of recipients .
; - ) .

than do sgate‘general aid programs. Thus, requiring states

& to -adopt additional categorical programs could be a step

v

backwards in terms of the congfessional objective under the

-

. VEA of equallzing for the dlfferlng f1nanc1a1 abilities of

— . Arec1p1ents: Third, many states believe that 1oca1 dlStrlCta
should contribute their share for these "free' Federal and
state dollars. In many states, this affords the state a better

opportunity to he_inyolvedwinetheeplanningﬂoﬁethe_totaleAe__m___ B, -

397 | B
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vocational education program. Fourth, the local match does not
appear to be a serious problem in the funding of.continuing

vocational education programs because even the poorest recipients

¢ _— -

probably substantially overmatch VEA funds. Consequently, we
do not recommend that the VEA prohibit states from imposing
a match on'recipients -- except for new programs.

As discussed above, the prohibition on denying new program
funding to recipients making a reasonable tax effort "solely"
because-they are unable to meet tﬂe local match, has been
totally ineffective éo accomplish the intended objective of
eliminating financial barriers to new program funding in
fiscally disabléd recipients. One problem with this provisioh
is‘that it does not\track the methods states actrally use to
fund new ﬁrog;ams. Even where sta:es have new program funding
pools, the problem for poor recipients is not the "denial" of; funds
as much as the imposition of matching and sipgle year
conditions which déter them from applying or result in a

scaled-down reqpe§t.3§/

And even fiscally disabled recipients
would have difficulty bearing the burden of showing that their
4

L3
fiscal problems are the sole reason for their inability to fund

the match. A state can &dlways. respond to the argument by

' éﬁ/The problem of single year fundigg,is the subject of a -

Jp-

_ _ recommendation, made in Chapter 2, to permit new program

funding for 3-5 years. This expanded time frame is
particularly needed if a state requires a local match

for continuing programs where new programs are 100% VEA
funded. fﬁ , )




v

suggesting that the recipient divert funds from an exiéting

o

program.’ ’ >
B Consequently, we recommend that if Congress intends to
give priority to new programs, 49/ it prohibit states from . .
+ 1lmposing a matching requirement on recipients when VEA funds .
. - are used for new programs.

o

2. The Matching Requirements for State and Local Administration
and Supervision

The comments of state officials concerning the required
match for state administration énd supervision are set out in
e . .
the introduction to this chépter and are not repeated here. . .
We did not identify substantial current prd%lems concerning
the clarity and cénsistency of zither the match for state

administration or for local administration. We make no recom-

mendations regarding this.

o

- "

n

é—/See also, the discussion in Chapter 2 and 4 on new program
. dq——-— 3

ing.

un




IIY. Maintenance of Effort

The VEA also contains a separate maintenance of effort require-

- 5-30

A. Overview and Organization

o

.The purpose of this ‘section is to analyze the clarity,
coﬁsistency and adequacy of the three sections of the VEA
which prevent states and recipients, from redﬁcing their pasf_
levels of vocational .education f ding;

The Federal and state legal’ framéworks will be described
in subsection B. Subsection C contains our ﬁindings, conclu-
sions-and recommendations. ’ ’

The VEA maintenance‘of effort provisions apply to LEAs
and post-se;ondary educational institutions and states and
requires that they maintain either their fiscal effogﬁ per

student or their aggregate vocational education expenditure.—gl

ment for LEA work-study progréms, yhén VEA funds are used for

5Y

such programs.-=*
in~geﬁeral, we found the recipient (i;é;, LEA andg%%st-
secondary) maiﬁtenance of effort provisions fo serve the
needed purpose of helping to ensure that recipients do not
reduce their fiscal commitment to vocational education as a I

result of-receiving VEA funds. We recommend they be retained

< °
~

Egliggk.%}l(b)(l) and (2) of the VEA of 1976 (20 U.S.C. 2311(b)
8, l . ? P
31/sec. 121(a)(5) of the VEA of ‘1976 (20 U.S.C. 2331(a)(5)).

>

f

00




with a limited exception to ensure that recipients which are
unable to sugtain previous fiscal levels solely because of the
replacement of hiéhér paid staff with lesser paid staff are
not in viol?tion of this provision or clarification that the
"exceptional circumstances" rule applies to the situation.

We were unqpl; to identify any ﬁarallel purpose served by
the state-wide maintenange of effort requirement. In general

we found that this, requirement was met by states summing the ‘ -

. amounts spent by local recipients on vocational education from

state and local funds, and had no-effect on the funds raised

: -~ &
for vocational education at the state level. Indeed, only two
of our four study states separately appropriated state funds

&
for vocational education. Thus we see little purpose for the

state-wide maintenance of effort requirement. y

With respect to the special maintenance of effort require-
ment for work-study programs, we found that it was viewed ir. -
most states as an unnecessary provision and as a meaningless
legacy of earlier VEA eﬁactments which treated work-study as
a separate categprical program. Furthermore, Eﬁe impositioﬁ
of this additional condition on what is now a discretionary
use of VEA funds prébably inhibits the use gf'VEA funds for
this purpose - directly contrary to~congressional intent.

We %égommend that this additional requirement applicable to

work-study be eliminateékfrom the legal framework.

H
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B. Federal and State Legal Framework

The VEA prohibits the payment of any VEA funds to: T

any local educational agency or to any state
~ unless the Commissioner finds, in the case of s
lccal educational agency, that the combined
) fiscal effort per student or-the aggregate ex-
A penditures of that agency.and the State with
A respect. to the provision of vocational education
by that agency for the fiscal year preceding the-
fiscal. year for which_the determination was made
was net less than such combined fiscal effort per
student or the aggregate expenditures for that
- purpose for the second preceding fiscal
¢ year or, in the case of a state, that the
fiscal effort per student or the aggregate
- expenditures of that Stute for vocational
. education in that State for the fiscal year+
preceding the fiscal year for which the de~
termination was made was not less than such
o fiscal effort per.student or the aggregate \
expenditures for vocational education for the
second preceding fiscal yeavr,32 / '

-~ v

A parallel -provision exists for.post-secondary institutions: -

No payments shall be made in‘any fiscal year
under th s Act to any'postgecondary educationay
institution unless the. Commissioner finds that
. the aggregate amount or the“amougt'per student
¢ spent by such institution from current funds
for vocational education purposes for the fiscal

year preceding the. fiscal year for which the de- -,
termination was made was not less than such Coe
‘amount spent by such institutiorn from current
funds.for the second preceding fiscal year.33/

s

. -
Load - . 2

- “-.2.%.75ec. T11(b) (1) of the VEA-(20 U.S.C..2321(b)(2)).
: 32/ gee. 111(b) (2) of the VEA (20 U.S.C. 2321(b)(2)).
: : ¥ T

~

<
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The Act also requires LEAs which use VEA ﬁnnds for work-

expend (from sources other than payments from
Federal fuhds under this section) for-the employ-
ment of its students (whether or not in employment
eligible for assistance under this section) an
amount that is not less tham its average annual
expenditure for work-study programs of a similar :
chdaracter during the three fiscal years preceding
the fiscal year in which its work=study program
under this section is approved 54/ ]

Similar maintenance of effort provisions were present in
the VEA prior td the 1976 amendments, but these amendments ~
mane two changes: (i) the provision applicable to post- . -
secondary institutions was added and (2) the previous measure
of "combined fiscal effort" was expanded to '"the combined

fiscal effort per studeht or the aggregate expenditures of’

that agency and the State."éé/

The regulations issued in 1977 eééentially repeat the
statutory languageig/ but include two additional interpreta-
tions. TFirst, 'the regulations adopted a "Five Percent Rule"

which allows a 5% expenditure reduction without violatian of

-3

54/Sec 121(2) (5) of the VEA (20 U.5.¢. 2331(a) (5)) . | e

,55/The ‘House, which origlnated the second of these changes,
explained its intention in expanding the measures of °
maintenance of effort to be 'to permit. decreases in
_expenditures where there are decreases in enrollments_'

H.R, Rep.. Nor 94-1085 at 33. The Senate bill would have ‘
permltted the Commissioner to "waive a portion of this

- requirement if available tax resources are reduced.' :3en.
Rep. No.+94-882 at 80. 1his was elimipated in Conference.
H.R. Conf. Rep. No. 94-1701 at 224.

56/34 ¢.E.R. §400.321.

v
P

4
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qhe requirement. This rule was appliedf%o all three mainte-

nance of effort requirements.éz/

-

» . The regulations also interpreted the VEA amendments to

allow a reduction in effort 'under certain unusual girc%g-
« . """‘. %

-stances":28/ ' ‘ o

~ The Five Percent Rule for State maintenance of effort
is as follows:_ .. )
Total State fiscal effort £6r vocational education
in the preceding fiscal year shall not.be considered
reduced from the. fiscal year effort of the second
preceding fiscal year unless the per student expen-
diture or aggregate expenditure in the preceding -
year is less than that in the second preceding fiscal
. by more than five percent. For example, a State
which expends an aggregate of $10 million for
vocational education in oneé fiscal year and -an aggre-
gate of $8,000,000 in the succeeding fiscal year will
; not be considered to have reduced fiscal effort for
otzgopgrposes of the Vocational Education Act. 34 C.F.R.
-8 .328. S ~

This rule was justified by ED on thke basis that "fiscal

. effort'™ in the statute relates to tax effort and was
int2nded to "take into account the relationship between
tax rate and tax base." Consequently, if the tax rate
remains steady, but thé-valye of the tax base declines,’
the resulting decrease in glie revenue yield is not
considered a reduction of effort. Comment/Respounse 42 F.R.
53877 (Oct. 3, 1977). ED appeared to justify the Five
Percent Rule as a proxy for the maintenance df fiscal
effort where the tax base declines. 1Id. R .

28/34 c.p.R. §400.324.° . ‘ T

Any reduction in fiscal effort. for any fiscal year by
more than five percent will disqualify the State from

o

receiving Federal funds unless ‘the State is able to —_—

demonstrate to the satisfaction of the Commissioner the
following: . . ) .

(a) In the preceding fiscal year, the reduction was
occasioned by unusual circumstances that could have been
fully anticipated or reasonably compensated for by the
State. Unusual, circumstances may include unforeseen
decreases in revenues due to the decline of the.tax.base;

(b) In ¢he second preceding fiscal year, contributions~
of large sums of monies from outside sources were made; or

(¢) In the second preceding fiscal year, large amounts of
funds were expended for long-term programs uch as con-
struction and acquisition of school facilities or the
acquisition of capital equipment. °©

. This is also applicable to all three.maintenance of effort
requirements. See ‘34 C.F.R. §400.327 and 400.330.

S q0g4 0 »‘

v
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-QIn 1980, the Secretary proposed ;o eliminate the per-
mitted five percent reduction in maintenance of effort.igj
The basis for this p;oposal was tﬁﬁ criticism of this policy
by the House Cémmittéeoand its urging that the Department
revise thewtggulations.ﬁg/ At éresent, the five percent

reduction policy is still 'in effect, as the proposed change’

-has-not been- issued in final ,form.

next. ‘6—L/

»

-

The statute permits mainteﬁéncg of effort to be deter-

mined either on the basis of aggregate expenditures of combined -

fiscal affort per study. ED has interpreted thié to permit

states and recipients to change the measure one year to the

1 -

The state level mainténance of effort requirement refers

o

to the "fiscal effort per student or aggregate expenditures

of that State for vocational education.;."gg(

Federal administrators have interpreted this to refer to

L4

all state and local funds expended for vocational educatiom,

including funds used for vocational education from local tax

?
) 5

5glNotice of Proposed Rule Making, 45 F.R. 28290; 28293
, (April 28, 1980).

60/4 R. Rep. No. 195-1137 at 40 (cited in 45 C.F.R. 28290,

April 28, 19805.
, .
81/ question #22, 42 F.R. 53866 (Oct. 3; 1977).

62/5ec. 111(b)(1) of the VEA (20 U.S.C. 2311(b)(1)). -

’ - -,

Yo,
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revenues and general state &id.éi/

L4

State and local funds used to meet maintenance of effort
[ 13

requirements "are .subject to the terms and conditions of the

Act," but are not subject to the funds distribution require-

(33

ments.éé/ For example, states or recipients which fund

v

ccoperative education programs with state funds that are

counted toward the maintenance of effort requirements must

_meet all the programmatic 3tandards contained in the.VEA,

including the requirement that pribfiéy for cooperative

. education programs be given to LEAS in areas with high rates

of school dropouts and youth unemployment.éé/ Federal admini-

strators also noted that even though the VEA fund, distribution
. @

-

requirements, are not applicable to maintenance of effort funds,

the Federal civil rights statutes and regulations would be

applicable if the résuL; of the distribution "is less than

' fgﬁuéquitable distribution of state funds 'to priority eligible

"

recipiants."éé/ o .
N ~ ' ‘0 . '

-

§§7This policy interpretation is not written, but Federal
administrators and.states "understood" this to be the case.

%%jBOAE/DSVPO_Policy Memorandum FY 79-3, Sept. 19, 1979 at 3.
—"1d. . ’ )

éé/ld. .See, generally the substantive requirements for coopera-
tive educational programs. Sec. 122 of the VEA (20 U.S.C.
2331). Although thg memorandum discussed cooperative educa-
tion, a consistent applicatiion would also require compliance
with other additional requirements.applicable to particular
uses of VEA funds if a State or recipient applies its mainte-
nance of effort funds to those purposes. '

¢
s

*

-




Staces reported having no problems meeting the state-wide

maintenance of effort requirement. States applied both state

and local funds to this requiremeht. This requivement is met

by recipients reporting the amounts of state and local funds

they expend on vocational education.

NG

[

-

~ The only s;rious problem rgléting to recipieﬁt maintenance
of*effort identified°by3officials‘in Several states was -the
dlfflculty of méeting this requirement.when a hlgher paid
v0catlona1 stafr person is replaced by 3 lower pald staff

* person in a small school district’. We were told that when
vocational education progr;ms are sufficiently small, the
retirement of a staff person can, throw: the recxplent out of
comp liance. ‘ . B . -

>~ ¢ . «

" C. Findings., Conclusxons and Recommendatlons | s

-

Overall, we found the three maintenance of efforts require-
ments to be clear and comprehensible to states. States

generally understood what was expected of tbem and had little

t

difficulty in@%tpreting the requirements. We féundw.howevéth

. .

the maintenance of effort provisions to raise three basic -
y

issues: )
(1) whether a state-level maintenance of effprts
requirement: is needed in the VEA legal frame-

. works . .

-
- ’

(2) whether the recipient-level maintenance of
effort proviSLOns is sufficiently flexible; aud’
. \ *
(3) whether the spécial work-study .maintenance of .
effort provision is needed in the current VEA?

’

These issues are explored below.
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1. The State-Level Maintenance of Effort Requirement

At the state level, the maintenance of effort requirenent
aﬁplies to- the aggregate of state and local funds used for
vocational education, rather than merely state fﬁ%ds. Vocetional
education is not, howeser; a state program.but is generally <
an aggregation of local pregrams. States meet the maintenance
of effort requirement by tgtalling-tne amounég spent by local

recipients on vocational education from state and local funds. ---

‘How%ver, recipients receiving VEA funds are alsg subject to a

malntenanre of effort requirement.

Under the present legal framework, the only thing the
state-wide maintenance of effprt'pngnision appears to add is
to ensure that LEA's and- post-secondary institutions not
funded under the VEA do not Substanttail; reduce the1r effort
for vocationel education; since these are the only agencies
and ingtitutions that do have ‘to meet the recipient maintenance -

of effort requirement. Even if mani potential-recipients did

not receiqe VEA funds (unlike the current selection) we do

T oe

" not see a clear pollcy objective in Tegulating the expendlture
levels for vocational 'education of potential recipients not
- IS >

funded under the VEA.

1f states‘were required to meet maintenhnce of effort

requirements from state funds alone, then state-wide mainte-

nance of effort would have meaning in ensuring continued -
14
state commitment to vocational education. Howevgr, such a ,
[ s . . -
, requirement would have the same undesirable side ‘effeets as
- <

those that would result if the matching requirement were

JVI

[ -~ <o — s i s et o o te e >




—__of effort to be more

similarly éttached only to revenues from state sources.gl/
States today fund local vocational programs through a variety
of state aid mechanisms, not all of which are identified as

vocational education funding mechanisms. While some states

&

» have specific categorical funding programs for vopational

education or vocationaI1studentPor program weigntingSVin
general state equalizing formulas, many states have no such_
programs and local school districts are expected to fund \
vocational education programs from general state funds. A &
requlrement that MOE be met simply from state funds specificélly
earmarked for Yodétionai'education would, in our opinion,
needlessly restrict state,optigne to fund‘vocationaf education
through general equalization formuias which do not specifically
earmark funds for vocagional education. We Yound~ma§ntenance
éipxopriate as a requirement app¥icable
to rec1pients that actually operate vocational education
program. Furthermore, a recipient maintenance of ef;ort
requirement makes unnecessary a state-level maintenance of
effort requirement under the present legal framework. g
. We therefore recommend the elimination of the state

A}

maintenance of effort ,requirement unless the state operates

N I
.

programs dlrectly,-and is considered a rec1p1ent.

N »

67/5ee pp. 27-28 supra. . ~ '

<
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. 2. Recipient-Fevel Maintenance of Effort

It is fecipients'that make choices-about increasing

s o oﬁ/reducing the amount of state or local funds for vocational
Sducatlon in light of the recelpt of VEA funds. And if
Congress intends that the "level of state and local funds {Sr
vocaiional educationvsnould ‘be maintained and not feduced when

VEA funds'are received, it:is at the recipient levelgg/ that -

) such an 1ntent should app oprlately operate Ccnsequently, we

. v ~— -~
8 found the recipient malnte ance of effort requlrements to be
approprlate and necessary in\ the VEA legal framework Qf

recipients, our interviews With state level staff included

inquiries concerning the recipient maintenance of effort ° .

-*

~ - requirements. Several states ifdicated that declining enroll-.

19

ments, reduétlons in budgets and revenue limitation were forcing

local reclpients ‘to reduce total expenditures for vocatlonal

& -

N o educatlon but. that the per pupil expenditure measure and 5% Y
° . reductlon provision had allowed reclpients to meet the require-
, N ment. ’

We were also informed that some recipients-encountered
v problems meeting thé maintenance of effort requirements when
.hlgher paid staff were replaced on lower paid staff, e.g., a

teacher receiving longevity pay leaves and is replaced by a

¥

" 68/(e .recommend that a state, when using funds forglts own pro-
grams or activities; be cons1dered to be a recipient as to
those funds.




-
N ~
-
. v
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-

lower paid teacher This appears to be a problem particularly

in small LEAs where- such a reductlon in staff salaries may

>

- reduce vocatlonal expendltures both total and per student,

o ©

to;beléw the level of the prior year and trigger.a MOE viola- .

tion We were told Federal auditors initially challenged this - :
as 2 MOE v1olation in one state but were ultimately

persuadqd that it was not. We belleve this problem which does

not usually reflect an actual, reducatlon in vocational educatlon
services, can be dealt with either by application of the’ unusual _
‘clrcumstances rule or by a specific exception. Such a- SPElelC
'exception could 5rovide that a recipiént that fails~to maintain

its flsgal effort solely because it replaces a higher paid

staff member with an equlvaledt lower pa1d staff member shall

not be in violatién of this provision..

3. ;Work-Study Maintenance of Effort e - _ v
\ _The‘maintenance.of effort reduirement applicable to %ork—.
study programs funded under the VEA requires a“LEA to expend
‘on work—study programs not'less thau the amount-of its average -
kannual expenditure for work-study programs of a siﬁilar
character'during the three fiscal &ears preceding the fiscal
year in which its.workrstudy program is approved.ﬁg/.

While averaging prevents an LEA from having to fuily

\

reflect the higher funding for its work-study program in”any

N

ﬁi7sgc. 121(a)(5) of the VEA (20 U.S.C. 2331(a)(5)).

[ P . .
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single previous year, it still requires an LEA to maintain its

future effort at a level .that is not less than the average --

a .

precluding any reduction in work-study funding to less than

-

the averége. , ‘ . :

This provision proﬂabiy operate. as an: incentive to not
offer work-study programs wifh.VEA funds. Thg;p;ior categorical
requirements for work-study progréﬁs were carried over into4the

1976 amendments when work-stuHi was made a permitted rather than &

>

mandatory use. However, we see’'no basis for singling, thid program

v

out for different maintenance of effqrt treatment than other per-

o &

‘mitted uses, and consequently recommedd it be eliminated.

4. Fiscal Crises and Maintenance of Effért

-
&

‘State and local fiscal crises resulting from tax or—

°

revenueé limitation statutes or constitutional amendments could
result in°maintenance of effort problems. Although several of

our states had such limitations imposed within the last few

years, the maintenance of gffort provisions, we were informed,

had not been violated but some insecurity about future ability: o

¢ 3

to comply was expressed. Tﬁe MOE regulations contain an

unusual circumstanc?s rule, whigh, to our knowledée has not

been applied by the Secretary. The épplication of this rule

to violétion of MCE resultiné from such fiscal crises is unglear.

We express no view on what response Congress should make except

4 -
o

tohpoint out that insofar as the objectivepof state tax base-
and revenue limitations is tax relief, an exception from MOE
for such limilqtions would_Permit VEA funds to be used in
place of state and.local funds and might be an incentive ‘to

do so.




BN IV. Supplement, Non-Supplant Provision ’ 4 \\\\\\\\\\\\\\\\;

A. Oyerview and Organization

The pufpbsé‘of this section is to describe'and analyze

~

the VEA requirement that Federal VEA. funds ‘be used to
‘supplement and not supplant state and local funds which would
‘ 1nvthe-absence ef Federal funds be made available.for uses
s specified in the Act. 28" The pen-supplanting requirement

"' raises two issues: : ) ¢

(1) What¢is the meaning of x'uses'; and

PN ¢! How does the non-supplanting requirement ..
operate in the total-VEA framework?

PR

Subsection B describes the Federal and state legal frame-

(P S— - - =

work. Subsection C outlines in detail our findings, conclusions

; L and recommendations. ’ ‘
N . i Overall, wexfound the supplement, not supplant provision
to be inadequately drafted to ensure that the ,VEA funds for

vocational education are not used to supplant state funds

vhiéb would otherwise bé available for vocational education.
It has, however, been adequately interpreted by ED on ~
occasion, even though appropriate application of tbis inter-
ptetation has been overlooked. ) ;

We conclude that the phrase "state and local funds which
would otherwise abailable for specific uses" should be replaced
with the phrase:''state and local fuﬂds which would otherwise

L

be available for specific recipients."

20/sec. 406(a)(7) of the VEA (20 U.S.C. 2306(a)(7)).




: | . 5-44

N e e

B

B. Federal Legal Framework

The non-supplanting provision in the Vocational Education
Act requires: ’

~_ that Federal funds made available under this
T . Act will be so used as to supplement, and to
N T the extent practicable, increase the amount
T . ~ . _of State and local funds that would in the
“absence of such Federal funds be made avail- .
able for the uses specified in the Act, and in v
no case supplant such state or local funds. 71/

The 1976 amendmentswto the*VEA tracked the wordlng of the

;1968 Act's non-supplant provision, except that it substituted -
o the language "for the uses specified in the Act" for "from

non-Federal sources for the\education of pupils'pa;ticipating ‘—{

+ "in programs end:broiects"assisted under this title."%&A The ..
- substitute language was introduced in the ﬁouse-b;ll, but the
‘ reason for the change was not explained. Zl/ ' A
The 1976 amendments to the VEA also deleted the '"no,

.penallzation" prov1510n of the 1968 Act which barred payment

of any VEA funds "to a state which has taken into consideration
' payments nndet this title in determining'the eligibility of any

local edudational agency in that State for State aid, or the

amount of that aid with respect to the free public education

i

nld /

of childre during that year or the preceding fiscal year.

’

I/ 4 ‘
/Sec 141(4) (3) (B) and (C) of thé VEA of 1968 (20 U.S.C.
241(e>>t

13/4 R. Rep. No. 94-1085 at 33.

74/$ec. 143(c)(1) of the VEA of 1968, P.L. 90-247 (20 U.S.C.
< 241(g)) .

l\'r“
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*The 1977 regulations simply repeated the statutory language
. of, the non-supplanting provision of the 1976 amendments
verbatim. 13/ The only interpretation—contained—in‘the regula— ‘a- -
tions appeared in a- comment concerning the dollar-for-dollar
match of the minimum percentage requirement for the disadvan-
»taged°1§/ - 3 '
Furthetmore, the dollar-for dollar matching - J;“,__,;__;
A . .provision required by section-110(d) -of the =~ . Lot
£ Act for programs for the .disadvantaged would :
C seem to preclude any possibility of sup- s
planting of funds. ‘The statutory "non-supplant"
: _provision in §106(a) (5) is designed to assure
S that the a%gregate of State and local funds
‘ .available for a specific purpose, such as theé
" - disadvantaged set-aside, is not reduced be-
I cause of the receipt of Federal funds under
" ~the Act. Therefore, ds long as the combined
State and local funds match the Federal funds
. earmarked for the purposes of section 410(b),
-~ it is unlikely that a violation of the ''no-
‘ st pplant'" requirement would occur. .
¢ - The Office of General Counsel has explained that the pur-
.pose of ‘the VEA non-supplantiag pro;iéion is to. assure that
_;' ?the_aggregate of state and local funds available for the pur-
poses of the VEA is not reduced because of the receipt of
Federal .funds under the Act."ll/ Based on this concept it
found that a proposed state statnte which would reduce a .
community college's state funds by the amount of VEA funds
received violated the no-supplanting provision,

-

757 &2 C.F.R, §400.141(£)(6).
76/ &2 F,R, 53877 (Oct. 3, 1977).
77/ HEW Memorandum from Brustein, Office of the General Céunsel

to Cornelsen, Director BOAE (June 11, 1979). The statute
in question specified that the state shall pay to community
colleges... an amount equal to one-third of such colleges
approved operating costs reduced by the amount of Federal
funds and grants received by such community college."

415 ‘
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C. Findings, Conclusions and Recommendations

(-4

~ We found the non=supplanting provision contained in the

VEA to be vague and inadequate to ensure that Federal funds

were use? in a Bupbiemenfafy fashion. - ~
Furthermore, it’is n$£ clear whether this pro%ision oper-

ates éf the state lével, the recipient level or both. Since

it refers to "Statg and lodgal" funds'hifhoutlspecification

of the 1eVe1, the appfopriate interpretation appears to be

Ebat.it operaﬁes at every level at which VEA funds could be

taken ‘into .account in determining—the amount of state and

local funds available for VEA uses.’

The Office of General Counsel has, however, adequately
igterpretated the non¥supp1anting provision to prevent a state
from taking into account the distribution of VEA funds in de-
termining the amount of state funds for vocationai education a
recipient will receive. This interpretation does not appear
to have been widely disseminatea or consistently applied, even )
though we found that this incgrpretation of the non-supplanting
is essential for an adequate VEA legal framework: without it,
the funds distribuiion provision analyzed in éhépters 2-4 can

L

be rendered meaningless.
We also found that at the recipient 1%ve1 the non-supplanting -

requirement is probably not necessary.

@

- State Level Requirement

On its face, the non-supplanting statutue's reference to

"uses'", rather than "participants' or ''programs: is'confusing-

ff]{; \
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to states. The confusion is compounded by the overall structure
. of the 1976 VEA amendment which geve greater disbfetion to states
about the uses of VEA funds removing some of the past categorical
: program restrictions. ° _ e
o " . The elearest explanation of the requirement appeafs &n an
| publlshed lnterpretation by the Office of General Counsel RN
:ﬁnder this - lnterpretation states cannot reduce 4 rec1p1ents
;\ _ entitlement to state funds by the amount of VEA funds the recipient.
| FeéeiVeﬂ-Z&/ Howeyer, fhé interpretetion has not been widely
' gisseminated to states nor-applied—to-situations—in-which it-is _
appropriate. ,
- We found that'fhis inferpret°tion is_an i@portant element
'of an adequate VEA 1ega1 framework because we dlsc0Vered several
problems that can arise when this concept of non- supplantlng
is not applled) ) ) , .
One state, whicn dfstribntes categorical‘stéte vocational
education funds througn a formula which is separate from VEA
fqnds, reduces the amount of such stagg funds in pro-
portion to the VEA runds allocated to each recipient.. This

"backfilling" occurs as a result of the interconnection of the

state and VEA formulas to distribute funds for vocational edu-

&

cation in a manner which computes the state distribution after

the Federal distribution. There is substantial variation in

78/ Seé note 78, p. 45 supra.
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the allocation of VEA funds among recipients under'the VEA
formpla.la/ However, recipients recieving more VEA.fhnd;
receive fewer -dtate funds, and cgnversely,,so that the net
result is a virtually uniform percentage reimbufsement of
vocational educqtion costs from state and Pederal funds. In
»thié,sityatibh'the VEA -fund distribution factors of relative
financial ability and low-income are meaniﬁgless'sipce the -
additional VEA funds that these factors generate are taken

away by the distribufion of state funds..

With respect’ to VEA funding, this type of integration of

VEA and state funds, which results fron s%aﬁe board policy, may
be somewhat ugique because legislatures typically have not given
state boards discretion to allocate the‘state vocational edu-
cation fuhds. However, as a generic problem, this type of'
supplanting could also be accqmplished through a statutory inte-
‘gration of VEA and state funas. Indeed, Ehe proposed legiﬁlation
ghich was the subject of the OGC interpretatior. did just-this.
We also found that %ackfilling occurs in -one skate in the
fun&ing bf post-secondary institutions. In‘this state, the '
legislaﬁure approves each institution's budget and the insti-
tution may not:spend more than its approved budgeé. In the

budget-making process each institution includes the amount of

anticipated Federal .funds. IhroughAﬁhe budget process the -

79/ Ve described this in Chapter &, however, as a formula which
as a result of inappropriate interpretation of the VEA
formula design requirements by ED fails to adequately take
into account recipient size. .

: 118




— T © 5-49 :

legislature then prdvides the differences between the amount of

Federal funds and the <dnstitution's approved budget Since the

amount of state funds instltutions receive is not flxed by for- B j\\
mula, the legislature is free to take VEA fun%s into account in

. determining the amount of state funds they will receive. 'If

durlng the year an institution receives 'more Federal funds than
budgeted, the legislature also substracts the additional amount

7 ¢

from the institution's next year's budget, as a carryover.

-

We recommend that the statute be révised to more precisely

“teflect ED's 1nterpretatlon i.e., states must supplement, not

==

supplant the level of state funds fer vocational education which - .

would have been made available to eligibile necipients in thE“e_“‘f“————~

2

absence of VEA fu?ds. In the alternative, Congress—should con-- S e s

sider re-inco.porating the "non-penalization" provision which .

was part of the VEA until the 1976 amendments: . .

No payments shall be made under this title .
\ for any fiscal year to a State which has
taken into consideration payments under |
this title in determining the eligibility |
of any recipient in that State for State |
aid, or the amount of that aid, with |
“espect to the free publlc educatlon of |
children Zuring that year or the preceeding

fiscal year, except as permitted under this -
Act in determining the relative financial
ability of appllcants for funds under this
Act. 80/

80/ The underlined portion we recommend be also added to

™  avoid any conflict betwren this provision and the
definition of relative financial ability, which in
certain circumstances takes into account the distri-
-bution of state funds. )§ge Chapter 4.

-
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2. . application of the Non-supplantiﬁg~Requirement to
Local Recipients

The applicability of the "non-supplant" provisidn to local

-recipients hag not been clarified by ED. As discussed above, -

however, the language of the provision would almost have to

apply at the recipient level since this is where decisions con-

cerning "uses" of state and local funds were primarily made.

~ But, again as earlier discussed, it would be anomalous for theﬂ'

1976 amendment to give greater discretion concerning uses of
VEA funds and at the-same time restrict state andhlocal uses -
as long as a recipient's overall state and.local effort fof .
vocational education’ is not réduced.ﬁl/ Ensuring that the over-
all level of sfate and local effort for vocational education is

maintained by recipients however, is the role of the recipient

maintenance of effort provision in the VEA, previously discussed

" in this chapte@r. Consequently, we recommend that the VEA struc-

ture make clear that the supplement, not supplant requirement-
does not apply to local recipients since at this level it is

redundant of the maintenance of effort requirement.

81/ Monitoring the state and local funds devoted to particular

~  uses within vocational education also appears virtually -
impossible without a revamping of most public education’
accounting systems, which do not now typically provide this
level of detail. RO




